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TUESDAY, MAY 7, 1957 


House or REPRESENTATIVES, 
CoMMITTER ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., pursuant to call, in the caucus room, 
Old House Office Building, Hon. Oren Harris (chairman) presiding. 

The CHatrman. Let the committee come to order. 

In the first place, may I ask the indulgence of everyone in this big 
caucus room. It is a little difficult sometimes to hear, particularly 
when certain occasions arise when the speaker does not observe the 
fact that he must talk up. So if we may ask that we have order as 
nearly as possible, we would appreciate it a lot. 

I realize there is a lot of interest in this program, and everyone, I 
am sure, wants to hear what is said, and what 1s being discussed. 

So, if we may ask the cooperation of those who are in attendance 
here this morning, I am sure it would help to expedite the proceedings 
and this hearing. 

I would also like to state that it is impossible for the committee 
to obtain sufficient copies of the statements of all of the witnesses to 
provide for everyone who is in attendance at these hearings. In fact, 
it is the responsibility of the committee to obtain certain numbers of 
copies for the committee, for each member of the committee. 

So I think it would be appropriate to suggest to anyone who is 
in attendance at these hearings, if you desire a copy of the statement 
of the witness, that you either make arrangements with the witness 
before he testifies or following his presentation. 

May I express my appreciation, as chairman of the committee, 
for the attendance of the membership of this committee this morning, 
indicating the interest that is manifested in this program. 

The Committee on Interstate and Foreign Commerce of the House 
of Representatives meets today to begin hearings on H. R. 6790 and 
H. R. 6791, companion bills, introduced by me and Mr. O’Hara, of 
Minnesota, proposing to amend the Natural Gas Act, implementing 
the decision of the Supreme Court of the United States, by prescrib- 
ing legislative standards for the Federal Power Commission in the 
regulation of production, gathering and sales of natural gas of 
producers who sell gas in interstate commerce. 

There are several other bills pending before the committee to 
exempt the producers of natural gas from direct control by a Federal 
agency. Two of them are identical with the bill which passed in the 
last Congress and was vetoed by the President. All of these bills 
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will be before the committee, however, during the course of these 
hearings, for consideration. However, in view of the history of this 
problem, attention will be chiefly directed to these companion bills, 
H. R. 6790 and H. R. 6791. 

In order to bring this proposal in its proper perspective, I think 
it would be appropriate to make some comments and briefly ex- 
plain some of the background which led to the formulation and in- 
troduction of these bills, and the fundamental principles involved 
in them. 

In retrospect, I think it can be fairly stated that from the time 
of the enactment of the Natural Gas Act in 1938, until the Supreme 
Court’s decision in the Phillips case, a period of approximately 16 
years, it was generally believed that Congress intended that the sales 
of natural gas by producers, because of the exemption of “production 
and gathering” contained in section I (b), were not to be subject to 
regulation under the act by the Federal Power Commission. 

his was the view taken by the Federal Power Commission when, 2 
years after the passage of the act, there was presented to it for decision 
the first case involving the issue. In Columbian Fuel Corporation 
(1940) the Commission held that it was not the intention of the Con- 
gress to subject to regulation all persons whose only sales of natural 
gas to interstate commerce are made during, or as an incident to, and 
immediately upon completion of such person’s production and gath- 
ering of natural gas. 

However, because of some question raised by the Supreme Court 
in its decision in the case of the Interstate Natural Gas Co., Inc., in 
1947, the Commission urged the enactment of legislation to reaffirm 
the clear congressional intent. A bill for this purpose passed the 
House in the 80th Congress, but was not approved by the Senate, and 
in the 81st Congress, a bill passed both Houses (although it was ve- 
toed) which intended to make clear beyond any doubt that the Nat- 
ural Gas Act did not. provide for the regulation of sales of independent 
producers of natural gas. 

Up to this point the Supreme Court had not decided on the direct 
issue. In 1951, the issue again was presented to the Federal Power 
Commission in the matter of Phillips Petroleum Co. The Commis- 
sion held that Phillips was an independent producer of natural gas 
that its sales were incident to production and gathering; and, accord- 
ingly, excluded from the operation of the act. The Supreme Court 
in 1954, in a sharply split decision overruled the Commission and held 
that the sales of such gas were within the orbit of the act and sub- 
ject to Federal Power Commission regulation. 

In 1955, this committee again held extensive hearings on a bill, 
H. R. 6645, covering the production, gathering, and sales of natural 
gas, which passed both Houses of the Congress, but was vetoed by the 
President on February 17, 1956. 

In vetoing the bill, the President said that he— 


must make it quite clear that legislation conforming to the basic objectives of 
H. R. 6645 is needed. It is needed— 


he said— 


because the type of regulation of producers of natural gas, which is required 
under present law will discourage individual initiative and incentive to ex- 
plore for and develop new sources of supply. 
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He further said that and I quote again— 


In the long run this— 


speaking of the type of regulation of producers required under pres- 
ent law— 


will limit supplies of gas which is contrary not only to the national interest but 
especially to the interest of consumers. 


Then he added: 


I feel that any new legislation, in addition to furthering the long-term inter- 
est of consumers in plentiful supplies of gas, should include specific language 


protecting consumers in their right to fair prices. 

On February 23, 1956, just a few days after the veto, the President 
sent me a personal letter referred to the reasons that he finally con- 
cluded that the legislation should not be approved and “most regret- 
fully” he said because “I agree with you as to the need for legislation 
of this type.” 

In his budget message submitted to the Congress, January 16, 
the President again said that legislation conforming to the basic ob- 
jectives was needed and so recommended to the Congress. 

In this recommendation, he emphasized five reasons it was necessary : 

(1) It is essential that consumers of natural gas be protected. 

(2) We must endeavor to make sure that there will be continued 
exploration and development of adequate supplies of gas. 

(3) That producers’ sales prices are arrived at fairly and com- 
petitively. 

(4) Legislation freeing gas producers from utility-type regulation 
is essential if the incentives to find and develop new supplies of gas 
are to be preserved. 

(5) Sales of gas to interstate markets are not to be discouraged to 
the detriment of both consumer and producers, as well as the na- 
tional interest. 

Since it was quite apparent that with the passage of the Natural Gas 
Act of 1938 there was no thought or intention of controlling producers 
of natural gas, no method or procedure was included in the act by 
which such controls would be effectuated. 

Since this concept, which has developed with the Supreme Court 
decision in 1954, appears to be the national policy, it is essential 
that practical and workable procedures for such regulation be pro- 
vided. 

Ever since the Supreme Court decision, the Federal Power Commis- 
sion has had to labor under a staggering administrative burden. This 
is true because it has had to undertake regulation of independent pro- 
ducers by public utility standard gas sales under provisions of an act 
designed for the Ha latied of interstate pipeline companies. This 
has also resulted in the placing of heavy burdens on producers, in fact, 
so heavy that many producers are diverting their gas sales in intra- 
state markets to the detriment of consumers of the interstate market. 

The purpose of this bill is to lessen these burdens to provide greater 
supplies of natural gas and without weakening the protection essential 
+e he consumer. 

In order that it may be clearly understood, let me explain the 


source and formulation of this bill (H. R. 6790) and its companion 
before us for consideration. 
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Following the Presidential veto last year, I was informed that the 
Federal Power Commission was to explore the possiblity of bringing 
together those representing various viewpoints in an effort to see 
if something more acceptable could be developed. 

F ollowing the suggestion, representatives of the various segments of 
the industry, with the know ledge of the Commission and myself 
undertook discussions with a view of trying to reach some understand- 
ing as to how the program of the President could be adequately met. 

‘A number of such discussions were held which resulted in a broad 
statement of policy, generally agreed to. 

From this statement of policy y, or legislative counsel, at my request, 
began working on a bill to carry ‘out its provisions. ‘There were many 
questions that naturally developed in order to obtain a consistent, 
practical, and workable bill. These questions were submitted to vari- 
ous groups of the industry for answer. 

There were various proposals advanced by industry people with 
the final objective in mind of a bill to meet the requirements ad- 

vanced by the President. 

It was from these proposals and considerations resulting in these 
various discussions and the consideration given to this problem in the 
last Congress, with the statements of the President as to essential need 
and requirements in the veto message and his budget message, that 
this bill was finally drafted by our legislative counsel and his office 
under my direction and supervision. 

Thus we have the proposed legislation introduced by Mr. O’Hara 
and me, which we believe meets the criteria as outlined by the Presi- 
dent, both as to supplies of natural gas and protection ‘of the con- 
sumer and which I believe the hearings will develop that has support 
of the majority of the various seoments of the industry. 

I have taken the time for this explanation in order that we could 
have before us a clear picture of the problem and in order that this 
committee may undertake the task of doing what, in its judgment, 
will be best in the interest of the public. 

During the 4 days of this week, it will be the committee’s intention 
to hear the proponents and the supporters of the proposed legisla- 
tion. Starting Tuesday of next week, the 14th, and during the entire 
week the opponents will be heard. 

In view of the fact that this subject received thorough study and 
consideration in the last Congress, and in view of the extensive testi- 
mony we have had for the past 10 years, it is my hope that the hear- 
ing can move along expeditiously and conclude during these 2 weeks. 
We do want, of course, and expect a full and complete record and ex- 
planation of the bill and the issues involved. From past experience, 
we know it is an involved and technical subject. Therefore, careful 
attention is urged. 

At this point, we have received reports—first, at this point I will 
include the bills which are the subject of this hearing. 

(The bills referred to are as follows:) 


[H. R. 237, 85th Cong., 1st sess.] 


A BILL To amend the Natural Gas Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the Natural Gas Act is 
amended by adding at the end thereof the following new subsection : 
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“(d) Notwithstanding any other provision of this Act, the Commission shall 
have no jurisdiction over any sale of natural gas at or prior to the point of 
delivery thereof into the interstate transmission facilities of a natural-gas com- 
pany transporting natural gas in interstate commerce beyond the producing 
field; but where such a sale is made to a natural-gas company by a person con- 
trolling, controlled by, or under common control with, such natural-gas company, 
and where natural gas is produced by such natural-gas company, the rate or 
charge, subject to regulation under this Act, demanded or received by such 
natural-gas company when it thereafter sells such gas shall be determined by 
including as an operating expense in the rate base for such gas an amount equal 
to the fair commodity value of such gas in the field where produced.” 


{H. R. 1007, 85th Cong., 1st sess.] 


A BILL To provide that the provisions of the Natural Gas Act shall not apply to the sale 
of natural gas, as an incident of its production and gathering, by an independent pro- 
ducer not engaged in the interstate transmission of natural gas 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (b) of section 1 of the 
Natural Gas Act (15 U. 8S. C. 717) is amended by inserting at the end thereof 
the following new sentence: “For the purposes of this subsection the term 
‘production or gathering of natural gas’ includes the sale of natural gas by the 
person engaging in its production or gathering, if such person is not engaged in 
(or affiliated with any natural-gas company engaged in) the transmission of 
natural gas to consumer markets in interstate commerce or the distribution of 
natural gas to the ultimate consumers.” 

Sec. 2. The amendment made by the first section of this Act shall apply only 
with respect to sales of natural gas occurring on or after the first day of the 
month following the month in which this Act is enacted. 


[H. R. 3363, 85th Cong., 1st sess.] 
A BILL To amend the Natural Gas Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 2 of the Natural Gas Act, as 
amended, is amended by adding at the end thereof the following two new para- 
graphs: 

“(10) ‘Transportation of natural gas in interstate commerce’ means only such 
transportation of natural gas in interstate commerce as occurs after the com- 
pletion in or within the vicinity of the field or fields where produced of all pro- 
duction, gathering, processing, treating, compressing and delivering of such 
natural gas into the transportation facilities of a person engaged in transporting, 
in such transportation facilities, natural gas in interstate commerce beyond the 
vicinity of the field or fields where produced. 

(11) ‘Sale in interstate commerce of natural gas for resale’ means only such 
sale in interstate commerce of natural gas for resale as occurs after the com- 
mencement of the transportation of such natural gas in interstate commerce 
as defined in paragraph (10), but does not include any sale which occurs in or 
within the vicinity of the field or fields where produced at or prior to the com- 
mencement of such transportation in interstate commerce of the natural gas.” 

Sec. 2. Subsection (b) of section 5 of the Natural Gas Act, as amended, is 
hereby redesignated as subsection (h), and such section 5 is further amended by 
inserting immediately after subsection (a) thereof the following new subsec- 
tions: 

“(b) When an increase in any rate or charge for natural gas is filed with the 
Commission by a natural-gas company and is based in whole or in part upon any 
contract, executed or renegotiated after the date this subsection takes effect, for 
the purchase of natural gas from a person other than an affiliate, the Commission 
shall determine, unless there has been a prior determination under subsection 
(c) of this section, whether the price at which the natural-gas company has 
contracted to buy such natural gas is the reasonable market price thereof at the 
point at which the gas is delivered into the transportation facilities of the nat- 
ural-gas company in or within the vicinity of the field or fields where produced, 
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After such determination, the natural-gas company shall be allowed to charge 
as an operating expense for natural gas purchased under the contract only such 
part of the contract price as does not exceed such reasonable market price. In 
determining the reasonable market price of natural gas under the provisions 
of this section 5, the Commission shall consider, among other things, whether 
such price has been competitively arrived at, the effect of the contract upon the 
assurance of supply, and the reasonableness of the provisions of the contract 
as they relate to existing or future prices. 

“(c) The Commission shall determine upon application by a natural-gas com- 
pany, or may determine upon the Commission’s own motion, after notice and 
opportunity for hearing, whether the price to be paid for natural gas under the 
provisions of any contract executed or renegotiated after the date this subsection 
takes effect is the reasonable market price thereof at the point at which the gas 
is to be delivered into the transportation facilities of the natural-gas company 
in or within the vicinity of the field or fields where produced. After such deter- 
mination, the natural-gas company shall be allowed to charge as an operating 
expense for natural gas purchased under the contract, for the purposes of rates 
or charges thereafter filed by it under this Act, only such part of the contract 
price as does not exceed such reasonable market price. 

““(d) When an increase in any rate or charge for natural gas, filed with the 
Commission by a natural-gas company after the date this subsection takes effect, 
is based in whole or in part on an increase in price under the provisions of an 
escalation clause in any contract, other than a contract to which subsection (b) 
applies, for the purchase of natural gas from a person other than an affiliate, 
the Commission shall determine whether the price as so increased is the reason- 
able market price of the natural gas at the point at which the gas is delivered into 
the transportation facilities of the natural-gas company in or within the vicinity 
of the field or fields where produced. When the Commission has made such 
determination, the natural-gas company may charge as an operating expense for 
natural gas purchased under the contract only such part of the increase in price 
as results in a price which does not exceed such reasonable market price. As 
used in this section 5, the term ‘escalation clause’ means any provision in a 
contract for the purchase of natural gas the operation of which may result in an 
increase in the price of the natural gas sold under the contract, but such term 
does not include (1) any provision for increases, by specific amounts, in the 
price of the natural gas at definite dates in the future, or (2) any provision 
under which the natural-gas company agrees to reimburse the seller of the gas 
for any increase in taxes which may be levied upon such seller after a specified 
date. 

“(e) Whenever, in connection with an increase in the price of natural gas 
under the provisions of an escalation clause, the Commission, pursuant to sub- 
section (d), has made a determination as to the reasonable market price of 
such natural gas, the natural-gas company shall be obligated to pay only such 
part of the increase in price as results in a price which does not exceed such 
reasonable market price; and, except as otherwise provided in this subsection, 
the contract containing such escalation clause shall continue in effect accord- 
ing to its terms as though this subsection had not been enacted. No provision 
of any such contract shall be construed to authorize its cancellation because of 
the enactment of this subsection or subsections (d) or (f). 

“(f) In regulating the rates and charges of a natural-gas company, the 
Commission shall allow as an operating expense of such natural-gas company, 
for natural gas produced by it, the reasonable market price of such natural gas 
at the point at which the gas is delivered into the transportation facilities of 
the natural-gas company in or within the vicinity of the field or fields where 
produced, and for gas purchased from an affiliate, the amount paid to such 
affiliate for such gas up to but not in excess of the reasonable market price 
of such natural gas at the point at which the gas is delivered into the trans- 
portation facilities of the natural-gas company in or within the vicinity of the 
field or fields where produced. 

“(g¢) For the purpose of this section 5, a person shall be held to be an affiliate 
of a natural-gas company if such person controls, is controlled by, or is under 
common control with, such natural-gas company.” 

Sec. 3. Subsection (e) of section 7 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following new sentence: 
“Notwithstanding the foregoing provisions of this subsection, in passing upon 
an application for a certificate which is supported by a natural gas purchase 
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contract, the Commission shall consider whether the price to be paid for such 
natural gas is the reasonable market price thereof at the point at which the 
gas is to be delivered into the transportation facilities of the natural-gas com- 
pany in or within the vicinity of the field or fields where produced, considering, 
among other things, whether such market price has been competitively arrived 
at, the effect of the contract upon the assurance of supply, and the reasonable- 
ness of the provisions of the contract as they relate to existing or future prices.” 

Sec. 4. Subsection (e) of section 4 of the Natural Gas Act is amended by 
striking therefrom the following: “: Provided, That the Commission shall not 
have authority to suspend the rate, charge, classification, or service for the 
sale of natural gas for resale for industrial use only ;” 





(Nore.—H. R. 6478, introduced by Mr. Alger, and H. R. 7232 
introduced by Mr. Hiestand, are identical with H. R. 3363.) 





[H. R. 6790, 85th Cong., 1st sess.] 


A BILL To amend the Natural Gas Act, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 


SHORT TITLE 


Section 1. This Act may be cited as the “Natural Gas Act Amendments of 
1957. ” 


AMENDMENTS TO SECTION 1 OF THE NATURAL GAS ACT 


Sec. 2. (a) Subsection (a) of section 1 of the Natural Gas Act, as amended, is 
amended by adding at the end thereof the following paragraph : 

“It is further declared to be in the public interest that the transportation 
and the sale of natural gas in or within the vicinity of the field or fields where 
produced, and persons engaged therein, be exempt from regulation under this 
Act, except that the sale of natural gas under producer contracts shall be regu- 
lated to the extent hereinafter provided.” 

(b) Subsection (b) of section 1 of the Natural Gas Act, as amended, is 
amended to read as follows: 

“(b) The provisions of this Act shall apply to the transportation of natural 
gas in interstate commerce, to the sale in interstate commerce of natural gas 
for resale for ultimate public consumption for domestic, commercial, industrial, 
or any other use, to natural-gas companies engaged in such transportation or 
sale, and to the sale of natural gas under producer contracts to the extent pro- 
vided in sections 13A, 13B, 18C, 13D, and 13E, which sales, to such extent, shall 
be subject only to Federal regulation, and not otherwise; but the provisions of 
this Act shall not apply to any other transportation or sale of natural gas, or 
to the local distribution of natural gas, or to the production or gathering of 
natural gas, or to the facilities used for such local distribution, production or 
gathering ; ‘and no State or local authority shall regulate the sale price of 
natural gas either at or before the commencement of the transportation of such 
natural gas in interstate commerce.” 


AMENDMENTS TO SECTION 2 OF THE NATURAL GAS ACT 


Sec. 3. Section 2 of the Natural Gas Act, as amended, is amended by adding 
at the end thereof the following new paragraphs: 

“(10) ‘Transportation of natural gas in interstate commerce’ means only 
such transportation of natural gas in interstate commerce as occurs after the 
completion in or within the vicinity of the field or fields where produced of 
all production, gathering, processing, treating, compressing, and delivering of 
such natural gas into the transportation facilities of a person engaged in trans- 
porting, in such transportation facilities, natural gas in interstate commerce 
beyond the vicinity of the field or fields where produced. 

“(11) ‘Sale in interstate commerce of natural gas for resale’ means only such 
sale in interstate commerce of natural gas for resale as occurs after the com- 
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mencement of the transportation of such natural gas in interstate commerce 
as defined in paragraph (10), but does not include any sale which occurs in 
or within the vicinity of the field or fields where produced at or prior to the 
commencement of such transportation in interstate commerce of the natural 
gas. 

“(12) ‘Producer contract’ means a contract for the sale of natural gas to a 
natural-gas company for transportation in interstate commerce for resale, or a 
renegotiation or other amendment thereof, where the sale occurs in or within 
the vicinity of the field or fields where produced at or prior to the commence- 
ment of such transportation in interstate commerce. 

“(13) ‘New producer contract’ means (A) a producer contract executed after 
the date this paragraph takes effect; or (B) any renegotiation or other amend- 
ment, made or entered into after February 1, 1957, of any producer contract 
which changes the pricing privisions or the duration of such contract, but such 
term shall not include any other amendment or renegotiation of a producer 
contract. 

“(14) ‘Existing producer contract’ means a producer contract, or any renego- 
tiation or other amendment thereof not included within the definition of a 
new producer contract, which was executed on or before the date this paragraph 
takes effect, whether or not deliveries of natural gas had been commenced 
thereunder. 

“(15) ‘Definite pricing clause’ means (A) any provision in a producer contract 
which sets forth in terms of a specific price per unit the price to be paid for 
natural gas delivered thereunder without reference to any other contract, price 
or circumstance, including, in addition to the initial price, any increases in the 
initial price by specific amounts at definite future dates; and (B) any provision 
in a producer contract which changes the price in order to reimburse the 
seller for all or any part of the changes in production, severance or gathering 
taxes levied upon the seller after a specific date. 

“(16) ‘Indefinite pricing clause’ means any provision in a producer contract, 
other than a definite pricing clause, under which the price for natural gas 
sold under the contract may be determined or changed. 

“(17) ‘Affiliate’, when used in referring to a person as an affiliate of a natural- 
gas company, means a person who controls, is controlled by, or is under common 
control with, such natural-gas company.” 


NEW SECTIONS ADDED TO THE NATURAL GAS ACT 


Sec. 4. The Natural Gas Act, as amended, is amended by inserting immediately 
after section 13 thereof the following new sections: 


“PROVISIONS RELATING ONLY TO NEW PRODUCER CONTRACTS 


“Sec. 13A. (a) It shall be unlawful to include one or more of any of the 
following types of indefinite pricing clauses in any new producer contract or 
to amend any producer contract by adding any such indefinite pricing clause 
to its provisions, and any such indefinite pricing clause in a new producer contract 
shall be unenforceable for any purpose by or against any party to such contract 
or such amendment : 

“(1) The ‘two-party favored-nation clause’, under the terms of which 
the price of the natural gas is or may be increased in the event the pur- 
chaser shall pay or offer a higher price for natural gas in the same field 
or in any area specified in the contract ; 

“(2) The ‘third-party favored-nation clause’ under the terms of which 
the price of the natural gas is or may be increased in the event some person 
not a party to the contract shall pay or offer a higher price for natural 
gas in the same field or in any area specified in the contract ; 

“(3) The ‘better market clause’ or ‘price redetermination clause’ under 
the terms of which the price of the natural gas is or may be increased 
in the event the average of two or more prices which are paid by purchasers 
in a specified area is greater ; 

“(4) The ‘spiral escalation clause’ under the terms of which the price 
of the natural gas is or may be increased in the event the resale rates of 
the purchaser under the contract are increased. 

“(b) Any natural-gas company which executes a new producer contract 
after the date this subsection takes effect shall file a copy of such contract 
with the Commission within thirty days after its execution or, if it was executed 
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prior to the date this subsection takes effect, then within thirty days after 
such date. Notice of such filing shall be published by the Commission in the 
Federal Register within fifteen days after the date such contract was filed, which 
notice shall set forth a summary of the principal pricing provisions and other 
major provisions of such contract. 

“(e) At the time such contract is so filed, a summary of such provisions 
shall be mailed by such natural-gas company to each person and municipality 
which is an ultimate purchaser for resale of the natural gas to be delivered under 
such contract and has filed with the Commission a written request to receive 
summaries of contracts entered into by such natural-gas company, and whose 
name and address is shown on an official list of the Commission. The Commis- 
sion shall keep an official list containing the name and address of each person 
and municipality making such request to receive such summaries. 

“(d) Objections or protests to such contract may be filed with the Commission 
within thirty days after the date of publication in the Federal Register of the 
notice provided for above, or within such shorter period as the Commission 
may prescribe. Any interested State, State commission, or municipality, or any 
producer, natural-gas company or gas distributing company which is or may 
be affected by such contract in its purchases or sales of natural gas, may file 
objections or protests within such time on the grounds (i) that the definite 
pricing clause, if any, of such contract results in a price which exceeds the rea- 
sonable market price of the natural gas at the point of delivery specified in the 
contract, (ii) that such contract contains a type of indefinite pricing clause 
which is made unlawful by subsection (a) of this section or is contrary to the 
public interest, or (iii) that such contract shortens the duration of a producer 
contract. The Commission may initiate a proceeding upon its own motion, 
within the time so fixed, on any of such grounds. 

“(e) If any such objection or protest to the new producer contract is filed, or 
if such a proceeding is initiated by the Commission upon its own motion, the 
Commission shall set the matter for hearing promptly and after hearing shall 
determine the issues raised by the objections, or protests, or by its own motion. 
Any such objector or protestant, the Commission, or any party to such contract 
shall have the right to introduce evidence and be heard. In such proceeding the 
burden of proof shall be upon the natural-gas company filing the producer con- 
tract. Should an objection or protest be filed, or the Commissior’s motion be 
based, on the ground that the definite pricing clause of such contract results in a 
price which exceeds the reasonable market price of the natural gas at the point of 
delivery specified in the contract, the Commission shall make a finding deter- 
mining such reasonable market price. 

“(f) Should the Commission determine that any such objection or protest so 
filed or raised by the Commission’s own motion is valid, it shall enter an order 
to that effect, and upon the date on which such order becomes effective the con- 
tract shall be null and void, whereupon deliveries of natural gas being made 
thereunder, if any, shall immediately cease: Provided, however, That if such 
contract is an amendment of a producer contract, the amendment shall be null 
and void ab initio and the producer contract sought to be amended shall continue 
in force and effect according to its terms and the seller shall refund to the 
natural-gas company a sum equal to the amounts received by the seller, as a 
result of such amendment, which the seller would not have received if such 
amendment had not been made, together with interest. 

“(g) If no objection or protest to the new producer contract is filed, and no 
proceeding is initiated by the Commission, within the time specified, or if ob- 
jection or protest is so filed or a proceeding so initiated and, after hearing, the 
Commission determines that the objections or protests so filed or raised by the 
Commission’s own motion are not valid and enters an order to that effect, such 
contract shall, except as provided in subsection (a), remain in force and effect 
in accordance with its terms and, except as may be otherwise provided in this 
Act, such contract and the price to be paid for natural gas under the definite 
pricing clause, if any, contained in such contract, shall not thereafter be sub- 
ject to Commission jurisdiction. 


“PROVISIONS RELATING TO INCREASES RESULTING FROM INDEFINITE PRICING CLAUSES 


“Sec: 18B. (a) Except as provided in this section and in section 13A of this 
Act and sections 5 and 6 of the Natural Gas Act Amendments of 1957, the Com- 
mission shal! have no jurisdiction over the price paid by a natural-gas company 
under any producer contract which contains an indefinite pricing clause, until 
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and unless such indefinite pricing clause operates to increase the price of natural 
gas under such producer contract after the date this subsection takes effect. 

“(b) No natural-gas company shall pay and no seller shall be entitled to re- 
ceive a price increase for natural gas which results, after the date this sub- 
section takes effect, from the operation of an indefinite pricing clause in a pro- 
ducer contract unless application has been made to the Commission for a de- 
termination of the reasonable market price of the natural gas at the delivery 
point specified in such contract and the payment of such price increase is per- 
mitted, in whole or in part, under the following provisions of this section. 
Application for a determination of such reasonable market price may be made 
to the Commission by any party to the contract not more than seven months 
prior to the proposed effective date of the price increase. 

“(c) Any person making such application shall forthwith mail a copy thereof 
to each person and municipality which is an ultimate purchaser for resale of 
the natural gas being delivered under the contract and which has filed with the 
Commission a written request to receive copies of applications which may be filed 
under this section with respect to producer contracts entered into by the natural- 
gas company which is the purchaser under the contract in connection with which 
application has been made, and whose name and address is shown on an official 
list of the Commission. The Commission shall keep an official list containing 
the name and address of each person and municipality making such request to 
receive such applications. Notice of such application shall be published by the 
Commission in the Federal Register within fifteen days after filing, and objections 
or protests to sueh application may be filed within thirty days after the date 
such notice is so published, or within such shorter period as the Commission 
may prescribed. Any interested State, State commission, or municipality, or 
any producer, natural-gas company, or gas distributing company which is or 
may be affected by the increase in price under such indefinite pricing clause 
in its purchases or sales of natural gas, may file objections or protests within 
such time on the ground that the proposed increase in the price of natural gas 
will result in a price which exceeds the reasonable market price of the natural 
gas at the point of delivery specified in the contract containing the indefinite 
pricing clause. 

“(d) The Commission shall set the matter for hearing promptly, and after 
hearing shall determine, and by order fix, the reasonable market price of the 
natural gas at the delivery point specified in such contract. In such proceeding, 
the burden of proof shall be upon those seeking the determination by the Com- 
mission that the increase in the price of natural gas under the provisions of the 
indefinite pricing clause does not result in a price which exceeds the reasonable 
market price of the natural gas at the point of delivery. 

“(e) Should the Commission fail to make such determination and enter such 
order within seven months after the filing of the application, or such lesser 
period as the parties to the contract may agree upon in writing, the price increase 
shall be paid pursuant to the terms of the indefinite pricing clause for natural 
gas delivered after the expiration of such period unless and until the Commission 
has determined and by order declares that such price increase results in a price 
which exceeds the reasonable market price of such natural gas at the point of 
delivery specified in such contract; subject, however, to the provisions of sub- 
section (f). Promptly after any such agreement shortening the seven months’ 
period is made by the parties, a copy thereof shall be filed with the Commission 
by the natural-gas company which is a party to the contract, and shall be mailed 
by such company to each person or municipality whose names and addresses are 
on record with the Commission as the ultimate purchasers for resale of the 
natural gas being delivered under the producer contract. 

“(f) After a reasonable market price determination has been made by the 
Commission under subsection (d), and the Commission’s order fixing such price 
has become effective, but in no event earlier than seven months from the date 
the application for such determination was filed with the Commission, or such 
lesser period as the parties to the contract may have agreed upon in writing, 
the natural-gas company shall be obligated to pay, and the seller shall be entitled 
to receive, all or only such part of the increase in price, under the indefinite 
pricing clause, as results in a price which does not exceed such reasonable mar- 
ket price as so determined and ordered; and the seller shall refund to such 
natural-gas company all of such excess, with interest, above the determined rea- 
sonable market price which the seller has theretofore collected. The contract 
containing such indefinite pricing clause shall otherwise continue in effect accord- 
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ing to its terms, subject, however, to the operation of the provisions of this section 
with respect to subsequent price increases under any indefinite pricing clause in 
such contract. 

““(g) Except as provided in section 13A, the Commission shall not have juris- 
diction over the price paid for natural gas by a natural-gas company under any 
producer contract which contains an indefinite pricing clause or clauses, from 
and after the date upon which there is filed with the Commission a waiver in 
writing by the seller of all future rights and benefits arising under such clause or 
clauses, as the case many be. A copy of the waiver shall also be mailed forth- 
with by the seller to the natural-gas company purchaser. 


“DETERMINATION OF REASONABLE MARKET PRICE OF NATURAL GAS 


“Sec. 18C. Subject to the provisions of section 13F, in the determination of the 
reasonable market price of natural gas under any provision of this Act, the fol- 
lowing principles shall control: 

“(1) The Commission shall recognize the fact that natural gas is a commod- 
ity, and shall not consider costs or use the public utility rate base cost-of-service 
concept or formula. 

“(2) The Commission shall consider— 

“(a) whether the price as determined by it will assure to consumers of 
natural gas a continuing adequate supply thereof ; 

“(b) whether the contract price was arrived at competitively and in arm’s 
length bargaining; 

“(e) the reasonableness of all the provisions of the contract as they relate 
to prices under a definite pricing clause; 

“(d) the quality of the natural gas being purchased ; 

“(e) conditions of delivery. 

“(3) The Commission shall consider the current level of field prices under 
other contracts in the same field and under contracts in other fields and areas 
which contain terms and provisions generally comparable to those in the contract 
under review, giving appropriate weight to the circumstances affecting price 
under which such other contracts were negotiated and the factors set forth above. 

““(4) The reasonable market price is not necessarily the price of the last sale, 
the highest price, the lowest price, the weighted highest price, the average field 
price, or other price arrived at by the mechanical application of a single criterion. 
Instead, it is a price which the Commission, exercising its judgment and discre- 
tion in weighing, among other things directly relevant to the issue, all factors 
enumerated above, determines is the reasonable market price. 


“INVALIDITY OF CERTAIN CANCELLATION PROVISIONS IN PRODUCER CONTRACTS 


“Sec. 13D. Any provision of a producer contract which permits the cancellation 
of the contract, or the cessation or reduction of deliveries thereunder, because 
of the assertion or attempted assertion of Federal governmental jurisdiction 
over such contract, or either party thereto in relation to any matter concerning 
such contract, is hereby declared to be invalid and may not be enforced or exer- 
cised by either party thereto. 


“ALLOWANCE OF OPERATING EXPENSE FOR NATURAL GAS PURCHASED UNDER PRODUCER 
CONTRACTS ; PAYMENT OF EXCESSIVE PRICES PROHIBITED 


“Sec. 13E. Except as provided in section 13F, in regulating the rates and 
charges of a natural-gas company under section 4 or section 5 of this Act, the 
Commission shall allow as an operating expense of such natural-gas company 
any price which it is obligated to pay under the pricing provisions of a producer 
contract which are in effect under the provisions of this Act or under the provi- 
sions of section 5 or 6 of the Natural Gas Act Amendments of 1957; and it shall 
be unlawful for the natural-gas company to pay or the seller to receive any price 


for natural gas in excess of a price which the natural-gas company is so obli- 
gated to pay. 


“ALLOW ANCE OF OPERATING EXPENSE FOR NATURAL GAS PRODUCED, OR PURCHASED 
FROM AN AFFILIATE, BY A NATURAL-GAS COMPANY 


“Seo. 13F. In regulating the rates and charges of a natural-gas company under 
section 4 or section 5 of this Act, the Commisison shall allow as an operating 
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expense of such natural-gas company, (i) for natural gas produced by it and 
delivered into its transportation facilities, or the transportation facilities of any 
person transporting such natural gas for its account, for transportation in inter- 
state commerce for sale, the reasonable market price of such natural gas at the 
point at which it is delivered into such transportation facilities in or within the 
vicinity of the field or fields where produced, and (ii) for natural gas purchased 
from an affiliate, the amount paid to such affiliate for such natural gas up to, but 
not in excess of, the reasonable market price of such natural gas at the point at 
which it is delivered into the transportation facilities of the natural-gas com- 
pany, or the transportation facilities of any person transporting such natural 
gas for its account, in or within the vicinity of the field or fields where produced. 
In the determination of reasonable market prices of natural gas for the pur- 
poses of this section, the Commission, in applying the principles set forth in 
section 13C, shall consider the provisions of paragraph (2) (b), (c), and (4d), 
and the provisions of paragraph (3), of section 13C only to the extent they are 
relevant under the circumstances. 


“PRODUCER CONTRACTS NOT CONTAINING INDEFINITE PRICING CLAUSES— 
COM MISSION’S JURISDICTION 


“Sec. 138G. Except as provided in section 13A of this Act and sections 5 and 6 
of the Natural Gas Act Amendments of 1957, the Commission shall have no juris- 
diction over the price paid by a natural-gas company under any producer contract 
which does not contain an indefinite pricing clause.” 


VALIDITY OF EXISTING PRICES; DISPOSITION OF PENDING PROCEEDINGS 


Sec. 5. (a) All references in this section to “the Act” shall be deemed to be 
to the Natural Gas Act, as amended by this Act. Terms used in this section 
which are defined in the Act Shall have the same meaning as when used in the 
Act; and in the determination of the reasonable market price of natural gas 
under this section, the same principles shall control as control in the determina- 
tion of the reasonable market price of natural gas under the Act. 

(b) With respect to natural gas sold and delivered or to be delivered under 
existing producer contracts, except such producer contracts as are subject to 
the provisions of section 6 of this Act— 

(i) all prices which were being paid for such natural gas on June 7, 
1954, by reason of an order of a regulatory agency of any State, 

(ii) all prices which are payable on the date this subsection takes effect 
under a definite pricing clause of any such contract, and 

(iii) all prices which were being paid on the date this subsection takes 
effect under an indefinite pricing clause of any such contract, 

are hereby declared to be valid prices and such prices shall continue in force 
and effect until they are changed in accordance with the provisions of the Act, 
save and except those prices involved in the following pending proceedings : 

(1) proceedings initiated under the provisions of section 4 (e) of the 
Act, insofar as such proceedings involve a price increase occurring after 
June 7, 1954, resulting from the operation of an indefinite pricing clause 
and suspended by the Commission under the provisions of such section, 

(2) proceedings initiated prior to January 1, 1957, under the provisions 
of section 5 (a) of the Act, insofar as such proceedings involve a price 
increase occurring after June 7, 1954, and resulting from the operation of 
an indefinite pricing clause; 

(3) proceedings initiated prior to January 1, 1957, under the provisions 
of section 4 (e) or section 5 (a) of the Act, insofar as such proceedings 
involve a price increase occurring after June 7, 1954, and resulting from 
the renegotiation of an existing producer contract subsequent to May 22, 
1953, and prior to the date this subsection takes effect ; and 

(4) any other proceedings involving any controversy as to the price to 
be paid under an existing producers contract which, on or prior to Janu- 
ary 1, 1957, was the subject of a court review pursuant to the provisions of 
section 19 (b) of the Act unless the person seeking such review shall 
voluntarily dismiss such proceeding. 

(c) All rate proceedings, other than those described in subsection (b), with 
respect to natural gas sold and delivered or to be delivered under existing pro- 
ducer contracts: pending at the date this section takes effect shall be discon- 
tinued on motion of any party thereto or by the Commission on its own motion. 
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Any party to such a proceeding who has collected an increase in price, subject 
to refund under a bond or undertaking, shall be fully discharged from and re- 
lieved of all liability under such bond or undertaking and shall be allowed to 
retain all moneys so collected which have not been ordered by the Commission 
to be refunded at the date this sections takes effect. 

(d) The Commission, after notice and hearing, shall proceed promptly, in 
the proceedings described in paragraphs (1), (2), and (3) of subsection (b), 
to determine the reasonable market price of the natural gas at the delivery point 
specified in each existing producer contract. 

(e) In the proceedings described in paragraphs (1) and (3) of subsection (b) 
to the extent of the section 4 (e) proceedings therein concerned, where the 
suspended price increase has been placed in effect subject to refund, the seller 
in the contract shall be entitled to continue to receive, pending such decision 
and subject to refund, the increased price for all natural gas delivered there- 
under until such reasonable market price determination is made. When the 
Commission has made such determination in any such proceeding described in 
paragraph (1) or (38) of subsection (b) to the extent of the section 4 (e) pro- 
ceedings therein concerned, the natural-gas company shall be obligated to pay 
and the seller shall be entitled to receive, from the date that the suspended 
price increase was placed in effect subject to refund, or, if not so placed in effect, 
from and after the effective date of the Commission’s determination, all or only 
such part of the increase in price as results in a price which does not exceed 
such reasonable market price; and the seller shall refund to such natural-gas 
company all of such excess, with interest, above the determined reasonable 
market price which the seller has theretofore collected. 

(f) In the proceedings described in paragraph (2) or (3) of subsection (b) 
to the extent of the section 5 (a) proceedings therein concerned, the seller in 
the contract shall be entitled to continue to receive, pending such decision, the 
increased price for all natural gas delivered thereunder until such reasonable 
market price determination is made. When the Commission has made such 
determination in any such proceeding described in paragraph (2) or (3) of 
subsection (b) to the extent of the section 5 (a) proceedings therein con- 
cerned, the natural-gas company shall be obligated to pay and the seller shall 
be entitled to receive, from and after the effective date of the Commission’s 
determination, all or only such part of the increase in price as results in a 
price which does not exceed such reasonable market price. 

(zg) When the court shall have determined the price to be paid under an 
existing producer contract in any proceeding described in paragraph (4) of 
subsection (b), the natural-gas company shall be obligated to pay and the 
seller shall be entitled to receive only that price which the court shall deter- 
mine the natural-gas company is legally obligated to pay under such contract- 

(h) In all cases described in paragraphs (1), (2), (8), and (4) of subsection 
(b) the existing producer contracts containing such indefinite pricing clauses or 
renegotiated price clauses shall otherwise continue in effect subject to the provi- 
sions of the Act according to their terms as though this section had not been 
enacted. 


CERTIFICATES OF PUBLIC CONVENIENCE AND NECESSITY IN CASE OF CERTAIN PRODUCER 
CONTRACTS 


Sec. 6. (a) Terms used in this section which are defined in the Natural Gas 
Act, as amended by this Act, shall have the same meaning as when used in such 
Act, as so amended; and in the determination of the reasonable market price of 
natural gas under this section, the same principles shall control as control in the 
determination of the reasonable market price of natural gas under the Natural 
Gas Act, as amended by this Act. 

(b) In the event deliveries of natural gas were not commenced before Feb- 
ruary 1, 1957, under an existing producer contract and such contract was not 
submitted to the Commission in a proceeding which resulted in the issuance of a 
certificate of public convenience and necessity (other than a temporary certificate) 
prior to the date this section takes effect, the seller under such contract shall not 
commence or continue deliveries of natural gas thereunder after the effective date 
of this subsection (except those deliveries authorized under a temporary cer- 
tificate), until such seller has obtained a certificate of public convenience and 
necessity under section 7 of the Natural Gas Act, and for the purpose of obtaining 
such certificate such section 7 shall continue to be applicable as though this Act 
had not been enacted. The Commission in passing upon the application for such 
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certificate shall determine whether the definite pricing clause of such contract 
results in a price for natural gas delivered thereunder which exceeds the reason- 
able market price of such natural gas at the point of delivery specified in the 
contract. Should the Commission determine that such price is in excess of such 
reasonable market price the Commission shall deny such certificate and such 
contract shall be null and void as of the date of such denial. If the certificate is 
issued, such contract shall continue in effect in the same manner as any other 
existing producer contract subject to the provisions of the Natural Gas Act, as 
amended by this Act. 


(Nore.—H. R. 6791, introduced by Mr. O’Hara, is identical with 
H. R. 6790.) 


{H. R. 6813, 85th Cong., ist sess.] 


A BILL To amend the Natural Gas Act, with respect to jurisdiction over sales of natural 
gas by independent producers 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That subsection (b) of section 1 of the 
Natural Gas Act, as amended, is hereby amended by inserting before the period 
at the end thereof the following: “or to any transportation or sale of natural 
gas for resale in interstate commerce which occurs at or prior to the completion 
of production or gathering by a person whose total sales of natural gas for 
resale in interstate commerce alone or in the aggregate with affiliated producers 
and gatherers in the calendar year 1956 or in any subsequent calendar year do 
not exceed two billion cubic feet computed at fourteen and sixty-five hundredths 
pounds per square inch absolute at sixty degrees Fahrenheit: Provided, That 
such person is not a natural-gas company by reason of other transportation or 
sale of natural gas for resale in interstate commerce or is not affiliated with a 
natural-gas company: And provided further, That if the sales of any producer 
or gatherer for resale in interstate commerce are in excess of two billion cubic 
feet for the calendar year 1954 or in any subsequent calendar year and such 
annual sales volume thereafter becomes less than two billion cubie feet for 
two consecutive years, such person shall upon application to the Commission 
and after hearing, be exempted from the provisions of this Act, if the Com- 
mission finds that the sales by such person alone or in the aggregate as de- 
seribed above did not exceed on an annual basis two billion cubic feet as 
represented.” 

Section 2 of such Act is amended by adding at the end thereof the following 
new subsection : 

(10) A person shall be deemed to be affiliated with a producer or gatherer 
if such person directly or indirectly controls, is controlled by or is under common 
eontrol with such producer or gatherer by reason of voting stock interest, 
common officers, directors or stockholders, voting trusts or by any other direct 
or indirect means.” 





(H. R. 7105, 85th Cong., 1st sess.] 


A BILL To provide that pee of the Natural Gas Act shall not apply to the sale 
of natural gas, as an incident of its production and gathering, by an independent pro- 
ducer not engaged in the interstate transmission of natural gas; to bring under Federal 
Power Commission jurisdiction direct sales of natural gas made by natural gas com- 
panies; and to prevent below-cost sales of natural gas in interstate commerce 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, 

Section 1. Subsection (b) of section 1 of the Natural Gas Act (15 U. S. C. 
717) is amended by striking out the words “for resale’ and inserting at the 
end thereof the following new sentence: “For the purposes of this subsection 
the term ‘production or gathering of natural gas’ includes the sale of natural 
gas by the person engaging in its production or gathering, if such person is not 
engaged in (or affiliated with any natural-gas company engaged in) the trans- 
mission of natural gas to consumer markets in interstate commerce or the 
distribution of natural gas to the ultimate consumers.” 

Sec. 2. Paragraph 6 of section 2 of the Natural Gas Act is amended by strik- 
ing out the words “for resale.” 








NATURAL GAS ACT 15 


Sec. 3. Subsection (a) of section 4 of the Natural Gas Act is amended by 
adding at the end thereof the following new sentence: “No rate or charge shall 
be considered just or reasonable which is less than the cost of such gas plus 
the cost of transportation and sale, and a fair proportion of the fixed charges.” 

Seo. 4. The amendments made by this Act shall become effective on and after 
the first day of the month following the month in which this Act is enacted. 


The Cuarrman. At this point I will include a 2- or 3-page state- 
ment of a more detailed “ anation of the bill, and I wish you would 
give each member a copy, Mr. Clerk, so that they will have it before 


them, because it will be helpful during the course of the considera- 
tion. 


(The document referred to is as follows :) 


More DETAILED EXPLANATION OF H. R. 6790 


The bill has 6 sections. Section 1 merely gives the bill a short title. Sec- 
tions 2, 3, and 4 are amendments to the Natural Gas Act. Sections 5 and 6 do 
not amend the act, but concern problems arising in connection with price deter- 
mination proceedings now pending before the Commission and the transition 
from the public utility standards to the new standards of controlling prices. 


Section 1 


This section merely provides that the act may be cited as “Natural Gas Act 
Amendments of 1957.” 


Section 2 


This section amends subsections (a) and (b) of section 1 of the Natural Gas 
Act. Its purpose is to subject producer contracts to FPC regulations. This is 
accomplished : 

(a) By adding at the end of section 1 (a) of the act a new paragraph which 
declares that it is in the public interest that the transportation and sale of gas 
in the field, and persons engaged therein, be relieved from regulation, except as 
to sales of gas under a producer contract, which shall be regulated to the 
extent provided in the bill; and 

(b) By amending section 1 (b) of the act so as to make the act apply to the 
sale of gas under a producer contract; and by providing that no State or local 
authority shall regulate the sale price of natural gas either at or before the 
commencement of the interstate transportation of such gas. 


Section 3 


This section amends section 2 of the act by adding eight new definitions. 
Definitions (10) and (11) have as their purpose to relieve producers of the 
utility type of regulations applicable under the Natural Gas Act to interstate 
pipeline companies. These two terms are used throughout the act as the act 
was intended to apply to pipeline companies. The term “transportation of nat- 
ural gas in interstate commerce” will henceforth mean only such transportation 
as occurs after delivery of the gas into the transportation facilities of the pipe- 
line company; and the term “sale in interstate commerce of natural gas for 
resale” will hereafter mean only such sales for resale as occur after the com- 
mencement of transportation. This leaves to be dealt with in this bill sales 
which occur prior to the commencement of interstate transportation. 

Producer contracts which are subjected to FPC regulations by this bill are 
defined in definition (12) as any contract for the sale of gas to a natural-gas 
company where the sale occurs in the producing field prior to the commencement 
of transportation in interstate commerce. 

For the purposes of these regulations, producer contracts are divided into two 
classes: First, “new producer contracts” which are defined in definition (13) 
aS any producer contract executed after the effective date of the bill, or any 
amendment or renegotiation entered into after February 1, 1957, of a producer 
contract where the amendment changes the pricing provisions or duration of a 
producer contract. Second, “existing producer contracts’ which are defined in 
definition (14) as any producer contract and any amendment or renegotiation 
thereof not included within the definition of a new producer contract, which 
had been executed on or before the effective date of the bill. 

The regulations are applicable to two types of pricing causes in producer 
contracts. First, by definition (15) they apply to “definite pricing clauses” which 
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are defined as any provision in a producer contract which sets forth in terms of 
a specific price per unit, the prices to be paid for gas sold under the contract; 
and includes the initial price, any increases in the initial prices by specific 
amounts at definite future dates, and tax reimbursements. Second, by defini- 
tion (16) they apply to “indefinite pricing clauses,” which are defined as any 
pricing provision in a producer contract, other than a definite pricing clause. 

Definition (17) defines an “affiliate” of a natural-gas company. 
Section 4 

Section 4 adds immediately after section 13 of the act, seven new sections, 
numbered section 13A to 13G, inclusive. 

Section 13A is divided into subsections (a) to (g), inclusive: 

(a) Prohibits the inclusion in new producer contracts of indefinite pric- 
ing clauses of the following types: (i) two-party favored nation, (ii) third- 
party favored nation, (iii) better market or price redetermination, and (iv) 
spiral escalation. 

(b) Requires new producer contracts to be filed with the Commission, 
notice of which filing must be given to the interested parties. 

(c) Requires the filing with the Commission of a summary of new pro- 
ducer contracts and the keeping by the Commission of an official list of the 
persons who desire to receive copies of such summaries. 

(d) Permits interested parties or the FPC to protest new producer con- 
tracts on the ground that (i) the definite pricing clause in the new producer 
contract will result in a price which exceeds the reasonable market price 
for such gas, (ii) an indefinite pricing clause of the prohibited type has 
been included, or some other indefinite pricing clause which is contrary 
to the public interest has been included, or (ii) the duration of a producer 
contract has been shortened. 

(e) Requires the FPC to conduct a hearing on any protest to a producer 
contract; places the burden on the purchaser to prove that the new pro- 
ducer contract mets the requirements of the bill; and requires the FPC 
to determine the reasonable market price of the gas. 

(f) Makes null and void as of the date of determination any new pro- 
ducer contract which the FPC finds does not meet the requirements of the 
bill; save and except if the producer contract is actually an amendment 
of a producer contract, the amendment is void, but not the producer contract. 

(g) Continues in force and effect any new producer contract against which 
no protest if filed, or which the FPC finds meets the requirements of the bill, 
and terminates thereafter the jurisdiction of the FPC over prices to be paid 
under the definite pricing clause in such contract, but not over prices to 
be paid under an indefinite pricing clause. 

Section 13B is divided into subsections (a) to (g), inclusive: 

(a) Provides that with reference to an indefinite pricing clause in a 
producer contract, the Commission does not have jurisdiction over such 
indefinite pricing clause until the clause operates to increase the price of 
natural gas. 

(b) With regard to indefinite pricing clauses in existing producer con- 
tracts, and such clauses as are permitted to remain in new producer con- 
tracts by the FPC on initial review, the seller is prohibited from receiving 
and the buyer is prohibited from paying under any such clauses, a price 
increase until an application has been made to the Commission for authority 
to pay the increase and the increase is thereafter permitted to go into effect 
under the provisions of the bill. An application for increase must be on 
file 7 months before it can go into effect. 

(c) Copies of applications for price increases must be sent to the interested 
parties shown on an official list to be maintained by the Commission and 
notices of such increases must be published in the Federal Register. The 
interested parties, including States, State commissions or cities, or distrib- 
uting companies, may file with the Commission objections to the proposed 
increases preparatory to a hearing before the Commission. 

(d) After a hearing, the Commission is required to determine the rea- 
sonable market price of the gas and the burden is upon the seller to show 
that the increase in price under the indefinite pricing clause will not result 
in a price which exceeds the reasonable market price of the gas at the 
point of delivery. 

(e) Should the Commission fail to make such a determination within 7 
months, the price increase will go into effect, subject to the obligation of 
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the seller to refund the increase in the event the Commission subsequently 
makes a decision adverse to the seller. The 7 months may be shortened by 
the buyer and seller if copies of the agreement shortening the period are 
furnished to the interested parties. 

(f) After a reasonable market price determination has been made, the 
buyer is obligated only to pay such portion of the increase as the Commis- 
sion may permit to go into effect. 

(zg) Permits the parties to waive their rights under an indefinite pricing 
clause, in which event the Commission no longer has jurisdiction over the 
producer contract, except such jurisdiction as is conferred by other pro- 
visions of the bill. 

Section 138C: This section defines the principles which are to control the FPC 
in determining the reasonable market price of gas. Under these principles the 
FPC is required to recognize the fact that natural gas is a commodity, and is 
prohibited from considering cost or using the public utility rate base, cost-of- 
service concept or formula. It is also required to consider whether the price as 
determined by it will insure to consumers a continued and adequate supply; 
whether the contract price was arrived at competitively and at arms-length 
bargaining; the reasonableness of all the provisions of the contract as they re- 
late to prices under a definite pricing clause; the quality of the gas and con- 
ditions of delivery. It is also required to consider the current level of field 
prices on other contracts in the same field and on other contracts in other fields 
and areas which contain terms and provisions generally comparable to those 
in the contract under review, giving appropriate weight to the circumstances 
affecting prices under which such other contracts were negotiated. Another 
one of the principles to be followed is that the reasonable market price is not 
necessarily the highest price, the lowest price, the price of the last sale, the 
weighted highest price, the average field price, or other prices arrived at by the 
mechanical application of a single criterion. Instead, it is a price which the 
Commission, exercising its judgment and discretion in weighing all of the 
enumerated relevant factors, determines is the reasonable market price. 

Section 13D: Escape clauses in producer contracts are declared invalid. These 
are Clauses which permit a cancellation of a producer contract because of the 
assertion of jurisdiction by a Federal governmental agency. 

Section 13E: Permits a pipeline company to charge for rate purposes, as an 
operating expense, any price which it is obligated to pay for gas under the pric- 
ing provisions of a producer contract which are in effect under the provisions of 
the bill, and prohibits the pipeline company from paying, or the seller receiving, 
any price in excess of a price which the pipeline company is so obligated to pay. 

Section 13F : With reference to rates of a natural-gas pipeline company on gas 
produced by it or an affiliate, the FPC is required to allow as an operating expense 
of such natural-gas pipeline company for gas produced by it, the reasonable 
market price of such natural gas at the point at which the gas is delivered into 
the transportation facilities of such natural-gas pipeline company in or within 
the vicinity of the ffeld; and for gas purchased by it from its affiliate, the amount 
paid to such affiliate, but not in excess of the reasonable market price of such gas. 

Section 13G: Provides that, except as otherwise provided in the act, the FPC 
does not have jurisdiction over the price paid by a natural-gas company under 
any producer contract which does not contain an indefinite pricing clause. 

Section 5 

This section is divided into subsections (a) to (h), and prescribes procedures 
for the disposition of pending rate cases under existing producer contracts. 
Except as to the prices involved in those rate cases which are to be concluded 
after a hearing (i) all prices which were being paid on June 7, 1954, under any 
existing producer contract on the basis of a State regulatory order, (ii) all 
prices which are payable on the effective date of the bill under a definite pricing 
clause, and (iii) all prices being paid on the effective date of the bill under 
an indefinite pricing clause, are declared to be valid, and such prices are to 
continue in force and effect until changed in accordance with the provisions 
of the bill. Four classes of rate cases are to be concluded after a hearing, 
and prices to be paid under the existing producer contracts involved therein 
do not come within the exceptions above, viz. : 

(1) All section 4 (e) proceedings which involve an increase occurring 
after June 7, 1954, resulting from the operation of an indefinite pricing 
clause where the increase was suspended by the FPC; 
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(2) All section 5 (a) proceedings initiated prior to January 1, 1957, 
which involve a price increase occurring after June 7, 1954, under an in- 
definite pricing clause ; 

(3) All section 4 (e) or section 5 (a) proceedings initiated prior to Janu- 
ary 1, 1957, insofar as such proceedings involve a price increase occurring 
after June 7, 1954, and resulting from the renegotiation of an existing 
producer contract subsequent to May 22, 1953, and prior to the effective 
date of the bill; 

(4) All proceedings involving a controversy as to the price to be paid 
under an existing producer contract which was on or before January 1, 1957, 
the subject matter of a court proceedings under section 19 (b) of the act, 
unless the proceeding is voluntarily dismissed. 

All rate cases pending on the effective date of the bill, except those falling in 
the four classes above, are to be dismissed. All rate cases involving increases 
under indefinite pricing clauses in existing producer contracts which are to be 
concluded by the FPO are to be tried on the basis of a determination of the 
reasonable market price of the gas, and the sellers are prohibited from collecting 
after such determination under any indefinite pricing clause in the contract, more 
than the reasonable market price for such gas. The existing producer con- 
tracts otherwise continue in effect, subject to the provisions of the bill, according 
to their terms. 


Section 6 


A seller is required to obtain from the FPC a certificate of public convenience 
and necessity under section 7 of the act where deliveries of gas were not com- 
menced prior to February 1, 1957, under an existing producer contract, and such 
contract was not submitted in a proceeding which resulted in the issuance of a 
permanent certificate of public convenience and necessity prior to the effective 
date of the bill. The certificate must be denied if the price under a producer 
eontract which falls within the above category is in excess of the reasonable 
market price as determined by the Commission. When a certificate is refused, 
the contract becomes null and void. 


The Cuarrman. At the same time it has been suggested that we have 
before us a comparison showing the basic differences in this bill and 
the bill that we had before us in the last Congress, H. R. 6645. We 
have that comparison before us, and it will be included in the record 
at this point, and each Member will have a copy before him because 
it will be helpful during the consideration of this entire problem. 

(The document referred to is as follows :) 


Basic DIFFERENCES IN H. R. 6790 (85rH Conc.) AND H. R. 6645 (847TH CoNG.) 


H. B. 6790 (85TH CONG.) H. RB. 6645 (84TH CONG.) 


1. Gas producers selling to interstate 1. Same exemption (sec. 1, pp. 1 and 
pipeline companies are relieved from 2, subsec. (10) and (11)). 
the utility type regulation applicable 
under the Natural Gas Act to pipe- 
line companies (Sec. 3, p. 3, subsecs. 
(10) and (11), lines 5-22). 
2. Prescribes a plan for direct regu- 2. No plan for direct regulation was 
lation by the FPC of field sales of gas prescribed. 
under “producer contracts,” that is, 
sales by producers to intertsate pipe 
line companies for resale (sec. 2 (a), 
p. 2, lines 3-4; sec. 4). 


3. The plan for FPC regulation of 
prices under new producer contracts 
(a) prohibits the inclusion in such 
eontracts of indefinite pricing clauses 
of the type of 2-party, 3-party, spiral, 
and better market, and (b) requires 
new producer contracts to be filed with 
the FPC; permits interested persons 
and public authorities to present ob- 


3. No plan for regulating prices un- 
der new producer contracts was in- 
cluded and producers were not prohib- 
ited from including any type of pric- 
ing clause that the seller and buyer 
could agree to. However, pipeline 
companies were prohibited from ex- 
pensing for rate purposes, for gas pur- 
chased under a new producer contract, 
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jections and secure a hearing before 
the FPC; and such contract will be 
null and void if the FPC determines 
that it (1) contains a definite pricing 
clause under which the price will, at 
any time during the life of the con- 
tract, exceed the reasonable market 
price of the gas, (2) contains an in- 
definite pricing clause of a prohibited 
type or such a clause which the FPC 
finds to be contrary to the public in- 
terest, or (3) shortens the duration 
of a producer contract (sec. 4, p. 5, 
183A, pp. 5-10). 

4. The plan for regulation, so far as 
it applies to price increases under in 
definite pricing clauses in existing pro- 
ducer contracts, prohibits any such in- 
crease until the FPC, after hearing, has 
determined the reasonable market price 
of the gas. Upon the making of such 
determination, the price payable under 
the clause may not exceed the price so 
determined (sec. 13B, pp. 10-14). 


(The bill does not regulate prices in 
effect under, or price increases result- 
ing from, definite pricing clauses in 
existing producer contracts. However, 
a change made in such a clause after 
the enactment date will he treated 
as a new producer contract.) 

5. Price increases under indefinite 
pricing clauses in new producer con- 
tracts are subject to the same provi- 
sions that apply to increases under in- 
definite pricing clauses in existing pro 
ducer contracts (sec. 13B, pp. 10.14). 

6. The criteria which the FPC is to 
follow in determining the reasonable 
market price of gas are detailed at 
length and the Commission is not per 
mitted to consider costs or use the pub- 
lic utility rate base cost-of-service for- 
mula, but it is permitted to exercise its 
judgment and discretion in weighing all 
relevant factors (sec. 13C, pp. 14-16). 

7. Producers are prohibited from ex- 
ercising the escape clauses in their con- 
tracts—clauses which permit cancella- 
tion of a contract because of the asser- 
tion of jurisdiction by a Federal Gov- 
ernment agency (sec. 13 D, p. 16). 


8 The FPC is required to allow as 
an operating expense of a _ pipeline 
company for ratemaking purposes, any 
amount paid by it under pricing pro- 
visions in effect under the other sec- 
tions of the bill, and it is illegal for 
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any price in excess of the reasonable 
market price for such gas. The rea- 
sonable market price was to be Jeter- 
mined, after notice and a public hear- 
ing, in a ratemaking proceeding in- 
volving proposed rates of the pipeline, 
but the determination could be made 
prior to such a ratemaking proceeding 
upon application of the pipeline com- 
pany or upon the FPC’s own motion 
(sec. 2 (b) and (c), pp. 2-4). 


!. No direct regulation of price in 
creases under indefinite pricing clauses 
(called escalation clauses) in existing 
producer contracts was included. How- 
ever, pipeline companies were prohib- 
ited from expensing for rate purposes, 
for gas purchased under existing pro- 
ducer contracts, any part of a price in- 
crease under an indefinite pricing clause 
determined by the FPC to be in excess 
of the reasonable market price for such 
gas; such companies were also relieved 
of the obligation to pay the part of 
such increase so determined to exceed 
the reasonable market price. 

(The same may be said of this bill, 
with respect to prices in effect under, 
or price increases resulting from, defi 
nite pricing clauses (that is, clauses 
other than escalation clauses) in ex- 
isting contracts. ) 


5. No comparable provisions, 


G. The criteria which the FPC was 
to follow in determining the reason- 
ab’e market price of gas for the pur- 
pose of determining the operating ex- 
penses of pipeline companies, for rate 
purposes, were not as specific and, 
therefore, did not contain as many 
guideposts (sec. 2 (b), p. 3, lines 8-14). 


7. No similar provision in this bill; 
but there was a provision which, in 
effect, prohibited cancellation of a con- 
tract because the pipeline purchaser 
was not permitted to pay the producer 
the full amount of the contract price 
under an _ indefinite pricing clause 
(called esealation clause) in an existing 
producer contract (sec. 2 (e), p. 5, lines 
16-18). 

8. In general, a pipeline company 
would not have been allowed as an 
operating expense, for rate purposes, 
any part of the price it paid for gas 
which was in excess of the reasonable 
market price. However, except in the 
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such company to pay any price higher 
than that provided in such pricing pro- 
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“ase of a price increase resulting from 
an indefinite pricing clause (called es- 


visions (sec. 13E, pp. 16-17). ealation clause) in an existing pro- 
ducer contract, the pipeline company 
was not relieved of its obligation to 
pay the full amount provided in the 
contract. 

9. Pipeline companies, on their own 9. Similar provision (sec. 2 (f), pp. 
produced gas, are permitted to expense 5-6). 
for rate purposes their own production 
at the reasonable market price (sec. 
13F, p. 17). 

10. Prohibits gas producing States 10. Contained no such prohibition. 
from fixing the sale price of gas des- 
tined for interstate commerce (sec. 2 
(b), p 2, lines 21-24). 

11. Provides that pending rate cases 11. There was no provision regard- 
involving increases under definite pric- ing disposition of pending rate cases 
ing clauses in existing producer con- or for continuation of any of such 
tracts shall be dismissed, and those in- cases. 
volving increases under indefinite pric- 
ing clauses are to be concluded, and 
the prices to be paid under such in- 
definite pricing clauses are to be de- 
termined and fixed (sec. 5, pp. 18-23). 


The CuarrmMan. We have reports from various agencies of the Gov- 
ernment which will be included in the record: A letter from the Execu- 
tive Office of the President, Bureau of the Budget ; from the Executive 
Office of the President, Office of Defense Mobilization; a letter from 
the Department of Interior, Office of the Secretary: a report from 
the Federal Power Commission under date of May 1. All of these 
will be included in the record ; and there are copies, I believe, available 
for the press, and anyone, any member of the committee, who desires 
to see them. 

(The documents referred to are as follows :) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., May 1, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN: This is in response to your request of April 12, 1957, for 
the views of the Bureau of the Budget concerning H. R. 6790, to amend the 
Natural Gas Act, and for other purposes. This bill is designed to protect con- 
sumers of natural gas from unreasonable producer rates while at the same time 
assuring continued development of adequate gas supplies. In the judgment of 
the Bureau of the Budget the bill largely fulfills the recommendations of the 
President as set forth in his 1958 budget mess‘ge. 

The Bureau agrees with the five criteria for amendment of the Natural Gas 
Act which are set forth in the report of the Federal Power Commission on H. R. 
6790. However, it is our opinion that acceptance of these criteria will make it 
necessary for the committee to consider certain technical changes in the provi- 
sions of the legislation as presently drafted. For example, under the second 
criterion the Commission advocates the need for a standard for pricing natural 
gas as a commodity which would not require, but which would permit the Com- 
mission in its discretion, to consider cost as a factor in determining reasonable 
market price. H. R. 6790 specifically prohibits such discretion by the Commis- 
sion. Similarly, the committee may wish to consider whether the language of 
the bill should be adjusted in such a way as to limit the automatic lifting of the 
suspension proceedings in about 400 producer cases now under suspension by the 
l’ederal Power Commission. We assume that these and similar matters will be 
discussed in the course of the committee’s hearings on the measure, 
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Subject to the committee’s consideration of consumer protection provisions 
such as those mentioned, the Bureau recommends favorable consideration of 
the bill. 

Sincerely yours, 
PercivaAL F. BRUNDAGE, Director. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
Washington, May 1, 1957. 
Hon. OREN Harris, 
Chairman, House Committee on Interstate and Foreign Commerce, 
Washington, D. C. 

Dear Mr. Harris: Further reference is made to your letter of April 17, re- 
questing comments on H. R. 6790, a bill to amend the Natural Gas Act and for 
other purposes. 

The purpose of the bill is to free from Federal regulation generally the pro- 
duction, gathering and sale of natural gas in or within the vicinity of the field 
or fields where produced, while providing for the regulation of the sale of 
natural gas for transportation in interstate commerce for resale under certain 
producer contracts as defined in the bill. This agency supports the purpose 
of the bill as being in the interest of long-term natural gas supply for civilian 
and national defense uses. 

We are not prepared to comment on the details of the proposed legislation and 
we assume that the committee will have the benefit of technical comments by 
che Federal Power Commission. However, it does not appear to be necessary to 
the purpose of the bill to provide that the Power Commission shall not be per- 
mitted to consider costs in arriving at the reasonable market price of natural 
gas. Such a provision now appears in line 24 on page 14 of the bill as intro- 
duced. Moreover, it is our opinion that consumers would be better protected 
if the Commission should be given jurisdiction of existing producer contracts 
to the extent of future step-rate increases in the price of gas. 

Your attention should also be called to the fact that the bill does not accom- 
plish a prohibition of sales for direct consumption “below actual cost plus a fair 
proportion of fixed charges which drive out competing fuels,” as recom- 
mended by the Presidential Advisory Committee on Energy Supplies and Re- 
sources Policy in its report of February 26, 1955. Neither does the bill grant 
the power of eminent domain for the development of underground storage reser- 
voirs recommended in the same report. 

The Bureau of the Budget advises that it has no objection to the submission of 
this report. 

Sincerely yours, 
Gorpon GRAY, Director. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., May 1, 1957. 
Hon. OrEN Harris, 
Chairman, Committee on Interstate and Foreign Commerce 
House of Representatives, Washington, D. C. 


Dear Mr. Harris: Your committee has requested a report on H. R. 6790, a 
bill to amend the Natural Gas Act, and for other purposes. The following com- 
ments on the bill will also indicate our general attitude on H. R. 6478, 3363, 1007, 
and 237, which relate to the same general subject, and upon which reports have 
also been requested. 

The Advisory Committee on Energy Supplies and Resources Policy that was 
appointed by the President has recommended that the Federal Government 
should not control the production, gathering, processing, or sale of natural gas 
prior to its entry into an interstate transmission line. In his budget message 
for the fiscal year 1958 (H. Doc. No. 16), the President indicated the need for 
legislation that will accomplish this general result and that will also protect 
the consumers of natural gas. We believe that the enactment of legislation 
along the general lines of H. R. 6790 will accomplish both results. 
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The bill is designed to remove from Federal regulations under the present 
provisions of the Natural Gas Act the production, gathering, and processing of 
natural gas. At the same time the bill provides for the regulation of the sale 
of natural gas to a natural gas company for transportation in interstate com- 
merce for resale. In addition the bill prohibits so-called favored nation, better 
market, and spiral escalation clauses in new contracts covering sales of natural 
gas in interstate commerce for resale, and prohibits further excessive increases 
in prices under existing sales contracts resulting from clauses of this type. It 
provides for the review of protests by interested persons or agencies against 
producers’ sales contracts and against price adjustments thereunder. 

Inasmuch as the bills involve technical amendments to a complicated regu- 
latory statute that is administered by another agency, and as we have no special 
knowledge regarding the techniques of rate regulation, we shall refrain from 
commenting upon the details of the bills and the variations between them. Our 
comments are restricted to the general purposes of the bills. 

In our report dated May 2, 1955, on H. R. 4560 and related bills of the S4th 
Congress, we indicated that our interest in the proposed legislation is based 
upon this Department’s direct concern with the conservation of oil and gas re- 
sources of the country, with the defense mobilization of oil and gas supplies, and 
with the administration of oil and gas resources on lands under the jurisdiction 
of this Department. The scope of our interest was explained at some length 
in that report, and it will not be repeated here. 

We believe that legislation along the general lines of H. R. 6790 will further 
the conservation of oil and gas resources of the country and at the same time 
protect the interests of consumers. Legislation that will accomplish those two 
purposes is desirable because 

1. Heretofore no other natural resources industry has been subjected to public 
utility type of price control. The need to control the price of gas at the wellhead 
is different from the necessity for control of transportation of gas in pipelines 
and control of its distribution in municipalities. 

2. Under our free enterprise economy, our natural gas resources are developed 
by those who are willing to take a chance on finding gas. Some efforts are 
successful; most are not. If suecessful, the operators are entitled to sell the 
gas in an open competitive market. There are thousands of producers and 
competition is keen. 

3. The Supreme Court decision in the Phillips case in 1954, in the view of 
many, was not in conformity with the apparent intent of Congress that the 
production and gathering of natural gas should not be subject to the Natural 
Gas Act. The bill under consideration appears to correct this action of the 
Supreme Court and at the same time appears to provide protection for con- 
sumers against unreasonable prices. 

The Bureau of the Budget has advised us that there is no objection to the 
submission of this report. 

Sincerely yours, 
l’ri1x WorMSER, 
issistant Secretary of the Interior. 


REPORT OF FEDERAL POWER COMMISSION ON H. R. 6790, S5tTH CoNnGrEss, A BILL To 
AMEND THE NATURAL GAS ACT 


This bill, to be known as the Natural Gas Act Amendments of 1957, is designed 
to give to producers of natural gas a partial exemption from regulation as natu- 
ral-gas companies under the Natural Gas Act, to protect consumers of natural 
gas from unreasonable producer rates, and insure continuity in the supply of 
gas sold or transported in interstate commerce. Contract prices for sales by 
producers to pipeline companies or affiliates would be subject to regulation on 
the basis of reasonable market prices determined by the Federal Power Com- 
mission in accordance with standards and procedures set out in detail in new 
provisions of the Natural Gas Act which would be added by sections 3 and 4 of 
the bill. 

The United States Supreme Court in its decision rendered on June 7, 1954, in 
the State of Wisconsin v. Phillips Petroleum (347 U. S. 672), held that a producer 
who sells natural gas in interstate commerce for resale is a “natural-gas com- 
pany” as that term is defined in the Natural Gas Act and hence subject to regu- 
lation by the Commission under the act. Under that act the Commission, briefly, 
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is charged with regulating the transportation and sale for resale of natural gas 
in interstate commerce, including the issuance of certificates of public con- 
venience and necessity for the construction and operation of facilities, and the 
regulation of the accounts, rates, and depreciation practices of natural-gas com- 
panies and the compilation and publication of statistical and other information 
concerning the natural gas industry. 

The Commission acted upon 4,573 rate increase filings, totaling approximately 
$63,860,773 annually, from independent producers of natural gas during the 2% 
years following the June 7, 1954, Supreme Court decision in the Phillips case. 
This represents an increase of more than fivefold over previous years. Also, 
during this period the Commission received 8,154 certificate applications from in- 
dependent producers, of which 6,105 had been disposed of as of March 31, 1957. 

Of the filings for higher rates between June 7, 1954, and March 31, 1957, the 
Commission suspended 496 increases amounting to $36,203,246 per year. The 
Commission during this same period allowed without suspension 4,077 filings, for 
increased rates totaling approximately $27,657,527. These totals include 2,060 
tax rate increases totaling $7,820,669 annually. 

Seventy-eight of the suspended rate increases, totaling approximately $8,348,- 
844 per year, were disposed of by the end of 1956. The Commission disallowed 
$5,010,420 of this total, allowed $3,268,100 while the remaining $70,355 was with- 
drawn. As of March 31, 1957, there were 418 rate increases under suspension 
and still pending, for $27,854,400 per year. 

In addition to the rate increases, the Commission received 2.684 rate decreases 
amounting to about $3,080,826 annually. These included 2,666 tax rate decreases 
amounting to about $2,961,713. During the June 7, 1954—March 31, 1957, period 
the Commission received a total of 21,131 rate filings of all types from inde- 
pendent producers, including increases, decreases, new service, and other sub- 
mittals. Approximately 5,500 rate filings were received during 1956 alone and 
1,794 during the first 3 months of 1957. 

Not only has the application of present provisions of the Natural Gas Act to 
independent producers brought about an unprecedented workload upon the Com- 
mission from the standpoint of available personnel and funds required for routine 
administration, but over half of the court litigation involving review of the 
Commission’s orders currently relates to legal questions growing out of the 
regulation of independent producers under the present act. 

While reasonable progress is being made in the disposition of certificate 
applications from pipeline companies and independent producers, and in the 
disposition of pipeline rate cases, the Commission does have an enormous and 
growing backlog of rate proceedings involving independent producers. During 
fiscal year 1956 the number of rate filings by independent producers seeking 
rate increases was much greater than had heen expected. As a consequence, a 
total of 145 independent producer rate cases developed that year consisting of 
118 suspension cases and 27 cases involving general rate investigations and 
other miscellaneous rate matters. This trend has continued into fiscal year 
1957, with 205 rate suspension cases and 4 rate cases of other types developing 
during the first 9 months in contrast with a total of 90 which had been estimated 
for the entire year. 

As a result of this pyramiding workload the Commission had pending as of 
April 1, 1957, 356 independent producer rate increase suspension cases; 33 inde- 
pendent producer rate cases of other types: 37 pipeline rate increase suspen 
sion cases ; and 11 pipeline rate cases of other types. 

The Commission had requested adidtional funds for fiscal year 1958 to add 
22 man-vears to its staff in order to reduce the natural gas backlog within 3 
years. The House did not approve this request, however, so it does not appear 
likely that the producer cases or even the rest of the natural gas work can be 
placed on a current basis for several years to come. Such an administrative 
situation is not conducive to the maintenance of a healthy industry in the 
interest of both consumers and natural gas companies. Part of this delay arises 
from the tremendous increase in the workload and part from the provisions of the 
Natural Gas Act which under controlling judicial decisions confront the Com- 
mission and the industry with difficulties in the determination of just and reason 
able rates for independent producers. Because of the standards imposed by the 
statute and the courts upon Commission decisions in this field, it has been neces 
sary for the Commission to proceed on a case-by-case basis, deciding each case 
on the evidence and facts presented in formal hearing. Inasmuch as the regu 
lation of independent producer rates is a new and vastly complicated under 
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taking, it was felt that any predetermined standards arbitrarily fixed without 
the aid of clarifying legislation would, in all probability, require substantial 
revision at a later date, thereby leading to confusion and instability. 

At the same time there are several factors which would indicate that the ad- 
ministrative burden would be heavy for the first few years if the bill should 
be passed in its present form: Adjustments must be made by the companies 
and the Commission in conformity with the provisions of the bill; pending 
certificate cases must be processed expeditiously as initial rate proceedings, 
new rate filings must be promptly handled, and pending rate proceedings proc- 
essed as provided in the bill; extensive studies must be made of field prices 
and the other factors outlined by the bill as relating to reasonable market 
prices; producers and pipeline companies will face new problems of compliance ; 
and it is entirely reasonable to expect that additional litigation may result. 
Nevertheless, once the administration under the proposed amendments becomes 
established, it is anticipated that it will be more effective and less costly than 
at present. 

To the extent therefore that the amendments proposed in this bill would 
exempt independent producers of natural gas from some of the onerous and 
patently inappropriate regulation under the present Natural Gas Act, the bill 
would facilitate more orderly and expeditious administration of this phase of 
the Commission’s functions and activities with the result that available per- 
sonnel and funds could be channeled into other important aspects of the Com- 
mission’s regulation of the natural-gas industry. 

Nearly 3 years of experience in regulating independent producers of natural 
gas has convinced the Commission that the producing segment of the natural-gas 
industry should not be regulated in the same manner or under the same legal 
concepts as interstate transmission companies are regulated under the Natural 
Gas Act. Many of the provisions of that act, particularly the certificate re- 
quirements, have proved to be time consuming and not appropriate or adaptable 
to the regulation of gas producers nor of benefit to consumers or the general 
public. 

The present situation appears to encourage the use of natural gas within the 
States where produced rather than in the more populous areas where it has the 
greatest usefulness. Nor does the present regulation appear to encourage fur- 
ther exploration and development which are essential to continued supplies. It 
is certainly not beyond the bounds of reason, therefore, to believe that, without 
some legislation such as that here proposed, domestic and other natural-gas 
consumers may find themselves facing not only a diminishing supply of such 
gas, but the fact that some of the industries upon which the economy of their 
communities depend may have removed from their midst and gone to the pro- 
ducing areas. 

In the process of ratemaking prior to its decision in Panhandle Eastern Pipe 
Line Co., Opinion No. 269, issued April 15, 1954, and the appeal therefrom in the 
City of Detroit v. F. P. C. case (230 F. 2d 810 (CADC, 1956), certiorari denied, 
352 U. S. 829), the Commission had treated the producing facilities of the pipeline 
company in the same manner as al lof its other facilities, namely, as a part of the 
net investment rate base to which was applied a reasonable return. That treat- 
ment resulted in the allowance of a lower value to the pipeline company for its 
own produced gas than allowed to the independent producers from which the 
pipeline company had purchased part of its required supply. In its Opinion No. 
269 in the Panhandle case, the Commission pointed to the decline of Panhandle’s 
own production from 52.4 percent of its sales in 1942 to 22.6 percent in 1952, and 
explained why it is in the public interest for pipeline systems to have production 
of their own, rather than being wholly dependent upon purchases from non- 
affiliated producers (Opinion No. 269, mimeo ed., pp. 31-35). Similarly, in 1940 
§ major pipelines produced more than 47 percent of the natural gas they trans- 
ported and sold, whereas in 1952 only 18% percent of their total requirements 
were produced by 15 major systems then operating in interstate commerce. This 
principle had resulted, as was inevitable, in the disposal by some pipeline com- 
panies of their producing properties and the avoidance by other pipelines of the 
ownership and operation of gas producing properties and facilities. Further- 
more, the treatment had given scant attention to the economic aspect of the 
problem involved in the gas supply or the long-run economic consequences of the 
application of that treatment. Accordingly, in Opinion No. 269 the Commission 
attempted to equalize the treatment accorded pipelines but the Court of Appeals 
for the District of Columbia Circuit said the rate-base formula had to be used as 
a point of departure. 
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We believe that the proposed legislation would clearly sanction the course 
which we there took, would result in equal treatment of producers of gas, 
whether pipeline companies or independent producers, would encourage the 
ownership and operation by pipeline companies of their own producing and 
gathering properties, and would definitely and conclusively contribute to the 
soundness and the stability of the sources of gas supply, and the maintenance of 
adequate service. Those results should redound to the benefit of the domestic as 
well as other customers. While the public is interested in reasonable rates, it is 
equally concerned with the continued maintenance of adequate gas service to all 
of the ultimate consumers who have invested in the aggregate millions of dollars 
in gas furnaces, stoves, and other gas-using equipment. Residential, commercial, 
and industrial consumers throughout the United States have come to rely 
increasingly upon this premium fuel, which in 1920 provided less than 4 percent 
of our total energy requirements, as compared with over 23 percent in 1955. 

It is our view that the protection of consumers in their right to fair prices and 
the encouragement of initiative and incentive to explore for and develop new 
sources of supply is the dual objective which any new legislation on this subject 
should achieve. To accomplish these objectives the Commisison has advocated 
that the Natural Gas Act be amended to provide for: 

(1) elimination of any requirement for certificates of public convenience and 
necessity for producers of natural gas; 

(2) a flexible, discretionary standard for pricing or evaluating natural gas as 
a commodity which would not require in every case the use of a rate base or tradi- 
tional cost-of-service formula, but which would enable the Commission to weigh 
the interests of the consumer in low prices with the necessity of providing assur- 
ance of future gas supplies ; 

(3) elimination of any mandatory requirement in fixing producer rates for 
determining and considering costs of and revenues from other products sometimes 
obtained in conjunction with the production of natural gas, including oil and 
liquid hydrocarbons ; 

(4) the same treatment of independent producers and pipeline producers with 
respect to pricing or evaluating natural gas; and 

(5) elimination of clauses in independent producers’ contracts of sale to inter- 
state gas transmission companies which contain provisions for a change of price 
to the purchaser by reason of changes in the price received by the purchaser on 
resale, or the payment or offer of payment of different prices by the purchaser or 
other purchasers to the seller or to other sellers. 

This bill seems to embody these fundamental features, and, in our opinion, is 
sound in principle. However, minor changes may be desirable after a detailed 
study and technical analysis of its various provisions. 


CONCLUSION 
For the reasons stated above the Commisison favors the basic principles and 
objectives of this bill and believes that such legislation is necessary for prac- 


ticable, workable, and efficient regulation of gas producers in the national inter- 
est. Early enactment is recommended. 


FEDERAL POWER COMMISSION, 
By JEROME K. KUYKENDALL, 
Chairman. 
The Cuatrman. I might state that all 4 of these are favorable 
reports, with some modification in 1 or 2 of them. 
The first witness that we have before us this morning is the Honor- 
able Charles H. Kendall, General Counsel of the Office of Defense 


Mobilization who, I understand, is testifying on behalf of the 
administration. 


Mr. Hesevron. Mr. Chairman ? 
The Cuatrman. Mr. Heselton. 


_ Mr. Hesevron. In the light of the chairman’s statement, and par- 
ticularly in terms of the reference made to the fact that other bills are 
pending before this committee as to this subject matter, I would like to 
request that at this point the texts not only of the bill filed by the 
chairman and the bill filed by Mr. O’Hara be placed in the record, but 
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that the other bills that are pending before the committee on this 
subject matter be included immediately following the text of the two 
bills that you and Mr. O’Hara filed, and I refer particularly to H. R. 
6813, filed by my colleague Mr. Macdonald, and I assume there are 
other bills. 

The Cuarrman. Yes; they will be included in the record at the 
usual place, as we usually do. 

Mr. Hesevton. Mr. Chairman, may I make one other suggestion, 
and I do so in terms of trying to expedite the hearings, and also to 
make it possible, at least for myself, to understand more fully the 
testimony that will be placed before us. 

I have in mind the printed requirements of this committee in the 
notice of hearings that is sent to the witnesses who are known to be 
interested and wish to testify. There is a quotation from the Legis- 
lative Reorganization Act of 1946, section 133 (e) which I will not 
quote in full. It does require the filing of statements in advance for 
the use of the committee. 

Mr. Rogers. Mr. Chairman, we cannot hear him. 

The Cuarrman. Would you talk just a little bit louder, please. 

Mr. Heserron. I would like to read the following paragraph: 

It is requested that each witness file 5 days in advance with the committee 
clerk 5 written copies of his statement, and furnish at least 45 additional copies 
at the time of his appearance for the use of the committee and the press. 

I think the press will take care of itself. 

I am interested in having an opportunity of seeing these statements 
and knowing something about what the testimony will be prior to 
the time the witness appears. 

Late yesterday afternoon I inquired of the clerk as to what state- 
ments were available, but I was able to obtain only the statement which 
had been prepared by Mr. Randall J. Le Boeuf. 

I believe that the provision of the law and the requirements of this 
committee should be complied with not only in this hearing but in 
other hearings. 

[ have already brought the matter up on a previous occasion in 
connection with the Subcommittee on Science and Health. I request, 
Mr. Chairman, that you notify all the witnesses who propose to testify 
here, whether they be proponents or opponents of this legislation, 
that they conform with the law and those requirements so that mem- 
bers of the committee who desire to have this information may have 
it in advance. 

The Cuarrman. I think the gentleman from Massachusetts does 
call to our attention the fact that this is a requirement under the 
Legislative Reorganization Act. 

I realize there have been in the past, and I am sure there will be in 
the future, certain conditions and circumstances that require a liberal 
consideration by the committee; but I do believe it is an admonition 
that should be remembered by every witness who is to appear and, 
as chairman, I would like to request the witnesses who are to appear 
that they immediately file their statements so we can have them for 
the purposes mentioned by Mr. Heselton. 

Mr. Straccers. Mr. Chairman. 

The CHarrman. Mr. Staggers. 

Mr. Sraccers. I could not hear all of the statement of the gentle- 
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man from Massachusetts in regard to all of the other bills, and it 
seems I cannot hear the chairman quite clearly. I do not know what 
is the matter with our sound system, but I would like to know, before 
we start, whether the other bills presented before the committee will 
he considered, if they relate to this matter ? 

The Cramman. Yes. As I stated in my statement, the other bills 
before the committee on the subject matter, would be before us for 
consideration; and Mr. Heselton asked that they be included in the 
record. 

Mr. Sraccers. Thank you, Mr. Chairman. 

Mr. Hesetron. Mr. Staggers’ request makes me wonder if the sev- 
eral departments and agencies have filed reports on the other bills. If 
they have, may I suggest that they be placed in the record in connec- 
tion with the texts of the other bills? 

The CrHarrman. Very well; that may be done. I do remember 
that some of the reports referred to several of the bills before the 
committee. 

(The documents referred to are as follows :) 

FEDERAL POWER COMMISSION, 
Washington 25, D. C., May 7, 1957. 
Re H. R. 237, 85th Congress, to amend the Natural Gas Act. 


Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 

Dear Mr. CHAIRMAN: This is in reply to your request of January 15, 1957, for 
a report on H. R. 237, 85th Congress, a bill to amend the Natural Gas Act. 

The views and recommendations of the Commission on the general subject 
of this bill are expressed in its report on H. R. 6790, submitted to the com- 
mittee by our letter dated May 1, 1957. 


Sincerely yours, — . . 
incerely yours Jerome K. KUYKENDALL, Chairman. 


FEDERAL POWER COMMISSION, 
Washington 25, D. C., May 7, 1957. 
Re H. R. 1007, 85th Congress, to amend the Natural Gas Act. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 
Dear Mr. CHAIRMAN: This is in reply to your request of January 17, 1957 for 
a report on H. R. 1007, 85th Congress, a bill to provide that the provisions of the 
Natural Gas Act shall not apply to the sale of natural gas, as an incident of its 
production and gathering, by an independent producer not engaged in the inter- 
state transmission of natural gas. 
The views and recommendations of the Commission on the general subject of 
this bill are expressed in its report on H. R. 6790, submitted to the committee by 
our letter dated May 1, 1957. 


Sincerely yours, aot | tit Tae eet 
aa - JEROME K, KUYKENDALL, Chairman. 


FEDERAL POWER COMMISSION, 
Washington 25, D. C., May 7, 1957. 
Re H. R. 3363, 85th Congress, to amend the Natural Gas Act, as amended. 


Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 
DeaR Mr. CHAIRMAN: This is in reply to your request of January 23, 1957, for 
a report on H. R. 33638, 85th Congress, a bill to amend the Natural Gas Act, as 
amended. 
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The views and recommendations of the Commission on the general subject of 
this bill are expressed in its report on H. R. 6790, submitted to the committee by 
our letter dated May 1, 1957. 

Sincerely yours, 
JEROME K, KUYKENDALL, Chairman. 


FEDERAL POWER COM MISSION, 
Washington 25, D. C., May 7, 1957. 
Re H. R. 6478, 85th Congress, to amend the Natural Gas Act, as amended. 


Hon. OREN Harris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

DEAR Mr. CHAIRMAN: This is in reply to your request of April 4, 1957, for a 
report on H. R. 6478, 85th Congress, a bill to amend the Natural Gas Act, as 
amended. 

The views and recommendations of the Commission on the general subject of 
this bill are expressed in its report on H. R. 6790, submitted to the committee by 
our letter dated May 1, 1957. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 


FEDERAL POWER COMMISSION, 
Washington 25, D. C., May 7, 1957. 
Re H. R. 6813, 85th Congress, to amend the Natural Gas Act * * *, 


Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

DEAR Mr. CHAIRMAN: This is in reply to your request of April 16, 1957, for 
a report on H. R. 6813, 85th Congress, a bill to amend the Natural Gas Act, 
with respect to jurisdiction over sales of natural gas by independent producers. 

The views and recommendations of the Commission on the general subject of 
this bill are expressed in its report on H. R. 6790, submitted to the committee by 
our letter dated May 1, 1957. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., May 24, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 


DeEAR Mr. Harris: Your committtee has requested a report on H. R. 6813, a 
bill to amend the Natural Gas Act, with respect to jurisdiction over sales of 
natural gas by independent producers, and H. R. 7105, a bill to provide that the 
provisions of the Natural Gas Act shall not apply to the sale of natural gas, as 
an incident of its production and gathering, by an independent producer not en- 
gaged in the interstate transmission of natural gas: to bring under Federal Power 
Commission jurisdiction direct sales of natural gas made by natural gas com- 
panies; and to prevent below-cost sales of natural gas in interstate commerce. 

In a separate report we have recommended the enactment of legislation along 
the general lines of H. R. 6790, and we believe such legislation would more ade- 
quately meet the problem than would H. R. 6813 or H. R. 7105. 

Sincerely yours, 


Fetix E. WorRMSER, 
Assistant Secretary of the Interior. 
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FEDERAL POWER COMMISSION, 
Washington 25, May 13, 1957. 
Re H. R. 7105, 85th Congress, to provide that the provisions of the Natural Gas 
Act shall not apply * * *. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

Dear Mr. CHAIRMAN: This is in reply to your request of May 3, 1957, for a 
report on H. R. 7105, 85th Congress, a bill to provide that the provisions of the 
Natural Gas Act shall not apply to the sale of natural gas, as an incident of its 
production and gathering, by an independent producer not engaged in the inter- 
state transmission of natural gas; to bring under Federal Power Commission 
jurisdiction direct sales of natural gas made by natural gas companies; and to 
prevent below-cost sales of natural gas in interstate commerce. 

The views and recommendations of the Commission on the general subject of 
this bill are expressed in its report on H. R. 6790, submitted to the committee by 
our letter dated May 1, 1957. 

Sincerely yours, 
JEROME K. KUYKENDALL, Chairman. 


FEDERAL POWER COMMISSION, 
Washington 25, May 20, 1957. 
Re H. R. 7232, 85th Congress, to amend the Natural Gas Act, as amended. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 


DEAR Mr. CHAIRMAN: This is in reply to your request of May 8, 1957, for a report 
on H. R. 7232, 85th Congress, a bill to amend the Natural Gas Act, as amended. 
The views and recommendations of the Commission on the general subject of 
this bill are expressed in its report on H. R. 6790, submitted to the committee 
by our letter dated May 1, 1957. 
Sincerely yours, 
JEROME K. KUYKENDALL, Chairman, 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., May 21, 1957. 
Hon. OREN HArris, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

Dear Mr. Harris: Your committee has requested a report on H. R. 7232, a 
bill to amend the Natural Gas Act, as amended. 

In a separate report we have recommended the enactment of legislation along 
the general lines of H. R. 6790, which deals with the same subject, and we believe 
such legislation would more adequately meet the problem than would H. R. 7232. 

The Bureau of the Budget has advised us that there is no objection to the 
submission of this report to your committee. 

Sincerely yours, 
Fetix E. WorMSER, 
Assistant Secretary of the Interior. 


The Cuarrman. Mr. Kendall, you may proceed. 


STATEMENT OF CHARLES H. KENDALL, GENERAL COUNSEL, OFFICE 
OF DEFENSE MOBILIZATION 


Mr. Kenpauu. Thank you, Mr. Harris. 

Mr. Chairman and members of the committee, the Director of the 
Office of Defense Mobilization has asked me to express to you his 
regret that he was unable to appear today to state the views of the 
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administration on H. R. 6790, a bill to amend the Natural Gas Act, and 
for other purposes. 

As you know, the Director is the Chairman of the Presidential 

Advisory Committee on Energy Supplies and Resources Policy, which 
Committee has made a ¢: areful study of natural gas supply pr oblems. 
In the Director’s absence from the city I have been authorized to 
speak for him, and the administration, in connection with this bill. 

It is the intent of the pending bill to deal with an issue of great 
importance and of great difficulty. Natural gas is one of the three 
major sources of energy in the American economy. We are tremen- 
dous users of energy in this country, consuming approximately twice 
as much per capita as do residents of the United Kingdom, and sev- 
eral hundred times as much as do the residents of less industrialized 
countries. Substantially all of our energy was provided by coal, 50 
years ago. Now coal supplies only about a third of our onetgt needs, 
oil somewhat more and natural gas about 25 percent. Natural gas 
has come to this position of importance, from a negligible role, in our 
lifetime. As a supplier of 1 B. t. u. in every 4 consumed, gas is an 
essential element of our national well-being and our national defense. 

From this it follows that measures which will assure adequate sup- 
plies of gas to the many millions of consumers for cooking, space 
heating, and industrial uses, at reasonable prices, are of such impor- 
tance as fully to justify action by Congress. A first important step in 
this direction by the Federal Government was the enactment in 1938 
of the Natural Gas Act. Very shortly after the act was passed the 
question arose as to whether Congress had intended to authorize the 
Federal Power Commission to control rates charged for gas on the 
occasion of its sale within the State of origin to an interstate pipeline 
for transport to another State and sale there for resale to consumers. 

The Federal Power Commission thought not, and did not attempt 
to exercise such control for the first 15 years of the act’s existence. 

In 1947 the Supreme Court, in a case which did not require a pre- 
cise answer to the question, suggested that the act might well be con- 
strued to require such control. Bills to determine the question were 
introduced in Congress and in 1949 both Houses passed a bill which 
would have denied the jurisdiction of the Federal Power Commission, 
but the bill was vetoed by President Truman. In 1954 the Supreme 
Court spoke again, this time in a case turning upon the precise issue 
of controlling sales by a producer to an interstate pipeline, and held 
that the Natural Gas Act did require Federal control. Thereafter, 
bills were again introduced to amend the act so as to deny jurisdic- 
tion and a bill having this general effect was vetoed by the President 
a year ago. 

In vetoing last year’s bill, however, President Eisenhower stated his 
approval of the cone ept that free competition in the sale of a commod- 
ity ordinarily does result in adequate supplies of the commodity, but 
he also stated that new legislation should include specific protection 
for consumers in their r ight to fair prices. 

It clearly appears, then, that the pending bill will write upon a 
crowded slate. The issue is not new and it has had most careful if 
not exhaustive examination. The Presidential Advisory Committee, 
consisting of the Secretaries of State, Treasury, Defense, Interior, 
Commerce, and Labor, and the Attorney General, in addition to the 
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Chairman, expressed itself only after having had the benefit of a study 
by a task force of distinguished citizens, who in turn had benefited 
by the opinion of experts ‘from the natural- -gas industry and the views 
of consumer groups. The Committee recommendation was against 
control by the Federal Government of the production, gathering, 
processing, or sale of natural gas prior to its entry into an interstate 
transmission line. 

The Committee also proposed, however, that the consumer should 
have not only the protection of the assurance of supply which was 
expected to result from free competition in the discovery and produc- 
tion of gas, but also an assurance of reasonable market field prices at 
the point of sale to the interstate pipeline. The Committee recom- 
mended, too, that each operation of a pipeline company that also 
produces gas be treated separately according to its function. If these 
views are modified by the increased emphasis which President Eisen- 
hower has put upon the protection of the consumer from unreasonable 
price increases, they express the present views of the administration. 

Looking to the pending bill, it does appear that additional con- 
sumer protection has been provided, since the bill requires specifically 
the regulation of certain sales under producer contracts and outlaws 
certain indefinite pricing clauses in new producer contracts. As the 
bill stands, the Federal Power Commission would retain authori ity 
to render invalid new or renegotiated producer contracts which call 
for the payment of prices in excess of the reasonable market price. 

The Commission may also, under the bill, disallow price increases 
resulting from indefinite pricing clauses in existing producer contracts. 
‘These provisions go far to assure a check upon price increases which 
might be unfair to the ultimate consumer. 

It is recommended, however, that an additional authority be retained 
in the Commission, that is, to review price increases resulting from 
definite pricing clauses in existing contracts when such increases do 
more than reflect additional or increased taxes. To the extent that 
step-up clauses in existing contracts result in prices which exceed the 
reasonable market price, the Commission should continue to have 
authority to limit the increase to such part thereof as does not result 
ina price exceeding the reasonable market price. 

With respect to that portion of the bill which prescribes principles 
for the guidance of the Commission in determining reasonable market 
price, it is recommended that there be deleted the prohibition upon 
the consideraiton by the Commission of costs. While it is expected 
that more appropriate regulation will result from the abandonment 
of the public utility rate base formula, it is not inconceivable that the 
Power Commission may in some cases feel the need of cost data in the 
process of exercising its judgment and discretion. 

With these two changes in the bill now before the committee, techni- 
cal and perfecting amendments aside, enactment of the legislation 
would be in accord with the program of the President. 

In his letter to the chairman of May 1, 1957, the Director of the 
Office of Defense Mobilization called attention to the fact that the 
pending bill does not cover two other recommendaitons on natural-gas 
legislation made by the Presidential Advisory Committee on Energy 
Supplies and Resources Policy. The two recommendations are closely 
related. The first is that sales by interstate pipelines at prices below 
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actual cost plus a fair proportion of fixed charges, which drive out 
competing fuels, be prohibited. Because sales to industrial users on 
an interruptible basis at low rates constitute one of the means of main- 
taining economic load factors throughout the year, the Committee 
made a companion recommendation to the effect that interstate pipe- 
lines be authorized to use the power of eminent domain for the devel- 
opment of underground storage reservoirs. It is thought that enact- 
ment of legislation covering these points would contribute to a sound 
national policy on the use of our total energy resources. 

I should be happy to answer such questions as the Committee may 
have. 

The Cuatrman. Thank you very much, Mr. Kendall. 

Mr. Williams, any questions ¢ 

Mr. Witu1aMs. I am going to pass for the present, Mr. Chairman. 

The Cuarrman. Mr. O'Hara? 

Mr. O’Hara. Mr. Kendall, the reference which you have made to the 
element of costs is one which, of course, makes a very complicated 
problem for the Federal Power Commission, does it not ? 

Mr. Kenpauu. They already have a very complicated problem, sir. 
This, we think, would contribute to its solution in some cases. 

Mr. O’Hara. It would not be possible for the element of cost to pre- 
vail in all cases, of course, is that not true? 

Mr. Kenpati. No. It is not intended by eliminating the prohibition 
upon the consideration of cost that rates should be determined on a 
cost basis. In fact, just eliminating the prohibition on costs does not 
eliminate that portion of the bill which provides that the utility rate 
formula is not to be the test. It is still the reasonable market price. 

Mr. O'Hara. That is the suggestion in your statement then as to the 
element of costs is intended as one of the elements which the Commis- 
sion may, in certain circumstances, you feel should have, the authority 
to consider the cost item ? 

Mr. Kenpatu. That is correct, sir. 

Mr. O'Hara. It is also, of course, thought that it is considerably dif- 
ferent as a problem in considering the cost item in the production and 
sale of natural gas by an independent producer or by a pipeline than 
it would be in, say, the cost of electricity, and there would be an entirely 
different and more complex problem in the gas field, would there not ? 

Mr. Kenpaty. Very many times as complex. 

Mr. O’Hara. I think that is all, Mr. Chairman. 

The CHatrrman. Mr. Mack. 

Mr. Mack. Mr. Kendall, I note on page 3—I have just one short 
question here—I note on page 3, that you stated that the President had 
additional objection to the bill last year other than the scandal or the 
attempted bribery of one of the Senators. Was it the administration’s 
position that they were opposed to the bill last year on the basis of the 
contents of the legislation / 

Mr. Kenpaty. Well, that is a rather difficult question, sir. I think 
if you read the veto message you will get the clear impression that the 
thing that prompted the President to veto the bill was the arrogant 
offering of funds to a Member of the Congress. 

At the same time, he expressed his own feeling that the bill would 
be better if it assured, gave greater assurance of, protection to the con- 
sumer. 
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I would not attempt to go further into his mind as to just what 
prompted him ; that he expressed publicly. 

Mr. Mack. Well, I had read the veto message, and listening to your 
testimony this morning there was some question in my mind, and I 
certainly would like to have the matter clarified, I have gotten the 
distinct impression from the statement today that the President did 
not favor the bill as it came before him last year; and I note also that 
there have been some changes made in the legislation. I feel that the 
Congress would be interested in knowing his position and the real 
reason for the veto last year. 

I have no further questions, Mr. Chairman. 

The Cuatrman. Mr. Hale? 

Mr. Harr. No questions. 

The Cuarrman. Mr. Roberts? 

Mr. Rosertrs. Mr. Kendall, I note on page 3, when you speak 
of the Presidential Advisory Committee, you say: 

The Committee also proposed, however, that the consumer should have not 
only the protection of the assurance of supply which was expected to result from 
free competition in the discovery and production of gas, but also an assurance 
of reasonable market field prices at the point of sale to the interstate pipeline. 

If you take this present control of the Federal Power Commission 
away, how would the consumer get this protection that you speak of? 

Mr. Kenpauu. The bill specifically authorizes the Commission to 
review new contracts and indefinite pricing clauses in existing con- 
tracts to determine whether the price : arrived at is in excess of a rea- 
sonable market price. If it is, they take appropriate action. 

It is in that fashion that the consumer is protected, sir. 

Mr. Ropertrs. At what point would, under the new bill, the Power 
Commission step in? Would it be in the nature of a review, of a 
State decision ? 

Mr. Kenpaui. There are provisions in the bill concerning the rais- 
ing of these issues. I am not a gas expert, and I would have to beg 
off on giving you the details of the procedure. 

Mr. ‘Kuykendall, the Chairman of the Commission is here, and I 
am sure would be able to give you any detail on that that you wished. 

Mr. Roserrs. Well, essentially though you would agree that if you 
do away with the control now exerc ised by the Federal Power Com- 
mission that the question of control would be under the State regu- 
latory bodies, would it not ? 

Mr. Kenpauy. The control of prices on sale to an interstate pipe- 
line ? 

Mr. Roserrs. Yes. 

Mr. Kenna. No, sir. 

Mr. Roserrs. That would still be retained by the Federal Power 
Commission under this bill ? 

Mr. Kenpautu. Under the bill, and particularly with the suggested 
amendment that I have suggested, which would allow a review of 
existing step-up pricing clauses. 

Mr, Roserts. What control would the Power Commission have 
over natural gas reserves ? 

Mr. Kenpauu. So far as I know, natural gas reserves are considered 
to be essentially the concern of the State. That is my impression. 
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Mr. Roserts. And that would mean then that a considerable amount 
of control would still be in the State regulatory bodies ? 

Mr. Kenpauu. That is right. As I understand it, the producing 
company would not become a natural gas company for purposes of 
ordinary utility control necessitating a certificate of convenience and 
necessity, and requiring permission to discontinue service and all that 
paraphernalia of utility control, The States would have charge of 
anything of that sort. 

Mr. Roserts. Then, for all practical purposes, the regulation of 
reserves would be in the hands of the gas-producing States, would it 
not? 

Mr. Kenpaui. That is my impression, sir. 

Mr. Roserts. And the consumers in the nonproducing States would 
be affected by decisions of the State regulatory bodies in the gas-pro- 
ducing States; is that correct? 

Mr. Kenpati. Well, I am not sure of the phrase “at the mercy of.” 
I am sure that the States are interested both in the production and 
the conservation of their natural resources. 

Mr. Roserts. Well, at least you would go so far as to say that the 
consumer in the East and in the other States that do not produce any 
gas, would be subject to whatever price the State regulatory commis- 
sions in the gas-producing States set ? 

Mr. Kenpaty. Not price, sir; price on an interstate sale. 

Mr. Roperts. As to reserves. 

Mr. Kenpaty. In the same way, I believe, that they are in petroleum 
and in other fields, sir. 

Mr. Roserrs. That is all I have. 

The CHarrman. Well, that is no different from what the present 
situation is under the utility-type regulation, is it ? 

Mr. Kenpatyi. You mean with respect to—— 

The CHarrmMan. With respect to the reserves. 

Mr. Kenna. I think that is right, that the reserves are still, even 
under the law as it stands, a matter of State control. 

The Cuarrman. Yes. 

Mr. Heselton ? 

Mr. Hesevton. Mr. Kendall, you stated, IT understand, you did not 
consider yourself an expert in the gas industry ? 

Mr. Kenpattz. That is right, sir. 

Mr. Hesevron. I wonder if you would state briefly what your back 
ground is, for the benefit of the committee and the record. 

Mr. Kenpatt. I should be glad to, 

lama lawyer from Buffalo, born there in 1908; went to Union Col 
lege and University of Buffalo Law School; graduated in 1933, prac- 
ticed in Buffalo until 1941, when I was brought to Washington by Mr. 
John Lord O’Brian to be a member of his legal staff at the War 
Production Board. 

My service with the Government since then was interrupted briefly 
when I served on an aircraft carrier in the Navy, but the rest of the 
time I have been a civil servant, a Government lawyer. 

Mr. Hesevron. And in what branches of the Coentamese ? 

Mr. Kenpauu. The War Production Board until the Navy inter- 
rupted that. 

Mr. Hesevron. What years? 
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Mr. Kenpaui. From 1941 to 1944. 

Then from 1946, after I was released to the Inactive Reserve, until 
1948, I was General Counsel to the Office of Foreign Liquidation 
Commissioner in the State Department, disposing of overseas sur- 
pluses. 

From 1948 until 1951, I was first associate and then General Coun- 
sel of the National Security Resources Board. From 1951 until 1952, 
late 1952, I was General Counsel of the Defense Production Adminis- 
tration during the Korean affair. 

And since October of 1952, I have been General Counsel of the 
Office of Defense Mobilization. 

Mr. Heseiron. Thank you. 

Now, Mr. Kendall, on May 1, Mr. Gray sent a letter to the chairman, 
copies of which we have, in which he stated: 


We are not prepared to comment on the details of the proposed legislation, 
and we assume the committee will have the benefit of technical comments by 
the Federal Power Commission. However, it does not appear to be necessary 
to the purpose of the bill to provide that the Power Commission shall not be 


permitted to consider costs in arriving at the reasonable market price of natural 
gas. 


That is the substance, as you spelled out this morning, of what Mr. 
Gray wrote to the chairman of the committee. 

Mr. Kenpat. Yes, sir. 

Mr. Hesevron. In terms of the first of the suggested amendments. 

Mr. Kenpauu. That is right, sir. 

Mr. Hesevron. Have you the language of that amendment worked 
out ? 
Mr. Kenpauu. No, we have not attempted to do the legislative 


drafting, although I think that one would simply be striking three 
words, I believe. 


Mr. Heseiton. What three words? 


Mr. Kenpatu. On page 14 of the bill, lines 23 and 24, and then on 
to page 15, the sentence is: 


The Commission shall recognize the fact that natural gas is a commodity, and 


shall not consider costs or use the public utility rate base cost-of-service concept 
or formula. 


The suggestion I had made would be met if the sentences read: 

The Commission shall recognize the fact that natural gas is a commodity, and 
shall not use the public utility rate base cost-of-service concept or formula. 

Mr. Hesetton. Thank you. 


The Cuairman. Will the gentleman yield at that point? 
Mr. Hesetron. Yes. 


The Cuarrman. Would it serve the same purpose by merely striking 
out the word “costs,” from your vinmeaaeus ; 

Mr. Kenna. I see the point, “and shall not consider the public 
utility rate base.” I think it would, Mr. Chairman. I think the 
purpose of the proposed amendment is to leave to the Commission 


the right, if they wish to exercise the right, of examining into the 
costs of the commodity. 


The Cuamrman. That is all, thank you. 


Mr. Heseiton. You do not have any question about the ability of 
the Federal Power Commission to consider costs in arriving at a 
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decision as to what a reasonable rate or price to the consumer 
would be? 

Mr. Kenpaty. I am not in a position to imagine all the cireum- 
stances that might come up, but it does seem that there might be a 
set of facts in which determining the reasonable market price would 
require some inquiry as to the costs of the production of the item. 

Mr. HEseEtTon. It is a fact, is it not, that in connection with various 
price increases in recent w eeks, months, and years, both the gas indus- 
try and the related oil industry have laid great stress upon the fact 
that increased costs justified inc reased prices? 

Mr. Kenpatt. I have heard that, sir. 

Mr. Hesecron. And they have gone to some extent to develop and 
present to the public and to this committee the itemization of those 
costs, 

Mr. Kenpbat.. Yes, sir. 

Mr. Hesevron. The second point as to which I would like some 
information is your reference to the outlawing of certain indefinite 
pricing clauses in new producer contracts, and I stress the words 
“new producer contracts,” because I am sure you understand that 
there would be an exemption of all existing contracts of that nature. 
I am right about that, am I not? 

Mr. Kenpatu. The clauses would not be outlawed, sir, but the bill 
does call for a review of price increases resulting from their operation. 

Mr. Heseiton. How many of those contracts are there in existence 
today, do you know? 

Mr. Kenpatt. I do not, sir. 

Mr. Hesevtron. Have you any idea at all? 

Mr. Kenpatu. No, I have not. 

Mr. Heseiton. Have you examined that phase of it so that you 
are satisfied that the retention of those contracts would actually not 
result in unreasonable prices to the consumer or, referring to the 
words of the President in his veto, would not mean a violation of the 
criteria he laid down that new legislation should include specific pro- 
tection for consumers of their rights to fair prices ? 

Mr. Kenpatt. It is my impression, sir, that leaving those clauses 
in existing contracts is not of great significance, because the teeth of 
the clauses have been pulled by the provision that the Commission 
may review prices whenever the clause has the effect of increasing 
prices. 

Mr. Hesevron. I see. Do you know how many rate-increase appli- 

‘ations have been filed before the Federal Power Commission since 
the date of the Phillips decision ? 

Mr. Kenna. I read that very large figure not long ago, sir, but 
I do not remember it. 

Mr. Hesetron. In the statement furnished by the Federal Power 
Commission, reference is made to 4,573 rate-increase filings. Would 
you accept that as an accurate statement ? 

Mr. Kenpatt. It accords with my memory of some article that 
I read. 

Mr. Hesevron. The total amount of the increases involved would 
be $63,860,773 annually. Would you think that would have any effect 
upon the fair price to the consumer which the President stressed ? 
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Mr. Kenpatu. I would expect it to increase the price. Whether it 
would change the price from a fair one to an unfair one, of course, is 
a question the Commission would have to consider. 

Mr. Hesevron. You have referred to unreasonable price increases 
What do you mean by that? 

Mr. KENDALL. Well, “reasonable” is, of course, a very broad word, 
and rather difficult to define. A price increase that is unfair is per- 
haps an unreasonable price increase, one that goes beyond reason, 
of course, one that is without justific ation. 

I am not sure that helps any. 

Mr. Hesevron. I am not sure it does, either. | Laughter. | 

Have you examined it in terms of dollars and cents? That is, are 
you able to tell us what you think, for instance, today would be an 
unreasonable price increase—— 

Mr. Kenpauu. Personally—— 

Mr. Hesevron. In terms of the average consumer’s bill 

Mr. Kenpauu. Personally, Mr. Heselton, I have not examined into 
the dollars and cents effect of, let’s say, the suggested and pending 
pr ice increase applic ‘ations. 

A good deal of consideration to that point was given, however, to 
my know ledge, by the task force that advised the Presidential Com- 
mittee on Energy Supplies and Resources Policy. I am confident, 
therefore, that a fairly thorough examination of the matter was made. 

Mr. Heserron. You have referred to that. Have you any recol- 
lection of whether they discussed “reasonable” or “unreasonable” 
price increases to the consumers, the purchasers of natural gas 4 

Mr. Kenpauy. They certainly discussed that issue, I am sure of 
that, sir. 

Mr. Hesrevron. Have you any recollection of what they said? 

Mr. Kenpauu. I was not a member of the task force or the panel 
of consultants. I have reviewed the results of their study in which 
they recommended substantially the recommendation that was 
adopted by the Presidential Committee itself. 

Mr. Hesevron. All right. 

How do the present bills, and I refer to H. R. 6790 and 6791, differ 
from the bill which was before this committee and: before the Con- 
gress in the 84th Congress, H. R. 6645? 

Mr. Kenpaun. It may be that I shouldn’t speak to this because of 
my technical incompetence. Essentially, though, I think the differ- 
ence is that last year’s bill relied upon limiting | the charges which the 
pipeline could make or pay, as distinguished from limiting the 
charges which a producer might make. 

It moves the control back to, stands squarely over, the producer 
contract, wherever they reach the contract at all, as distinguished 
from standing over the pipeline, and attempting from that point to 
control what occurs in the sale from the producer to the pipeline. 

Mr. Hesetron. You think that is the essential difference ? 

Mr. Kenpaty. From my limited knowledge, that strikes me as be- 
ing the most important difference in the two bills. I think it makes 
it possible to control the price more effectively. 


Mr. Hesevron. Mr. Kendall, you refer to your limited knowledge, 
Mr. Kenpati. That is right. 
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Mr. Hesevron. I thought you established yourself pretty satisfac- 
torily as a competent person. I assume you have worked on these 
bills, have you not ? 

Mr. Kenpau. Yes, sir. 

Mr. Hesertron. For some length of time / 

Mr. Kenpatu. From time to time over a substantial period; yes, 
sir. 

Mr. Hesevron. And what I want to get from you for the record is, 
in your opinion, What is the essential, the vital difference between the 
two bills, the two versions / 

Mr. Kenpauu. Well, there are so many differences that I would 
not want to characterize it as the vital one. It has struck me in study- 
ing the bill as being a very important difference, particularly in the 
light of the President’s emphasis on the protection of the consumer. 

Mr. Hesevron. And you think that furnishes adequate protection 
to the purchasers of natural gas / 

Mr. Kenpatt. Well, this alone, of course, is not going to do the 
whole job. 

The State regulatory commissions must exercise appropriate con- 
trol over the distributing companies, and so on. But at the point of 
sale from the producer to the pipeline, and having in mind the in- 
terest in maintaining as large a reserve as we can, and encouraging 
exploration and development, with all those things in mind, I am of 
the opinion that this does an effective job, or would do an effective 
job. 

Mr. Hesevron. In your study of the legislation, I assume you ex- 
amined the reports of the respective House and Senate committees 
and the debate in the House and Senate. 

Mr. Kenpatu. On last year’s bill / 

Mr. Hesevton. On last year’s bill. 

Mr. Kenpau. Yes, sir. 

Mr. Heseiton. You were aware of the suggestions that were made 
by my colleague, Mr. Macdonald, and by myself, in terms of the 
minority views we filed ? 

Mr. Kenpatv. I read your views in the report. 

Mr. Hesevron. Were you aware of the two bills we referred to 
specifically at the aoe y outset of the report ? 

Mr. Kenpatt. I don’t bring it to mind immediately, Mr. Heselton. 

Mr. Hesenron. Well, have - you looked at H. R. 6813, filed by my 
colleague, Mr. Macdonald, on April 10 of this year? 

Mr. Kenpatu. No; I have not, sir. 

Mr. Hesevton. You have not given that any consideration / 

Mr. Kenpbatu. No, sir. 

Mr. Heserron. If it is true that the passage of that bill or the 
acceptance of the substance of that bill has a proper place in this 
proposed legislation, it would exempt 90 percent, 97 percent, I think 
it was, of the independent producers of natural gas in this country 
from any Federal regulation whatever, and would still retain the 
jurisdiction which the Supreme Court in the Phillips case said was 
the existing law, over some 90 percent of the amount of natural gas 
that moves in interstate comerce. Would you think that that would 
be a fair relief of the bulk of the independent producers, a lessening 
of the burden upon the Federal Power Commission, and a retention 
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of the essential jurisdiction by the Federal Power Commission over 
the sales of natural gas to those who purchase it in this country ‘ 

Mr. Kenpauy. Well, your statement has reminded me of the issue 
which you raised, sir, and it is an appealing concept to control only 
a portion, those who supply most of the gas, and let the smaller oper- 
ator be untrammeled by controls. 

[ would not wish to express an opinion without very careful exam- 
ination. I do not know what effect it might have on the incentive 
of the larger companies to explore or even ‘to stay in the business. 

I think the thing is complicated, and I would want competent 
advice before I formed an opinion, sir. 

Mr. Hesetron. You are not concerned that the larger companies in 
this country are going to give up the exploration for natural gas, 
are you! 

Mr. Kenna. I suppose it would depend upon whether they could 
continue it on an economic basis. 

Mr. Hesevton.’ Has there been any indication brought to your 
attention that they have ceased their activities ? 

Mr. Kena t. No, sir, not yet. 

Mr. Heseron. I think that is all. 

The Cuatrman., Mr. Williams? 

Mr. Wrmu1aMs. Mr. Kendall, the bill that was before the House last 
year, which was vetoed by the President, was an exemption bill for 
the producer of natural gas. 

In effect, and to a great extent, that bill by legislation would have 
overridden the Phillips decision. 

As I read this bill, it appears to me that in spite of the fact that this 
legislation has been sold to the country as exemption legislation, 
actually this is legislation which implements the intent and purpose 
of the Phillips decision, is it not ? 

Mr. Kenpatt. I think, in substantial part, it should do that, yes, 
sir. 

Mr. Writs. It is not an exemption bill, is it, Mr. Kendall? 

Mr. Kenpauy. Well, it has exemption characteristics. The pro- 
ducers will not be natural gas companies, as I understand the hill. 
They will not be subject to the requirement they cannot discontinue 
service without the permission of the Commission, and things of that 
sort. 

Mr. Wri1AMs. The prices will be controlled by the Federal Govern- 
ment ? 

Mr. Kenpau. These price increases as provided by the bill will be 
subject to control. 

Mr. Wiiutams. Then I think that the public should be told that this 
is not an exemption bill, but a regulatory bill. Would you charac- 
terize it as such % 

Mr. Kenpat. I think it might be described as such. It is an at- 
tempt, I believe, to find a workable w ay to set limits upon price 
increases at the producer sales point. 

Mr. WititaMs. I just wanted to make that point clear, Mr. Chair- 
man. 

The Cuarrman. Mr. Bennett 

Mr. Bennett. Mr. Kendall, I would like to ask you a question or 
two upon the matter of costs. 
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Mr. Kenpat. Certainly. 

Mr. Bennett. As I understand it, you feel that giving the Com- 
mission the right to consider costs is a desirable one. 

Mr. Kenpatv. That is right, yes, sir. 

Mr. Bennett. It is a desirable one / 

Mr. Kena. Yes. 

Mr. Bennett. Well now, would you please refer to page 14 of the 
bill. 

Mr. Kenpat.. I have it. 

Mr. Bennerr. If you take out the word “costs” as Mr. Harris 
suggested, and then read the section, the sentence, would you not mean 
that costs should be out of the picture completely ? In other words, 
if costs should be considered, if you want to give the Commission the 
right to consider costs at all, then would it not be better to say 
something like this: “The Commission shall recognize the fact that 
natural gas is a commodity” 

Mr. Rocers. Mr. Chere, could the gentleman speak a little 
louder? We cannot hear. I do not know whether it is his sound 
system or mine. 

Mr. Bennett. I am speaking right into this microphone. 

“The Commission shall recognize the fact that natural gas is a 
commodity, and may consider costs but shall not use the public 
utility rate base,” and so forth. 

Would that not do in a better way, a more effective w ay, what you 
have suggested, than by simply taking out the word “costs” in line 24? 

Mr. Kenpau L. I think if the wor d “costs” is eliminated, it is clear 
that the Commission may consider it. If the bill 

Mr. Bennerr. Explain why you think so. 

Mr. Kenpatu. Well, the rest of the section deals with the various 
things the Commission shall consider, and one of them is the reason- 
ableness of all the provisions of the contract as they relate to prices. 
In considering the reasonableness 

Mr. Bennerr. Price is an entirely different thing. I am talking 
about costs. Iam not talking about price. 

Mr. Kenna. I think that, left to himself, anyone who is trying 
to determine whether a price was reasonable would be inclined to 
question the cost of the service or item that was sold. 

Mr. Bennerr. I think so, too. But to accomplish that or to give 
the Commission the right, or authority, to consider costs, as you have 
suggested, I am questioning the fact that that would be accomplished 
simply by striking out the word “costs” in line 24. 

Mr. Kenpar. W ell, sir, I intended only to suggest that there should 
be no prohibition against considering costs. If it were the view of 
the committee that in order to eliminate the prohibition, a specific 
permission would have to be added, I would not, of course, object 
to that. 

As a lawyer, it does not occur to me as necessary, but I, of course, 
do not have an objection to it. 

Mr. Bennetr. Well, the reason you suggest the Commission have 
this authority 














Mr. Kenpatu. Be not denied the authority, is what I am really 
getting at. 
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Mr. Bennetr. The Commission be given the authority in a discre- 
tionary way ? 

Mr. Kenpatt. Well, be not denied it. I think it has it now, if you 
want it to fix prices. 

Mr. Bennett. Do you want them to have it, or don’t you? 

Mr. Kenpauw. I think they ought to have it. 

Mr. Bennett. If they are going to have that authority, then it 
ought to be spelled out in language that is clear and unequivocal, 
should it not? 

Mr. Kenpatu. Well, if there is an attempt to spell out everything 
they should consider, the net result may be restrictive, and I don’t 
think that is desirable. ‘The rest of the section speaks in pretty gen- 
eral terms. 

Mr. Bennerr. Would you object to making it mandatory that the 
Commission consider costs ? 

Mr. Kenpauu. I would be afraid that if it were made mandatory, 
it might suggest the very thing that is here denied, that they should 
use the public utility rate base concept. 

Mr. Bennerr. Well, you want the prohibition that they must. not 
use the public utility rate cost-of-service concept in the legislation ? 
You want that in there? 

Mr. Kenpaux. I think that formula is not usable in this field. 

Mr. Bennerr. But you do want the Commission to have the right, 
if they see fit, to consider costs? 

Mr. Kenpatu. That is right. 

Mr. Bennett. Is that your position ? 

Mr. Kenpauu. That is correct, sir. 

Mr. Bennerr. But you want that to be a permissive right, not 
mandatory on their part? 

Mr. Kenpatu. That is right. 

Mr. Bennett. Is that your position ? 

Mr. Kenpauu. That is right, sir. That is correct. 

Mr. Bennerr. Why do you object to its being mandatory, again? 

Mr. Kenpauu. This is a commodity the supply of which depends 
upon the ingenuity and the willingness to risk capital of a great many 
people, and it seems to me that, like most commodities, the best assur- 
ance that the risk will be taken and the effort will be made that is 
necessary to assure adequate supplies is an opportunity to realize a 
market price, a going market price, reasonable, however, for the pro- 
tection of the ultimate consumer , when the discovery is made. 

This is the concept, I think, that is behind the reference of the 
President in his veto message that supply is most likely to be adequate 
if there is least Government regulation. 

Mr. Bennerr. Under what circumstances would you consider it 
proper for the Commission to consider costs in arriving at this price? 

Mr. Kennan. I would have to imagine one for you, “sir. I haven’t 
particularly tried to crystallize ex xamples. But it just seems not un- 

reasonable to let the Commission, so long as it has the task assigned 
to it in this section, to come up, exercising its judgment and discre- 
tion and weighing, among other things direc tly relevant to the issue, 
“all factors enumerated above with a reasonable market price”; not to 
forbid their consideration of the element of cost, if it is of assistance 
to them in the exercise of their judgment and discretion, 
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Mr. Bennett. Now, cost may have very little, if anything, to do 
with market price or reasonable market price under certain cireum- 
stances. 

Mr. Kenpaui. In many cases, I think that is true. 

Mr. Bennett. For example, in the case of a pipeline company which 
owns its own reserves, I assume you would make this cost adie ration 
applicable in determining the price that the Commission would fix for 
those pipeline-owned reserves, would you not! 

Mr. Kenpatw. Applicable in determining the price, I would leave 
that phrase—that confuses me a little—I would leave it available to 
the Commission to consider wart in such a case, yes. 

Mr. Bennett. Now, in many cases, pipeline companies bought or 
developed their own gas fields years ago, and their costs were very 
low. And under present policies of the Commission in deter mining 
the price they may charge, they have—the actual price allowed has 
little, if any, relation to the cost of those reserves. 

Would you, in a case of that kind, consider it in the public interest 
for the Commission to consider the cost of the pipeline reserves in 
fixing the prices? 

Mr. Kenpaut. Well, sir, I think you are now asking the question 
that will no doubt come before the Commission some day. I hesitate 
to try to answer it in advance. My only interest is in seeing to it, if 
possible, that they be not forbidden to consider cost. 

Mr. Bennetr. You see some harm that would be done if the Com- 
mission were required to consider costs? 

Mr. Kenpaui. Well, I think, sir, it would be an attempt to, a move 
toward, returning to the utility rate concept, a return on investment ; 
which, as I understand it, from the people who know about it, is noi 
readily applicable in this industry. 

Mr. Bennett. Do you not feel, as a practical matter, that either 
you have got to consider costs in all of these matters, or else you have 
got to ignore them? I mean, would you not run into practical diffi- 
culties administering this law if you applied costs in one case or 
considered costs in one case, and did not do it across the board ? 

Mr. Kenna. There are going to be, I believe, sir, a great many 
practical difficulties in attempting this rate regulation. I do not know 
of any way to avoid them all. In the process of meeting those that 
may come up, I think it would be useful, I suspect it would be useful, 
from time to time, for the Commission to be able to consider costs. 
That is as far as I am able to go. 

Mr. Bennerr. Would you also say it was in the interests of the 
consumer or in the public interest that they be given this right? 

Mr. Kenpauy. It might very well be, in some cases. Of course, it 
might be in the interests of the company in other cases. 

Mr. Bennett. Is this a recommendation of the President’s Advi- 
sory Council on this subject ? 

Mr. Kenpnauy. The Advisory Committee made its report in 1955, 
sir, before this bill was drawn, and this particular change in the lan- 
guage has not, to my knowledge, been considered by the Committee. 

Mr. Benner. Whose idea is this? 

Mr. Kenpatt. This is a condensation, I would say, of examination 
of the bill in the executive branch, and I am actually unable to tell 
you who had the original reaction. 
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I will say that some time ago, it was my feeling, personally, that it 
should not be necessary to forbid the consideration of costs. 

Mr. Bennertr. Anyway, that is the feeling, that is the administra- 
tion’s position ? 

Mr. Kenpatu. That is correct, sir. 

Mr. Bennett. As of now. 

W hat 1 is your feeling in reference to the right of the Commission 
to review prices under existing contracts ? 

Mr. Kenpati. When a price increase is about to go into effect? 

Mr. Bennerr. No. 

Mr. Kenpa.i. Just to review the present level ? 

Mr. Bennett. That is right. 

Mr. Kenpatu. Well, my offhand reaction, sir, is that is a tremen- 
dous task, and I don’t know that it would serve a very useful purpose. 

Mr. Bennett. I do not mean that the Commission should be di- 
rected to do that, but do you not feel that they should have the right 
to do so, if they feel it is necessary or upon petition by proper inter- 
ested parties? 

Mr. Kenvatt, I have not given it any thought. If the Commission 
wanted to recommend that, I would most certainly want to review it 
sympathetically. 

Mr. Bennett. Do you not think it would be in the public interest 
todo so? For exampk, we have been operating now or we have had 
contracts approved which are not subject to the provisions of this 
bill, where the price of the gas may be far in excess of what the Com- 
mission would find to be the reasonable market price if they had the 
right to do so at the present time. 

Mr. Kenpatu. Well, sir, we are acting here in an existing situation. 
I am not under the impression that current gas prices are . far out of 
line. I wouldn’t want to recommend such a review by the Commis- 
sion unless they wanted to make it, and then I would want to look 
at it before I said I agreed. 

Mr. Bennett. I want to correct myself. I should not say that the 
Commission does not have the authority to do so under existing law. 
But certainly they have not had an opportunity to do so, and if this 
bill passes, then they definitely would have no authority to review an 
existing contract, is that not true, except where the price was increased, 
and then only as to the increase ? 

Mr. Kenpaty. That iscorrect. That is as I understand the bill. 

Mr. Heseitron. Would you yield for a question ? 

Mr. Bennett. Yes. 

Mr. Hesetton. Mr. Kendall, suppose this bill was to be reported out 
with the amendments you suggest, do you think if there was a chal- 
lenge as to the constitutionality on the element of costs, the Supreme 
Court would uphold the Commission, unless there was an affirmative 
direction that it should look into the costs as an element of determin- 
ing a fair and reasonable price ? 

Mr. Kenpaty. You are imagining a case in which the Commission 
has declined to review costs ? 

Mr. Hesevron. No; I am imagining a case where the Commisison 
has gone ahead under the language as you suggested it, has reviewed 
costs, and is ch: ullenged by some interested party. Is it your conception 
that the Supreme Court would be likely to uphold the Commission’s 
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authority if it was not included under what I call the shall-consider 
paragraph, page 15, beginning at line 3, where 5 elements or items 
are considered ¢ 

Mr. Wittiams. Are you referring to law, psychology, or sociology ? 
On what basis would the Supreme Court make the decision 4 

Mr. Heserron. I am posing the question to a gentleman who is a 
very competent lawyer, who has examined this whole field, who has 
discussed with us a possible amendment, but who apparently, I judge 
from his answers to Mr. Bennett’s questions, is resisting the idea of 
placing that duty upon the Commission to examine costs affirmatively 
in the shall-consider paragraph. 

Do you think if the Commission went ahead and did consider costs 
as an element, with only striking out those words as you have sug- 
gested, that the Supreme Court—let me not get into the Supreme 
Court as such—that any competent court, any Federal court, in the 
South or the North, or the Supreme Court, would be likely to uphold 
the exercise of that permissive power by the Commission to look 
into costs ? 

Mr. Kenpnatu. I think so, sir. 

Mr. Hesevron. You do think so? 

Mr. Kenpatu. Yes. 

Mr. Hesevton. I hope you are a better prophet than a lot of other 
people. 

Thank you. 

Mr. Bennett. That is all. 

The Cuarrman. Mr. Staggers, I believe, is next. 

Mr. Sraccers. Mr. Kendall. 

Mr. Kenpatu. Yes, Mr. Staggers. 

Mr. Sraccers. I have read your reports here, of course, and lis- 
tened to your explanation. I have very few questions. I also read 
your Direc tor, Gordon Gray’s report. 

I notice in your report you refer to the chairman’s letter of May 1 
saying that there are 2 other recommendations which the office has 
made in regard to this bill, 2 other amendments, and specifically 
as contained in Mr. Gray’s letter, “that your attention should also 
be called”—I am reading from Gordon Gray’s letter now to Mr. 
Harris— 


your attention should also be called to the fact that the bill does not accom- 
plish a prohibition of sales for direct consumption. 

I have introduced a bill, H. R. 7105. I am wondering if you have 
read that bill. 

Mr. KENDALL. I don’t think so, Mr. Staggers. 

Mr. Sraccers. I would like to read 1 paragraph, if I may, for 
the record, from it—2 paragraphs. It is very simple. It is only 
| page—2 pages, rather. The first is, I add a paragraph str iking out 
the words “for resale,” that all direct sales shall come under the j juris- 
diction of the Federal Power Commission. 

And section 3 to be amended, subsection (a) of section 4 of the 
Natural Gas Act, that— 


no rate or charge shall be considered just or reasonable which is less than the 
cost of such gas plus the cost of transportation and sale, and a fair proportion 
of fixed charges. 
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Would you care to comment whether that coincides with the recom- 
mendations of yourself and Mr. Gray ? 

Mr. Kenpaut. I am not sure that the bill would not go further than 
the Presidential Committee had recommended. In striking out the 
phrase “for resale,” I assume it would make the entire act applicable 
to direct sales. 

The only recommendation or the core of the recommendation by 
the Committee was not that prices on direct sales be in any respect 
controlled, but simply that it be unlawful for such a sale to be made 
below cost. 

This, I believe, does raise the issue of Commission regulation on 
those sales, and substantially, I would expect, would increase the load 
of cases before the Commission. This is an offhand reaction, Mr. 
Staggers. I think that your bill might go further than the com- 
mittee had intended in its recommendations. 

Mr. Sraccers. I would like to go back—you are a lawyer and I am 
not. I would like to go back in “the re: soning for the setting up of 
any commission in the Government. They are set up to protect the 
public or regulate the affairs as they pertain in the public interest. 

I believe I would be fair in making that as a simple statement. 

Mr. Kenpauu. That is right. 

Mr. Sraccers. And “in interstate commerce,” that means any com- 
merce that goes between States. 

Mr. Kenpauu. Yes, sir. 

Mr. Sracoers. The direct sales, as proposed by my bill, would only 
regulate those sales which comes out of one State into another State. 

Mr. Kenpati. That is right. 

Mr. Sraccers. I believe in the basic philosophy that when a com- 
modity crosses a State line, it is interstate commerce then. 

Mr. Kenpatu. Yes, sir. 

Mr. Sracoers. And according to the philosophy as set up by the 
interstate regulations, it should be regulated under interstate—— 

Mr. Kenparu. Well, no, sir. The fact that a thing is in interstate 
commerce does not ordinarily, I would say, in my opinion, at least, 
justify its regulation as a price matter. Most things in this country 
today are not rregulated pricewise, although most things do cross State 
boundaries in their sale. 

The idea of regulating prices, in my opinion, should be limited to 
those areas in which a public utility ch: aracteristic is present: There is 
a captive audience; the purchaser has restricted choice as to what he 
can buy or from whom. 

In such cases, he is at the mercy, shall we say, of increases by the 
only person who can supply him with something that he needs. In 
such a case, the Government has to step in. It is an exception to the 
free competition concept upon which our national economic policy is 
based. 

Mr. Sraccers. I agree with the gentleman completely, and I believe 
we are try ing to get to the same point. 

You will agree, I believe, that the natural gas companies do con- 
stitute a public utility ? 

Mr. Kenpauu. They have some of the characteristics of public utili- 
ties, if by “natural i. companies” you mean to include the producers. 

Mr. Sraacers. No, I do not. I mean the ones who sell the public. 
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Mr. Kenpauu. Indeed, yes. You have a pipe into your house. That 
is the only company that you can buy from. 

Mr. Sraccers. That is right. 

Allright. After gas gets 1 into a pipeline and goes across State lines 
and comes into a community, would that not in all probability, if 
that is the only source, be in a manner or take on the tinge of a public 
utility ? 

Mr. Kenpat. Definitely so, sir. 

Mr. Sraccers. That is what I am trying to get at. I believe as 
recommended, in reading the President’s “Advi isory Committee on 
Energy and Resource report, they provide this idea or thought, or 
promulgate it, that it should be—it says “But sales, either for resale 
or for direct consumption, below actual cost plus a fair proportion of 
fixed charges, which drives out competing fuels, constitutes unfair 
competition and are inimical to sound fuels economy. 

That is exactly what I am trying to put into my ‘bill. The words 
I have here, all I am doing is cutting out “direct sales or indirect 
sales,” and it uses both of those in this language. 

I would like, before you comment, to bring to your attention the 
fact that this was recommended, and also that the Federal Power Com- 
mission for three times before this committee has recommended that 
these prov isions be put into a bill. Even as late as 1955, one member 
of the Commission, Mr. Smith, made the statement he thought they 
should be put in. 

I have put them into my bill, and I am hoping that the committee 
will either adopt my bill or will take both of those provisions as an 
amendment to the Harris bill. 

Do you believe that they would be to the public interest if they were 
adopted ? 

Mr. Kenna. It is not really a public utility concept that we are 
getting at, I think, Mr. Congressman. We are talking now about the 
area of unfair competition. “Tt is not that no competition can exist as 
in a public utility case, but that the competition itself may be unfair. 

The situation, as I understand it, being that a pipeline must have 
enough capacity to supply the peak load of demand for gas, and in the 
process of operating its pipeline efficiently, must try to keep a sub- 
stantial quantity moving through all the time, but the peak load of 
gas consumption occurs in the wintertime for space heating, and unless 
it can increase the industrial use of gas in “ summer, it will lose 
efficiency. 

So it competes with other fuels, such as coal, by offering gas at low 
rates to industrial users. 

This is really not a public utility problem, but a competition prob- 
lem, and the committee was of the opinion that it did constitute un- 
fair competition for a gas company to offer such sales below cost and 
a fair proportion of fixed charges. They felt that public policy and 
a proper use of all our energy resources, including coal, justifies out- 
lawing that type of sale. 

Mr. Sraccrrs. I am glad to hear you say that, Mr. Kendall, because 
that is exactly the thought that I am trying to get at, and to put 
before the committee, and I am gald that you coincide with my views 
on that. I do not care whether it is public utility thought or ‘what it 
might be, but we are trying to get at the root of what is wrong, and to 
correct it. 
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I am trying to correct it by my bill, and I believe if it is accepted 
as an amendment, that it will correct it. 

So I am glad that you have stated the « case as clearly as you have, 
and I thank you very kindly. 

Mr. Kenpatu. Thank you, sir. 

The Cuairman. Mr. Springer? 

Mr. Sprincer. Mr. Kendall, did you prepare all of this statement 
yourself ? 

Mr. Kenpauu. Yes, sir. 

Mr. Springer. Did anybody else work with you on this statement ? 

Mr. Kenna. Mr. Descartes—no, it wasn’t, it was Mr. Newton, Sir 
Isaac Newton, on being elected to the London Academy, I believe, 
said, “I stood on the shoulders of giants.” 

I wrote the statement, but of course the information and the know- 
how that backs it up was not mine. 

Mr. Sprtncer. Does this represent the views of the Director of the 
Office of Defense Mobilization ? 

Mr. Kennan. Yes, sir. 

Mr. Sprincer. Does this reflect the views of the White House? 

Mr. Kenpatt. This reflects the views of the administration, which 
includes the entire executive branch, sir. 

Mr. Sprincer. And you speak for that in this statement / 

Mr. Kenpaty. That is correct, sir. 

Mr. Rogers. Would the gentleman speak up? I cannot hear him. 
I guess I am hard of hearing, but I surely would like to hear him. 

Mr. Sprrncer. Mr. Kendall, with the qualific ation that are set out 
on page 4 in paragraphs 3 and 4, H. R. 6790 is acceptable to this 
administration ? 

Mr. Kenpatn. Technical and perfecting amendments aside, yes, sir. 

Mr. Sprincer. That is all. 

The CuHatrmMan. Mr. Rogers / 

Mr. Rogers. Mr. Kendall, do I understand now that your appear 
ance here is as the alter ego of the White House ? 

Mr. Kenpauu. Of the exetcutive branch. 

Mr. Rogers. Of the executive branch. I mean, you are speaking 
for the administration. 

Mr. Kenpau. Yes, sir. 

Mr. Rogers. And the statements included or contained in your 
statement reflect the thinking of that branch of the Government? 

Mr. Kenpauu. Yes, sir 

Mr. Rogers. On page 3 of your statement, you state that the Com- 
mittee, and you are referring to the Presidential Advisory Committee, 
recommended against the control by the Federal Government of the 
production, gathering, processing, or sale of natural gas prior to its 
entry into an interstate transmission line. 

Now, that was the recommendation of the Advisory Committee 
last year, was it not? 

Mr. Kenpatu. Yes, sir. 

Mr. Rogers. Has the executive branch of the Government changed 
its position insofar as that is concerned ? 

Mr. Kenpatt. I had a statement here somewhere on that point. 

The last sentence on page 3, beginning “If these views are modified 
by the increased emphasis which President Eisenhower has put upon 
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the protection of the consumer from unreasonable price increases, 
they express the present views of the administration.” 

So that the views of the committee do have to be modified to that 
extent. 

Mr. Rogers. Did not the President say at a recent news conference 
that he was for a gas bill which would protect the consumer but would 
not control or regulate the price at the wellhead ? 

Mr. Kenpauu. I don’t know whether he said that, sir. 

Mr. Rogers. Well, your statement seems to me to be somewhat con- 
flicting. You say that you are against the Federal control of gas, and 
then you say that you are for the Federal control of gas if certain 
items are included in the powers that are granted under this situation. 

Mr. Kenpatu. Mr. Rogers, you must excuse me from commenting 
on what the President meant in his press conference. It would not 
be fitting, if I were sure I knew. It is a fact, however, that in order 
effectively to protect the consumer it is necessary to avoid unreason- 
able price increases at the point of sale from the producer to the 
pipeline. 

Mr. Rogers. Well, but what I am getting at is, before that point, 
Mr. Kendall, where are we on Federal control? Is the administra- 
tion for Federal control or against Federal control ? 

Mr. Kenpatt. To the extent provided in this bill, with the amend- 
ments suggested, the administration is for the authority in the Com- 
mission to control. 

Mr. Rogers. Are you saying, then, Mr. Kendall, that the adminis- 
tration is for Federal control if they can have Federal control in the 
manner that they want? 

Mr. Kenpatu. I don’t have substantial objection to your statement, 
sir. 

Mr. Rogers. Well, this bill does create Federal control, does it not ? 

Mr. Kenpauu. It allows for Federal control. 

Mr. Rogers. You have been talking about the reasonable market 
price. Who is going to fix that reasonable market price? 

Mr. Kenpauu. E ssentially, it will be fixed by negotiation between 
the producer and the pipeline, with, however, the limitation that it 
may not go above a point which the Commission will determine. 

Mr. Rocers. Actually, what you are saying is this, Mr. Kendall, 
that the Commission is not directly empowered by this bill to fix a 
definite price ? 

Mr. Kenpauu. That is right, sir. 

Mr. Rocers. But they can refuse to permit you to charge a price 
which they think is unreasonable, and until you submit one that they 
think is reasonable they can just keep refusing, can they not? 

Mr. Kenpatu. The way the bill works, I think, ‘sir, is that they are 
required to set a level—if this question comes up, is raised in the nor- 
mal fashion, the Commission sets a level of reasonable price, and then 
either cuts back in the case of preexisting contracts, or invalidates the 
proposed contract over that price, as the case may be. 

Mr. Rocrrs. Then the Federal Power Commission would be fixing 
the price; would they not, Mr. Kendall ? 

Mr. Kenpat. It would be fixing an upper limit on the price; yes, 
sir. 
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Mr. Rogers. It would be fixing an upper limit on the price. In 
other words, that would be Federal control of gas production insofar 
as price is concerned ; would it not? 

Mr. Kenpatt. In interstate commerce; yes, sir. 

Mr. Rogers. In interstate commerce. 

Well now, let’s go into that for just a minute. Interstate com- 
merce, so far as gas is concerned, means clear back to the 6,000 feet 


under the ground, if your well is tied onto an interstate pipeline ; 
does it not ¢ 


Mr. Kenna. Yes; that is right. 


Mr. Rogers. So, I mean, there would not be any intrastate com- 


merce insofar as that gas is concerned, in that particular reservoir, 
or for that particular well. 


Mr. Kenpatu. That is right, sir. 

Mr. Rogers. Now, one other comment. I do not want to belabor 
this thing. There are many questions I would like to ask; but in the 
interests of time right now, there is only one other question I want to 
ask: 

You stated that this bill does have some features of exemption, that 
it would exempt producers from certain public utility matters or 
being branded by certain public utility requirements, one of which 
would be that they would not have to get a certificate of public 

convenience and necessity to stop serving gas to an interstate pipeline 
with whom they had a contract. Is that correct / 

Mr. Kenpati. That is the way I read the act, sir. 

Mr. Rogers. All right, now, "Mr. Kendall, that is a very, very im- 
portant point, and it is one I want to nail down. 

Is it your understanding that if I have a contract with the AB 
pipeline company for 10 years, and that-gas is going into interstate 
commerce, and that under the present existing situation, I am a public 
utility—and I would be, would I not, unless this bill is passed ? 

Mr. Kenpauu. At present, that is right, I think. 

Mr. Rogers. All right. Do I understand you to say that it is the 
feeling of the exec utive branch of this Government that if this bill is 
passe d. at the end of the 10-year contract period I can say to the 
pipeline company, “I am not satisfied with the contract. I do not 
want to renegotiate with you. I don’t like you. I want to sell my 
gas to somebody else, so I am shutting the valve on you, and I am not 
selling you any more gas”? Did I ‘understand you to say that the 
administration thinks that this bill gives the produce er this right? 

Mr. Kenpatu. Let me point out, sir, that is my impression of the 
bill, but I cannot speak for the administration to that extent, because 
it is not included in my formal statement, an opinion on that point. 

Mr. Rogers. Who can speak for the administration on that point? 
I think it is a highly important matter. 

Mr. Kenvauu. I think the C hairman of the Power Commission might 
well answer that question for you, sir, and he is to be a witness here 
this morning. 

Mr. Rogers. Well, I know, but you are speaking for the Bureau of 
the Budget and the Office of Defense Mobilization, which is an arm of 
the W hite House, if we have one in our Government. But you say 


that it is your impression that that would be the result if this bill were 
passed ? 
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Mr. Kenpauu. That you have a contract obligation, and if you 
satisfy that, your obligation is through. That is my impression. 

Mr. Rocers. Your obligation is through ? 

Mr. Kenpatu. Yes, sir. 

Mr. Rogers. And I am never again subjected to Federal control 
unless I make another contract and go back into interstate commerce 
where I would have to come under certain provisions of this bill having 
to do with the price situation we were talking about a minute ago? 

Mr. Kenpa. The specificity of your question is worrying me, Mr. 
Rogers, but that is my impression. 

Mr. Rogers. Well, I want it to be specific, because I do not want 
anybody to be running backward later on. 

But you do feel, personally, Mr. Kendall, as a lawyer, and your own 
impression of this matter is, that the producer would have the right 
to stop serving gas into that pipeline at the end of that contract period ? 

Mr. Kenpatu. Yes, sir. 

Mr. Rocers. Would you, Mr. Kendall, feel that that is the way the 
law ought to be? 

Mr. Kenpatu. Yes; I think that is the way it ought to be. 

Mr. Rogers. As an individual, or as a representative of the White 
House ? 

Mr. Kenvauu. I think our views would coincide on that. There is 
the desirability of retaining as much freedom of action, negotiation 
freely of contracts, arriving at prices at arm’s length, as is possible, and 
it seem to me that it contributes to that general aura to let the producer 
perform his contract and decide whether he will take on another. 

Mr. Rogers. As long as the producer is considered a public utility 
under the present status of things, he would have to have a certificate 
from the Federal Power Commission to stop serving the gas 

Mr. Kenpatu. That is as I understand it, sir. 

Mr. Rogers (continuing). Would he not? 

The situation that I want to find out about, and I hope I can make 
myself clear on it, is this: The administration’s thoughts on this gas 
regulation, are they confined to the fact that the need for a certificate 
of convenience and necessity is the big burden that is on the back of 
the producer ? 

Mr. Kenpvatzi. Oh, I don’t think so, sir. I think that it is only 
reasonable to conclude that control of the price, any sort of a control 
on the price, is a very substantial burden, and probably the chief 
burden of control but, in the interests of the consumer, that burden to 
the extent of this bill, with the proposed amendments, should be 
assumed. 

Mr. Rocers. You spoke of the fact that if this bill passed, the pro- 
ducers would be relieved of the need of getting this certificate and 
other sorts of things having to do with public utilities. 

Would you point out to me what those other sorts of things are? 

Mr. Kenpauw. I think I am already well over my depth, Mr. 
Rogers, but there is the matter of accounting methods, things of 
that sort. However, the Chairman of the Commission is here, and 
he has his General Counsel who is an expert in this field with him, 
so if you could save some of those technical questions, you would 
avoid my making silly mistakes. 

Mr. Rocers. Well, thank you, sir. 
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One other thing, and then I am going to quit. Insofar as the use 
of the cost in determining a price, you want to strike that out insofar 
as the limitations on the Commission’s power are concerned, and 
permit the Commission, even under this bill, to take into consideration 
costs in reaching their conclusion as to what is or is not a reasonable 
price ? 

Mr. Kenpatt. Among the many other factors. 

Mr. Rogers. Yes, sir. 

Mr. Kenpauu. Yes, sir. 

Mr. Rogers. But I mean the costs are the item that has to do with 
public utility operation in fixing the prices under public utilities; is 
that not right, Mr. Kendall ? 

Mr. Kenpauy. That is right; yes, sir. 

Mr. Rogers. The Federal Power Commission today is not using that 
cost is it? 

Mr. Kenpauu. It is my understanding they have moved to a reason- 
able market price or a reasonable field price in recent decisions; yes, 
sir. 

Mr. Rogers. Well, I know, but I mean are they using the cost as 
one of the major factors in determining the reasonable market price? 

Mr. Kenpauu. Well now, that certainly is a question that should 
go to the Chairman. I do not feel competent to answer that, whether 
they are considering costs, and to what extent. 

Mr. Rocers. But if we adopt your proposition, then the Federal 
Power Commission would have the power to use costs alone, actually ; 
would they not? 

Mr. Kenpa.u. It would seem to be not in keeping with the statute, 
if they weretodoso. It would still read, if we struck “costs” : 

The Commission shall recognize the fact that natural gas is a commodity and 
shall not use the public utility rate base cost-of-service concept or formula. 


And further on, this sentence occurs : 


The reasonable market price is not necessarily the price of the last sale, the 
highest price, the lowest price, the weighted highest price, the average field price, 
or other price arrived at by the mechanical application of a single criterion. 
Instead, it is a price which the Commission, exercising its judgment and dis- 
cretion in weighing, among other things directly relevant to the issue, all factors 
enumerated above, determines, is the reasonable market price. 

Mr. Rogers. Why do you want that “costs consideration” put back in 
there / 

Mr. Kenpatu. [ am not asking that it be put in. I am asking that 
the prohibition against it be taken out. 

Mr. Rogers. Why? 

Mr. Kenpau.. So that in exercising their judgment and discretion, 
they would not find a door closed to them. I think it might be a rele- 
vant factor from time to time. 

Mr. Rocers. That is all at present, Mr. Chairman. 

Thank you, Mr. Kendall. 

The CHamman. Mr. Alger? 

Mr. Hesevtron. Mr. Chairman, I assume the House is in session now. 
I wonder what the chairman’s position is in terms of holding hearings? 


The CHarrman. Obviously we cannot conclude with Mr. Kendall 
today. 
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As you state, the House is meeting now, and in view of the fact of 
the program of the House this afternoon, with the housing bill, we 
will have to adjourn, when we adjourn today, to meet tomorrow at 
10 o’clock. 

Mr. Aveer. Mr. Chairman. 

The CuarrMan. Mr. Alger. 

The committee will be in order now. We have not adjourned. 

If we can just in a very few minutes give other members who are 
here and would desire at this time an opportunity to ask Mr. Kendall 
questions, I think it is only appropriate that we do so. 

Mr. Avcer. Mr. Chairman, I can be very brief. I did have a couple 
of questions while we are here, if you choose to remain. Is it per- 
missible for me to—— 

Mr. Dincei. Mr. Chairman, I am going to make a point of order 
at thistime. The House is in session. 

The Cuarrman. The committee will adjourn until 10 o’clock to- 
morrow morning. 

(Whereupon, at 12:05 p. m., the committee adjourned, to reconvene 
at 10a.m., Wednesday, May 8, 1957.) 
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WEDNESDAY, MAY 8, 1957 


Houser or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in the Caucus 
Room, Old House Office Building, Hon. Oren Harris (chairman) pre- 
siding 

The Cuamman. Let the committee come to order. 

When the committee adjourned yesterday, Mr. Alger was about 
to interrogate the witness. 


Mr. Alger? 


STATEMENT OF CHARLES H. KENDALL, GENERAL COUNSEL, 
OFFICE OF DEFENSE MOBILIZATION—Resumed 


Mr. Arerer. Thank you, Mr. Chairman. 

Mr. Kendall, I read your statement here, and I listened very care- 
fully yesterday not only to what you said in this statement, but the 
other questions, and I jaa want to tell you that in order to assure my 
colleagues that although I am from a gas and oil State and it may 
he presumed I think that way automatically, I am trying to weigh 
the facts rather than do it that way. 

My questions are these: In view of what you said yesterday on both 
pages 4 and 5, in which you speak of cost data and speak of the proc- 
ess of exercising judgment and discretion, and in response to some 
questions in whic h you said, I believe, at the time the gentleman from 
Michigan, Mr. Bennett, was questioning you, that the administration 
believed in the least Government regulation possible, I simply want 
to ask you: In this bill and in your view oint, or from the administra- 
tion’s viewpoint, where does this bill Vitter from complete Govern- 
ment control at the discretion of the Commission ? 

Mr. Kenna. Well, sir, as I pointed out yesterday, there are some 
characteristics of utility control which it does not exercise with re- 
spect to the production, processing, and gathering of natural gas. It 
does not make the producer a natural-gas company, as I read the bill, 
but relates only to sales contracts between the producer and inter- 
state pipelines. 

Mr. Avcer. Wherein does this give the producer any more freedom 
than if he were under the utility ratemaking that you speak of? 

Mr. Macponaxp. I can’t hear anything. I can hear Mr. Alger, sort 
of, but I cannot hear Mr. Kendall at all. 
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Mr. Kenpauu. The respects in which it varies from general control 
over natural gas companies, I think could be best explained by the 
Chairman of the Commission, who will be, I think, the next witness, 
Mr. Alger, but it is my impression that one of the major respects in 
which it varies is that it lets the natural gas company decide, among 
other things, whether it wants to stay in the business of interstate gas 
production if its contractual commitments are at an end, for example. 

Mr. Axcer. In other words, if the producer disapprov es the Com- 
mission’s findings, then he can get out of the interstate business, in 
effect. 

Mr. Kenpatu. The thing that a utility, as I understand it, has to get 
permission to do, discontinuing service. A public utility discon- 
tinuing service ordinarily requires the permission of the regulatory 
commisison involved. 

Mr. Axrcer. I will pass to other questions, and these I will ask of 
other witnesses. 

You made the remark yesterday, too, I believe in answer to a 
question by the gentleman from West Virginia, Mr. Staggers, that 
it was not the intention of the Commission to regulate sales: I believe 
that is the way you expressed it. Is that not correct ? 

Mr. Kenpatt. I hope mr I did net mean to speak of the intention 
of the Commission, sir. I did not mean to express my own opinion of 
what the Commission would do, particularly with the Chairman of the 
Commission here to say. 

Mr. Arcer. It was my impression that you pointed out that the 
Administration did not intend to regulate sales; that is what I wrote 
down at the time you said it. 

Mr. Kenpauyu. Well, I am sorry. I don’t remember the connection 
in which that question and answer were exchanged. The Federal 
Government, of course, does not control distribution sales. It can 
control the transportation from the producer to the distributing 
company, and by this bill it would exercise a right of review and con- 
trol over the upper limit of a price charged by a producer and paid by 
a pipeline. Soto that extent it would control. 

Me Atcrr. I wrote down at the time you said it, and I can be 
quite wrong on this, you said that sales are not to be regulated by the 
Commission. 

Mr. Kenna. It would be an aberration on my part if I said it. 

Mr. Acer. Do you not feel that he who controls the price, as the 
Commission will, naturally controls sales, just as a matter of market 
analysis. 

Mr. Kenpauu.. Control of price is, of course, a very strong and im- 
»ortant control. There is no doubt of that, Mr. Alger. 1 suppose that 
it does not go to deciding to whom you would sell and from whom you 
would buy. 

I think there is some element—there are some elements of competi- 
tion and of choice left in this picture. 

Mr. Acer. Well, I want to pursue it further, but I see it would 
not be appropriate at this time, except to point out that he who 
regulates the price necessarily would regulate sales. 

Yesterday I was very much interested in your answer to Mr. Ben- 
nett’s questions in which you defined “reasonable” and “unreasonable” 
prices. How do you define what a reasonable price would be, and I 
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see the bill mentions this over and over again, a “reasonable price,” 
without a utility ratemaking base ? 

How do we define “reasonable price”? Would you? 

Mr. Kenpauw. I think that the bill itself iaainatee that it is a mat- 
ter of considerable difficulty, and that it will require judgment and 
discretion. That phrase, as a matter of fact, is a quote from the bill. 

Mr. Arcer. Yes. 

Mr. Kenpaun, Perhaps a reasonable market price might be defined 
to be a price which provides for an active market, that is high 
enough to interest sellers and low enough to interest buyers. 

Mr. Arcer. I will pass on to my final question, then: It was the 
impression of some of us that the Supreme Court decision misconstrued 
the intent of Congress. This apparently is still a very debatable point. 

Do you think the administration’s viewpoint will ‘be to correct that 
misconstruing of intent, or merely to put in a control bill the express 
intent of the Supreme Court in controlling gas all along the line? 

Mr. Kenpatt. Sir, that is a difficult choice. I would myself prefer 
to express the bill as an attempt by the Congress to settle a question 
which is now considerably confused. As a lawyer, of course, I will 
agree with the Supreme Court as to what the law meant. But that, of 
course, doesn’t answer all the problems. 

There is left to the Commission the job of carrying out the assign- 
ment of the statute as construed by the Supreme Court. I believe this 
bill will make a very important contribution in allaying doubts and 
eliminating confusion, and giving direction to the work of the Com- 
mission. 

Mr. Acer. Thank you, Mr. Kendall. I appreciate your answers to 
the questions. 

I do not mind telling you that, reading your statement and this 
bill, too, I am puzzled about the present intent, so it is not surprising 
to me that other people have trouble construing our intent, also. 

Thank you, Mr. Chairman. 

The CHarrman. Mr. Dies? 

Mr. Dies. Mr. Kendall, as you know, we had extended hearings 
last year on this Harris bill. 

Mr. Kenpau. Yes, sir. 

Mr. Dries. We went into every phase of it, and heard witnesses 
from all over the United States, and it was pretty much the general 
agreement at that time of everyone who testified, and also of the 
administration, that it is impossible to administer the gas bill under the 
Phillips decision; that the administration cannot enforce that de- 
cision administratively ; and, therefore, they want some relief. 

Is that your conclusion about it ? 

Mr. Kenpaiyu. I know that it would be a very difficult job. I 
wouldn’t want to say that it is impossible to administer, but I am 
prepared to agree with you wholeheartedly that it would be a difficult 
Job, and time-consuming. It would take, I think, many years to 

catch up with the bac klog. 

Mr. Dres. And it would require an army of employees to make any 
bona fide attempt to administer it ? 

Mr. Kenpauyi. I imagine the administrative expense would be 
substantial, yes, sir. 


Mr. Dres. Yes. 
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Now, during the hearings, the chief complaint that we heard was 
with reference to the indefinite escalator clause. That was the prin- 
cipal objection we heard from different people, not only from the 
distributors but from those who represented the consumers, and we 
undertook to take care of that in a manner which appeared to be 
fair. 

We tried to get a bill which was agreeable to the administration, 
and we were under the impression when we finally worked out that 
Harris bill that we had a bill which the administration approved. 

So far as I know, the administration still approves that bill, because 
in the veto message the President indicated that he had no objection 
to the bill, but because someone offered to contribute to someone, 
some Senator’s campaign expenses, he found it necessary or expedient 
to veto the bill. 

Are you prepared to say whether the administration is now opposed 
to the Harris bill as it passed the Congress last year? 

Mr. Kenpatu. As I said in my formal statement, Mr. Dies, the 
views of the administration must be considered to be the bill now 
before this committee, technical and perfecting amendments aside. 
with the two changes I suggested. 

Mr. Dies. In other words, are we to interpret your statement as 
meaning that we cannot depend upon the administration to support 
the bill unless we pass it substantially as it is introduced, with the 
amendments suggested here? 

I mean, it is very important. We spent many weeks, many hard 
weeks, last year, and members of the committee worked hard. It was 
not an easy task, and it certainly was not a pleasant one. 

And after all of our efforts and all of the concessions made and 
we got a bill which represented the judgment of the majority of the 
committee and the Congress, then we were disappointed by a veto. 

Now, is there any assurance, or can anyone, speaking for the admin- 
istration, give us any assurance, that we will not have the same expe- 
rience this year? 

Mr. Kenpauu. Mr. Dies, no one can give you that assurance; you 
are correct. 

Mr. Dies. No one can give us that assurance ? 

Mr. Kenpati. The President must be permitted to decide whether 
or not to veto when the bill is before him, having passed both Houses. 

Mr. Dies. I understand the President would not commit himself 
in advance; but in view of our experience last year, we ought to have 
some word of hope that, after an extended hearing and a lot of work, 
we have some assurance that the bill will become law. 

I understand that the administration wants an amendment which 
will give regulatory power in contracts which have definite prices 
as well as indefinite. Do you know what brought about that change? 
No one objected to definite escalator clauses last year. Everyone 
thought it was perfectly fair. 

And I am very much surprised, in fact I am shocked, if you can 
ever be shocked, to find that after all the testimony last year in which 
no one objected to definite price increases, that you now come forward 
and say to us that you want to give the power of regulation in such 
a matter. 
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What is your explanation for that? 

Mr. Kenpaz. Only that it was considered within the adminis- 
tration, Mr. Dies, and it was thought that that would be a substantial 
contribution to the concept of protection of the consumer in his right 
to fair prices. 

I should point out that the bill before the committee, without this 
amendment, provides for a review of step-up clauses in the case of 
new and renegotiated contracts. All that this proposal which I have 
made does is add to that class of contracts which may be so reviewed, 
the preexisting contracts, those which are now in effect. 

The CHarrMan. Would the gentleman yield at that point? 

Mr. Dies. Yes. 

The CuarrMan. Since it has been brought up here, I was intending 
to ask you about that, Mr. Kendall As I “understand it, you have just 
said that their intention was to treat existing contracts as you would 
new proposed contracts. 

Mr. Kenna. In this connection, yes. I appreciate 

The Cruamman. Under the proposal of the bill, the new contracts— 
there are two kinds of contracts, as you know, defined in the new 
definitions here. Under the proposed bill, new contracts will be filed 
with the Commission. Then the usual procedure as provided in the 
bill may be followed. 

When the Commission considers the new contracts and determines 
that they come within the framework of the criteria and in fact are 
approved, then the Commission does not have further jurisdiction 
over those contracts; is that true? 

Mr. Kenpauu. That is the way I understand the bill; yes, sir. 

The Cnatrman. Now, what you are proposing here, on existing 
contracts where there were definite prices and step-up prices which 
are the result of the fact that the producer and the long line will 
agree, because of a business problem involved, that the first 5 years 
might be, say 8 cents, and the next 5 years step up 1 cent, to then meet 
the : average long-term price, on existing contracts you are proposing 
here, as I “understand from your explanation, that the Federal Power 
Commission have continuing jurisdiction throughout the life of those 
contracts until the last step-up clause. 

Mr. Kenpauu. There are two portions of the bill, as you pointed out, 
one of which calls for a review of new contracts, and another which 
calls for a review of increases in existing contracts which contain in- 
definite pricing clauses. 

It would be ‘possible to take the suggestion which I made yesterday 
and put it, so to speak, in either part of the bill, so that the Commis- 
sion would be reviewing existing contracts with fixed price increase 
clauses only once, as it would a new contr act, or each time a price in- 
crease was proposed, as it will an old contract with indefinite pricing 
clauses. 

The Cuarrman. But we are talking now about definite pricing 
clauses; that is what you referred to yesterday. 

Mr. Kenpawy. That is right. 

The Cuamman. And I wanted ¢: clear that up, because yesterday, 
as I gathered, you wanted to have a continuing supervision or juris- 
diction over existing contracts eine of how long they may be, 
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but on new contracts you look at them one time and, if they are ap- 
proved, then the companies involved may proceed with their program 
of financial arrangements, and so forth, to carry them out. 

But your statement here yesterday, as I interpreted it, said on ex- 
isting contracts you wanted the Commission to have continuing juris- 
diction throughout the life of that contract. 

Mr. Kenna. I tried not to deal with that particular aspect of the 
matter in the statement, and if I gave the impression that I was 
intending to put it in one part of the bill or the other, Iam sorry. | 
did not intend to suggest to the committee which it should do. 

Let me say at this point that I think certainly if an adequate review 
of a new contract. with a fixed-price clause is a single review, if that is 
adequate in a new contract, I don’t know why it should not be adequate 
in an existing contract; and I would have no objection to seeing a 
similar review of fixed price clauses in existing contracts as the bill 
proposes for new ones, rather than the continuous review or the review 
at each time a price increase occurs. 

The CuHairman. What I understand you to say, then, and if you can 
say definitely, what you are trying to say and you did say in your 
statement yesterday, is that you would not treat existing contracts 
any differently from the way you would treat so-called new contracts. 

Mr. Kenpatu. With respect to the definite pricing clauses. 

The Cuarrman. Yes; that is right. 

Mr. Kenpaut. I think that that would serve the end which the ad- 
ministration has asked to be achieved. 

You see, I am not saying any more on behalf of the administration 
than that there should be available a review of increases of this sort 
in existing contracts. So the question really that we are discussing 
now is: How may that most effectively be done? 

It is my opinion that it could be done either way, but. I see no reason 
why it should require more reviews, repeated reviews, in the case of 
existing contracts than in new ones. 

In other words, to put it in the class with the new contract fixed- 
price clause, determined price clause, would, to my mind, carry out the 
request of the administration for a change in this respect. 

The Cuatrman. Thank you, Mr. Dies. 

Mr. Dres. Mr. Kendall, what disturbs me individually is that you 
want, to take these existing contracts, give the Commission the right 
to change the terms, but to hold the producer bound by the contract. 
In other words, you are changing the rules of the game. You say now, 
“You made a contract, you have got to live up to your contract; but 
we can change the price, which is the heart of the contract.” 

Now, if the administration is going to insist upon that amendment, 
which no one wanted last year—distributors did not make any objec- 
tion to it; I questioned some of the representatives of consumers, the 
mayors, they found no objection to definite price increases. They 
understood the fairness of it, that no one wants to make a 20-year 
contract without some provision for adjustment in prices. 

_ Now you come before the committee, the administration does, and 
injects this very serious, I think it is a most serious thing, and together 
with the cost provision, which was not even suggested last year. 

If the administration is going to insist upon those two amendments, 
then it seems to me that we are going to have great difficulty getting a 
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bill here. I wonder if there is any way that you or some spokesman 
for the administration could get some definite statement from the 
President of exactly what his policy y is going to be. 

I mean, if he is going to insist upon an amendment which would 
permit a contract to be rewritten as to the pricing, that is, as to an 
existing contract where the terms are specific, where men have set 
down and written a contract which both sides understood the full 
meaning and import of, then you are going to say to the producer, 
“Now, Mr. Producer, you have got to live up to your contract, but we 
are going to reserve ‘the right to change the price of it, even though 
the price is definite.” 

And then you are going to insist on having costs as one of the fac- 
tors to be considered in this bill. And it seems to me what you really 
want to do, then, is to change the regulatory law so as to make it easier 
for the administration, without making any important or substantial 
concession whatever to the producer. 

We started out, not on that basis, but we started out here on the 
basis that the Phillips decision was wrong, just like the Tidelands 
decision was wrong. We corrected that in “the C ongress. 

We did not start out on the question of making it more convenient 
or easier for the administration to administer, but we started out on 
a matter of principle. 

Now we are sacrificing the principle, and we are right back to the 
Phillips decision, with some miner aed ations. 

I think that is very important. do not know whether you can 
speak for the administration, but so fe as I am concerned there is no 
testimony before this committee which would justify interference 
with those existing definite price agreements. 

Mr. Hesevron. Will the gentleman yield? 

Mr. Dries. Yes, I yield. 

Mr. Heseiron. I have restrained myself during the eloquent ad- 
dress of my friend 

Mr. Dies. Thank you. 

Mr. Hesevron (continuing). Although I have been tempted to ask 
him to yield several times. 

He was using the editorial “we.” He said most recently we started 
out with the impression that the Phillips decision was wrong. 

Mr. Dres. I did not include the gentleman. 

Mr. Hesevron. I think the editorial “We” must be limited to a one- 
vote margin. 

Mr. Dies. I meant the majority of the committee, the ones who fa- 
vorably reported the bill. I was not speaking of the minority who 
seemed to be in favor of the Phillips decision. 

Mr. Heseiron. Thank you. 

Mr. Dincetu. I can say I do not seem to be, I am in favor of the 
Phillips decision. 

The Cuatrman. The gentleman from Texas has the floor. 

Mr. Dies. I do not see any sense in continuing the questioning un- 
less we can have someone who can say the administration is saying 
that it is insisting on these two changes as the price we must pay for 
support of this bill. 

The Cuatrman. Anything further, Mr. Dies? 

Mr. Dies. No. 
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The Cuarrman. Mr. Derounian ? 

Mr. DerountAn. No questions. 

The Cuarrman. Mr. Avery? 

Mr. Avery. No questions. 

The Cuarirman. Dr. Neal? 

Mr. Neat. No questions. 

The Cuarman. Mr. Flynt? 

Mr. Friynt. Mr. Kendall, what is the position of the administration 
on the bill as written? As its spokesman, do you favor it, or do you 
oppose it ? 

r. Kenpatu. In my statement yesterday, sir, I reached that point 
in these words: 

With these two changes in the bill now before the committee, technical and 
perfecting amendments aside, enactment of the legislation would be in accord 
with the program of the President. 

Mr. Fiynt. That is on page 5, the three lines comprising the second 
paragraph on that page? 

Mr. Kenpauu. That is right, sir. 

Mr. Friynv. All right. 

Now, let us, assume that no amendments, no modifications, other 
than technical and perfecting amendments, are made to this bill. 
What then would be the policy of the administration ? 

Mr. Kenpaty. You would not then have the assurance that I gave 
yesterday that the legislation would be in accord with the program 
of the President. 

Mr. Fiynt. Is it your recollection that in 1956, the bill which 
passed the Congress and was sent to the President was then in accord 
with his views ? 

Mr. Kenpauu. He expressed himself on that, sir, in the veto message. 
He wrote a veto message when he sent the bill back. 

Mr. Hesetron. I cannot hear you. 

Mr. Kenpau. He wrote a veto message when he sent the bill back 
last year, in which he expressed his views to the extent that he wished 
to, and he indicated that something generally along these lines was 
desirable, but that it would be improved by further protection to the 
consumer; and then he gave the other reasons, with which you are 
familiar, about being unwilling to sign the bill at that time. 

Mr. Fiynt. That is correct. 

Do you think, as the spokesman for the administration at this time, 
that H. R. 6790, with the two suggested amendments and modifica- 
tions outlined by you, is in general accord with last year’s bill? 

Mr. Kenpat. I think the bill is an improvement over last year’s 
bill. I am not sure what “general accord” might be construed to 
mean. It deals, of course, with the same problem. It ends the con- 
fusion. It gives the Commission a direction in which to move. It 
advises the producer and the pipeline as to what the future holds by 
way of regulation. 

Both bills did both of those things, I think, sir. 

Mr. Fiynt. If the bill should be enacted with the two modifica- 
tions suggested by you, would that give the Commission any direction 
in which to move except in direct accord with the decision in the 
Phillips case ? 

Mr. Kenpatu. That requires my being able to say what would be 
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in direct accord with the Phillips case, and I am not sufficiently an 
expert on the subject to be able to tell you about that. eR 

Mr. Fiynvr. You recognize the difference in the general principles 
of the bill as now written, and as the bill would be with the two modi- 
fications suggested by you as being in accord with the program of the 
President? You recognize those substantial differences, I am sure. 

Mr. Kenpaut. Yes, sir; I think they are substantial differences. 

Mr. Fiynr. Is it not true, or I will put it this way: Is it true that 
if these two modifications were laos into the pending legislation, 
that that would have the effect of continuing the law exactly as it 
appears to be in the light of the Phillips decision ? 

Mr. Kenpaut. No, I think not, sir. I think a study of the bill 
would bring up a number of differences, but one comes to mind at 
once. Certainly the Phillips decision would permit the Commission 
to use the public utility rate base concept in determining price. This 
bill tells the Commission not to use that base. I think that is im- 
portant. tt Bt 

Mr. Fiynt. Then it is your personal opinion, your considered legal 
opinion, that the Phillips decision would treat the entire processing, 
from wellhead to jet burner, of the natural-gas industry as a public 
utility? You think it goes that far? 

Mr. Kenpatu. My impression is that the Phillips decision included 
the producer for interstate sale as a natural-gas company within the 
act. That is my impression of the decision. 

Mr. Fiynr. And, therefore, subject to complete regulation ? 

Mr. Kenpatt. Yes, sir. 

Mr. Fiynt. Without further legislation. 

Mr. Kenna. Yes, sir. 

Mr. Fiynr. Under the terms of the Natural Gas Act of, I believe, 
1938, as amended ¢ 

Mr. Kenpatu. That is correct. 

Mr. Fiynv. Let me now go back to this question of the contracts: 
Can you give us any basis, any sound basis, for declaring a contract 
void as against public policy, and yet holding either party to the 
remainder of the contract, in the event a certain part of it is declared 
void or against public policy ? 

Mr. Kenpaty. Whether T can give you a reason that is sound, sir, 
is a subjective matter. 

Mr. Fiynt. Well, one that you think is sound. 

Mr. Kenpatu. All Government regulation is undersirable in some 
senses. I think Government regulation is a necessary evil; so that 
if it isn’t necessary, it becomes a plain evil. 

In this case and in many other cases of regualtion of utility rates, 
ordinary contract obligations and privileges are interfered with by 
the Government. And, if it has to be done for the protection of the 
consumer and to assure supply, then it is justified. 

That is basic, I think, to the utility concept. It is affected with a 
public interest, and that overrides the individual interest of the con- 
tracting parties. I don’t say that I like the idea, but I think it is 
necessary in many fields. 

Mr. Friynt. What about the constitutional provision which says 


that no legislation shall be passed which impairs the validity of an 
existing contract ? 
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Mr. Kenpatu. That, as you know, has been subject to interpreta- 
tion as to what the Founding Fathers meant by it, and I would have 
to do considerable study to give you a present picture of the status 
of the clause in the Constitution. But it certainly does not mean 
that regulation of public utilities is forbidden. 

Mr. O’Hara. Will the gentleman yield ¢ 

Mr. Fuiynvr. Yes, sir. 

Mr. O'Hara. What about the Gold Clause cases ? 

Mr. Fiynt. Are you asking the witness ? 

Mr. O’Hara. I would like to ask the witness that. 

Mr. Kenpatu. Yes. 

Mr. O’Hara. Is it not true in the Gold Clause cases that principle 
was established ? 

Mr. Kenpauu. Yes, although in that case the Court did not really 
say that the Congress was justified in what it did. It said the Court 
could not do anything about it. 

Now, in the case of regulating a utility, I think the Court has found 
in the past that such regulation, although on the surface it would ap- 
pear to violate the contracts clause of the Constitution, is nevertheless 
constitutional. 

Mr. Friynvr. That is, of course, assuming the public utility status. 

Mr. Kenpatu. Yes, sir. 

Mr. Friynt. But it gives the power to regulate businesses not. here- 
tofore accorded public utility status from the meaning of any benefit 
which might flow to such business by virtue of holding that public 
utility status. 

Mr. Kenpautt. That is true. That concept changes. 

Mr. Fiynv. There is no provision, either in law, decision, regula- 
tion, or otherwise, as I have been able to determine, which has ever 
required or granted a certificate of convenience and necessity to a 
gatherer or a producer. Do you know of any such? 

Mr. Kenpatu. I think, sir, that the Court has held that the Natural 
Gas Act of 1938 covers that point. 

Mr. Fiynt. The Court did, but is there any legislation, other than 
in the doubtful way and unclear way of the Phillips decision, any 
legislation which would be clear to a reasonable man to tell us what 
it meant ? 

Mr. Kenna. It is my impression that certificates have been re- 
quested. I am not sure whether any have been granted, but the Com- 
mission is represented, and of course they know. 

Mr. Fiynt. So far as you know, have any been granted? I will 
put it that way. 

Mr. Kenpauu. I simply don’t know. I have no impression one way 
or another. 

Mr. Fiynrt. I have no further questions. 

The Cuarrman. Mr. Bush? 

Mr. Busu. I have no questions. 

The Cuarrman. Mr. Schenck? 

Mr. Scuencr. Mr. Chairman, I have been very much interested in 
Mr. Kendall’s testimony, and from what I gather, it is the feeling of 
the administration that the bill as presently proposed, H. R. 6790, 
might result in increased prices to retail consumers if these amend- 
ments of which we spoke are not made a part of the bill. 
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Mr. Kenpat. Sir, the bill itself is not going to result in price 
increases. I don’t suppose, and I expect price increases will occur 
even if the bill is passed. 

What the proposal of the administration would do, we hope, would 
be to see to it that those increases did not result in an unreasonable 
price. An increase may, of course, be reasonable. 

Mr. Scuenck. Then it is your feeling, Mr. Kendall, that these 
amendments of which you spoke are quite essential ? 

Mr. Kenna. I personally think them important, yes, sir. 

Mr. Scuenck. Well now, is the cost of heating homes by gas and 
the use of gas in industrial processes a part of the formula taken 
into consideration in developing the cost of living index? 

Mr. Kenpat. I believe it is, sir. 

Mr. Scuenck. Since the cost of living index is used in the estab- 
lishment or increase or decrease of wages of thousands of workers 
throughout the country, if the use of gas is taken into consideration in 
establishing that cost index, cost of living index, and if the price of 
gas increases, would that not be a factor in inflation ¢ 

Mr. Kenpauy. I would expect the cost of home heating, if it goes 
up, to be a factor in the cost of living index, sir. Whether or not 
the result is inflation, is a matter for more competent people than 
I to pass on. It is an economic question on which I will have to beg 
ignorance. 

Mr. Scuenck. Since the President, in his state of the Union mes- 
sage, referred very specifically to the dangers of inflation, and if 
this causes an increase in the cost of living index, which is a further 
cause of inflation, then how do you reconcile the approval of the ad- 
ministration of a measure which would cause inflation when the 
President specifically recommended against it / 

Mr. Kenpauu. There are two things I should say ¥ that, sir. 

First, let me repeat that the bill itself will not cause inflation. 
Other factors may increase the price of gas, but the bill will not have 
that effect. It is not a proximate cause of increases. 

Secondly, in avoiding inflation, I do not think—and I am in an 
area in which I am confessedly not an expert—but I do not think it 
is possible to hold a particular single price and say, “Because we 
want generally to avoid inflation, we will hold to this strict, hard 
limit in a particular area,” because there are so many other things 
that contribute to costs in that industry. 

In the wartime, we found you could not put a price ceiling on 
without regard to the things that went into the production of the 
item on which the ceiling was imposed. 

Unless you can stop the movement generally, it is not only unfair, 
it is impossible, to stop it in a single, isolated area. 

Mr. Scuenck. Well, in the President’s message, he specifically 
urged business and labor to get together with an idea of holding the 
line so that inflationary pressure would not further be exerted on 
the cost of living. 

Mr. Kenpati. And I am sure he hoped that request would be hon- 
ored in the natural gas industry as elsewhere, sir. 

Mr. Scnenck. And so, since apparently it is felt that an increase 
in the price of space heating is going to result from the operation 
wr the adoption of a bill which takes the control off the price of gas 
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at the wellhead, it seems to me that there is a tie between the two 
which is inescapable, and I just wonder how you reconcile those two 
points of view. 

Mr. Kenpatu. I think they are reconcilable. The one great pur- 
pose, of course, of this bill, as I understand it, is to protect the con- 
sumer in another respect, in assuring the supply of gas for his space 
heating equipment; and that, of course, is important to him, as well. 
Making a low price but making no gas available would not help him. 

These are difficult ends to accomplish at once. They appear to move 
in different directions, and yet we have to accomplish them both as 
best we may. 

Mr. Avery. Will the gentleman yield at that point? 

Mr. Scuenck. Yes. 

Mr. Avery. Would it not appear, if they were going to inject the 
cost of living in the fact of considering the natural gas bill, would 
it not logically follow, then, we ought to bring in all of the competi- 
tive fuels and put them in the same category ¢ 

It does not seem to me that we ought to single out natural gas 
at this point and make it a factor in the cost of living index, unless 
we are going to put all the competitive fuels in the same perspective. 

Does the gentleman agree? 

Mr. Scuencx. Well, I would point out to my colleague that when 
you hook a home up to a pipeline, you have no way to have competi- 
tion in the cost of fuel because you have a captive customer. In 
other words, the pipelines from the field across State lines into a local 
distribution company into a home, certainly permits no use of com- 
petitive fuel. 

In the matter of coal, which can be shipped by several methods, you 
have a voice in the kind of coal you are going to use and the source 
from which you buy it. In the matter of oil, which gives you a choice 
of fuel from a number of different sources, you do have some freedom 
of choice both of the dealer, shipping manner and therefore a form of 
competition enters into the picture which does not apply in the case 
of gas. The price of coal and/or oil to purchasers may be nearly the 
same regardless of from whom it is purchased yet the price charged 
is established as the result of free competition and the customers are 
not captive customers. 

Mr. Avery. May I just make this further observation in that con- 
nection: Representing an area producing both coal and gas to some 
extent, it seems to me if the customer equips himself with a stoker 
and burns coal, it represents a capital investment of $500 on up, and 
he more or less becomes a captive customer of the coal industry. 

Mr. Scuenck. Except that he can buy coal from your very fine 
State of Kansas, or Pennsylvania, or from Ohio. He has the choice of 
the kind of coal he wants to buy. The coal companies have the choice 
of how they want to ship it, whether by truck, boat, or railroad cars, 
and competition in the field establishes the price. 

Mr. Staccers. Would the gentleman yield ? 

Mr. Scuenck. Mr. Chairman, those are all the questions I have. 

The Cuarrman. Mr. Dollinger? 

Mr. DotirNcer. No questions. 

The Cuarrman. Mr. Macdonald? 
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Mr. Macpona.p. Sir, to start off with, I am not quite sure you are 
being paraphrased correctly. If so, I did not understand you yester- 


is it the administration’s position that costs must be taken into con- 
sideration by the FPC? 

Mr. Kenpatt. No, sir. 

Mr. Macponatp. I would just like to clear that for the record, since 
both Mr. Dies and Mr. Flynt have indicated that the administration’ 
position is that the FPC must take into consideration costs. 

Mr. Kenpauu. That is erroneous. 

Mr. Dies. Would the gentleman yield? 

I do not think I made that statement. They may consider, which 
leaves us up in the air completely. 

Mr. Macponatp. Which is my next point. 

If it is just permissive that FPC consider costs, are you going to 
give them any guides as to when they shall or shall not take into con- 
sideration the costs of production ? 

Mr. Kenpatt. I do not propose any guides, sir. 

Mr. Macponatp. Is anyone else in the administration going to do it? 

Mr. Kenpauu. No. If it is to be done, it should be done by legis- 
lation. The administration, I think quite properly, would not at- 
tem nt to influence or guide the Commission in its determinations. 

Mr. Macpvonatp. In other words, you are passing it back to the 
Interstate and Foreign Commerce Committee, which I suppose would 
have jurisdiction to legislate when and under what circumstances the 
FPC shall and shall not take costs into consideration. 

Mr. Kenpauu. I did not suggest that it was necessary, sir. You 
asked if we would give any guidance. I said we would not. 

Mr. Macvonatp. Well, if you make an amendment where you make 
it permissive for the FPC to do it, and then do not give them any guide- 
posts as to when to do it, do you not think, as a lawyer , that our courts 
will be just clogged by people who do not get a decision favorable to 
themselves, : and are you not—and I know that you know you are—under 
those circumstances discriminating within a class, which the Consti- 
tution and every legal concept definitely says you c: annot ? 

Mr. Kenpati. W ell, sir, do you mean that if the Commission in a 
particular case puts spec ial emphasis on one of the factors listed in 
this bill, or aa aps does not pay much attention to another factor, 
that that makes their decision in some respect unconstitutional ? 

Mr. Macponatp. What I am saying is just this, and I think it is 
very clear: If in certain cases costs, under this bill, are taken into 
consideration, and in others are not, as a law yer you know that the 
first advice you would give your client is to ask the courts why they 
are being discriminated against and why one formula is being used 
to establish their prices, and another formula in another case. Is that 
not correct ? 

Mr. Kenpauu. Well, the bill forbids the use of a formula, sir. The 
bill says there will be no formula 

Mr. Macponatp. That I understand. 

Mr. Kenpauu. Inso many words. 

Mr. Macponatp. You spell out what shall not be done in great 
detail. It sort of rhymes, going back and forth, as what shall not be. 
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But I have looked the bill over very carefully, and I do not see what 
formula the poor people who are down at the FPC, struggling now, 
are going to use if you do not give them one, since you are sponsoring 
that amendment. 

Mr. Kenpaty. I don’t want to telegraph any of Mr. Kuykendall’s 
punches, but I think he is going to tell the committee that they believe 
they can operate under this bill. 

Mr. Macponatp. Very well. I was interested, sir, in your position 
in the Office of Defense Mobilization. You are in a unique position 
to answer as to whether or not you feel that the oil industry has been 
hampered, and thereby national defense has been hampered, since the 
Phillips case has gone into effect, by virtue of lack of incentive for 
exploration, the se: arch for and finding of natural gas. 

Mr. Kenpatu. I am not in a position to state a conclusion on that. 
It is perfectly possible, of course, that the mobilization base in our 
natural resources may be adversely affected by regulation which would 
choke off incentive and initiative. That is perfectly possible. 

Mr. Macponatp. Yes, sir. 

Mr. Kenpati. Whether it has happened since the 1954 decision, I 
am not in a position to say. 

Mr. Macponatp. Without being the least bit flip, sir, that, I must 

say, is not an answer, because if you could put music to those words, 
you could sell it in many States, and we have heard it many times. 

I agree that initi: itive can be chocked off by unfair legislation, but 
Tam asking you if, since this Phillips decision has gone into effect, the 
oil industry has been adversely affected by cutting off exploration, 
search for or finding of natural gas and oil resources? 

Mr. Kenpatu. I don’t know. 

Mr. Macponarp. All right, than you, sir. 

Is there somebody down in that Defense Mobilization department 
who does ? 

Mr. Kenna. I don’t know that, either. 

Mr. Drnceti. Will the gentleman yield ? 

Mr. Macpona.p. I haven’t yielded. 

Do you have any connection with the formulation of how much 
we do have in reserve? We keep hearing about the reserves of nat- 
ural gas being depleted. I was wondering if you had any connec- 
tion with that in your capacity as being in the Office of Defense 
Moblization ¢ 

Mr. Kenpatu. We use the estimates, but we do not make them, no. 

Mr. Macponaup. Is there anybody in your department who has 
any hand in checking on what the actual reserves are ? 

Mr. Kenpati. You mean in making some independent check of the 
reserves / 

Mr. Macponarp. Or finding out whether the check is correct or not. 

Mr. Kenpautu. No, we do not go behind the methods used by those 
departments of Government which make such estimates. 

Mr. Macponap. Well, actually, sir, is it not correct that the Gov- 
ernment departments do make the reserve checks of natural gas or 
oil, the fact is that they take the word of individual companies, un- 
named individual companies, who sit together in a room and put 
down on a piece of paper the amount of reserve they say they have? 
They do not have to name the company; they merely put down a fig- 
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ure which is accepted by the United States Government, is that not 
correct ? 

Mr. Kenpau. I do not know whether you are describing the pro- 
cedure used. 

Mr. Macponatp. Do you not think somebody in the Office of De- 
fense Mobilization, where the matter of oil reserves is obviously a 
very important one, as we learned just recently during the Suez 
crisis, should find out whether these reserve figures are correct ? 

Mr. Kenpatt. I think every effort should be made to encourage 
efficient and effective methods of determining reserves. 

Mr. Macponap. Right, sir. 

Mr. Kenpau. But we do have to end our responsibility somewhere, 
and it doesn’t go that far. 

Mr. Macponap. In other words, you are willing to take unsigned 
slips saying how much our natural-gas reserves Pare? 

Mr. Kenpatu. As I said, sir, I dont’ know whether that is the kind 
of information we get. 

Mr. Macponarp. I would suggest that somebody down there check 
it. 

Actually, in the administration’s reasons for supporting the bill, 
with the two additional things that you outlined, the reasons for that 
are that they want to protect both the consumer and the producer; is 
that right ? 

Mr. Kenpatu. Protection in the broad sense, I think you could 
say, of both the producer and the consumer. Natural gas is impor- 
tant to the well-being of the Nation. We want to see the producer a 
healthy, going industry ; yes. We want to see the consumer protected 
in his prices; yes. 

Mr. Wittiams. Will the gentleman yield at that point for a ques- 
tion ? 

Mr. Macponatp. Yes. 

Mr. Wiuiams. Along that line, was any consideration given to 
protecting the reserved powers of the States under the Constitution 
in connection with this bill? 

Mr. Kenpati. Well, this bill, of course, is to some extent a retrac- 
tion of Federal authority found to exist by the Supreme Court, and 
thus leaves an area to the States. 

Mr. Wittiams. Was any thought given to this? 

Mr. Kenpatt. I am sure thought was given 
sure thought was given to that. 

Mr. WitutaMs. That is all. 

Mr. Macponatp. Translated, I take it that your answer was, yes, 


that you are trying to protect both the consumer and the natural 
gas producer ? 


Mr. Kenpatu. That is right. 

Mr. Macponarp. You know the relative number between the con- 
sumer and the producer, I am sure. There are over 20 million con- 
sumers, roughly, and growing every day, and roughly 9,000, 8,000, 
depending on whose figures you take, producers; is ‘that not correct ? 

Mr. Kenpatu. Those figures sound reasonable. 


Mr. Macponatp. Well, sir, are you familiar with the bill I in- 
troduced, H. R. 6813 ? 


Mr. Kenpatu. Not by number, sir. 





I am sorry. I am 
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Mr. Macponatp. Well, the bill I introduced the same day that Mr. 
Harris and Mr. O’Hara introduced their bills. I introduced a very 
simple bill which would exempt—exempt, not take under control, but 
would exempt—roughly 93 percent of all natural gas producers who 
are now tied up with the redtape they have to go through with the 
FPC, people who are small enough that fighting battles in Wash- 
ington is costly to them. And since you are interested in protecting 
the consumer and these producers, I was going to ask you if the ad- 
ministration would throw its weight behind a bill which would do 
just that. 

It protects the producers, because it eliminates 93 percent of all 
people engaged in production of natural gas, and yet keeps under 
control over 80 percent of the gas produced yearly, and roughly 90 
percent of the gas reserves. 

Do you not think that the administration would find such a bill 
an attractive one, if they really were interested in protecting the con- 
sumer and were really interested in protecting the small, independent 
producer ? 

Mr. Kenpati. Do you know, Mr. Macdonald, whether this bill has 
been sent to any of the departments for comment ? 

Mr. Macponap. No, sir. 

The Cuatrman. If the gentleman would permit, it is the custom 
of this committee, when a bill is introduced before it, for it to im- 
mediately be referred to the agencies involved. 

Mr. Kenpatx. Then it would follow the normal course of legis- 
lative clearance in the executive branch, and a response would be 
made. I am not authorized to make that response at this time. 

Mr. Macponap. I am just talking now—you are the administra- 
tion’s spokesman. 

Mr. Kenpatu. On this bill, sir. 

Mr. Macponap. Yes, sir. My bill is very germane to the bill we 
are hearing here, and I was asking you as a representative of the 
administration if, philosophically, the administration would not be 
in favor of such a bill, which does the three things you say you want 
done: (1) It protects the producer; gives administrative relief to 
our Government agencies, will prevent the avalanche, so-called, as 
characterized by Mr. Dies, of new employees at the FPC; and also 
the consumer groups are satisfied, they will be protected under its 
provisions. 

Do you not think, philosophically, the administration would support 
such a bill? 

Mr. Kenpatu. Your statement of the philosophy of the bill ap- 
peals to me, sir, but I am not in position to speak for the adminis- 
tration on it. 

Mr. Macponatp. In any event, if everything I say is true, the admin- 
istration would not oppose it? 

Mr. Kenpatxu. That seems to be a safe statement, sir. 

Mr. Sraccers. Will you yield to me? 

Mr. Macponarp. I will yield to the gentleman from West Virginia. 

Mr. Straccers. I am wondering if the gentleman from Massachusetts, 
in the consideration of his bill, would be willing to take the two recom- 


mendations of the administration to connect with his bill to gain more 
support for it ? 
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Mr. Macponap. I am not on the stand yet, Mr. Staggers, and I am 
happy not to have to answer questions now; just to ask them. 

But actually, as we all know, this is a very unique industry. It is 
unique in the sense that it is perhaps a monopoly on both ends. As 
you said, and as the President said to the newspapermen, he now 
beatae interested in natural gas since in Gettysburg he saw that the 
price of natural gas was going up 50 cents, and I just say I think that 
is typical of all of the consumers in the country, and that is why it is 
very hard to get consumers interested, because they think that perhaps 
their investment in this field is not a very big one. 

Actually, their investment is about twice that of the entire industry, 
but until they are hit with a price increase they do not pay any atten- 
tion. And Iam delighted to see that at long last, President Eisenhower 
feels that control should be had. 

But in any event, I was going to ask you whether you thought that 
the industry itself ‘already—and this is not on the bill, but in your 
position in the Office of Defense Mobilization, whether you feel that 
the rather unique tax benefit which these people receive, of at. 5, is not 
quite enough incentive to keep companies whose profits are at an all- 
time high still looking for more gas? 

Mr. Kenpauu. Well, sir, we are getting rather afield from the bill. 

Mr. Macponarp. No; we are not, sir. You are here representing 

the Office of Defense Mobilization, and we hear, as we will hear again 
this year, I am sure, that natural gas and oil are the two most impor- 
tant things to defense that we can have and, ther efore, should be treated 
very carefully, and I am asking you, since you are counsel for that 
Lepantanend, ‘whether or not you feel that the 27.5 is quite enough 
inducement to keep looking for this gas that is piped back to a aptiv e 
audience ? 

Mr. Kenpauu. Well, I would have to answer that on my own author- 
ity and speaking for myself. 

Mr. Macponatp. Yes, sir. 

Mr. Kenpaty. That it may not be. You see, no tax incentive can 
serve unless there is a profit to be taxed. 

Mr. Macponatp. Yes, sir; I quite agree. 

Are you aware of the situation in which the oil industry finds itself 
this year? Are you aware that this is the highest profit year that they 
have ever had ? 

Mr. Kenpatt. I understand they are presently in healthy condition, 
generally speaking. 

Mr. Macponatp. And they have been under the supervision of this 
Phillips decision for some 4 years now, have they not ? 

Mr. Kenpatu. It isn’t 4 years yet, and I don’t know how effective the 
supervision has been as yet. 

Mr. Macponaxp. I hope you are not attacking the Board which was 
appointed by Mr. Eisenhower, since I think they, under many difficult 
circumstances, tried to do a good job. 

Mr. Kenpatu. I am sure the Commission understands I am not 
attacking them. It is a tremendous task. 

Mr. Macponap. It is a tremendous task, indeed, and that is why 
t would like administration support for a bill that would relieve them 
of 90 percent of their duties, and I was wondering if you could take 
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up the matter with someone in the administration concerning support 
of the bill. 

Mr. DerountAn. Will the gentleman yield? 

Mr. Hesetton. Let’s have an answer. 

Mr. Kenpatu. The request for the views of the administration would 
be handled in the normal course in the Legislative Reference Division 
of the Bureau of the Budget, which w ould circulate the bill, get views, 
and determine whether or not it would be in accord with the program 
of the President. 

Mr. DerouniAn. Will the gentleman yield? 

Mr. Macponatp. I will shel: 

Mr. DerountAn. May I suggest to my good friend from Massa- 
chusetts that if he wants real pr actical support for his bill, he ought to 
talk to the Speaker of the House and he might get action. 

Mr. Macponatp. Without prolonging the c olloquy, which can better 
be continued in the cloakroom, Mr. Rayburn has forthrightly stated 
unless Mr. Eisenhower gets up some votes where he did not get them 
the last time, that his interest is not particularly keen in this bill, which 
he said on a number of occasions. 

To get back to your testimony yesterday, sir, you said that one of the 

safeguards was an arm’s-length bargaining, which would somehow 
protect the consumer. 

No. 1, I did not quite follow how it was going to protect the con- 
sumer; and No. 2, I was going to ask you w hether or not or where you 
felt the competition actually is. Is not the competition between pipe- 
lines trying to buy gas from people who have it, who keep it in reserve 
and, as the FPC figures will show you, qund” and I use that in 
quotes—just enough to keep the reserves up / 

Where else, except between the pipelines competing for gas and the 
price which is set in the field, is there any competition which would 
protect the consumer in this setup ? 

Mr. Kenpauyu. Well, except for the other side of that coin, I imagine 
that is all the competition there is. But the other side of the coin, 
of course, is the competition for a market by the producer of gas 
That is, you have not only the buyer looking for a seller, but the seller 
looking for a buyer, sir. 

Mr. Macponaup. And you actually feel that there is arm’s-length 
bargaining in a market in which roughly 3 percent of all the oil com- 
panies control over 80 percent of the market? You think that is con- 
ducive to actual arm’s-length bargaining ? 

Mr. Kenpatt. I don’t recognize those figures, sir. 

Mr. Macponatp. I refer you, sir, to a report of the Federal Power 
Commission which says “For immediate release,” without any date 
that I can find, and on page 3 there is a table which I will not take 

the time to read it into the record here, which will buttress exactly 
at Isaid. Asa matter of fact, it is 2.9 percent, not 3 percent, of all 
producers. 

Mr. Kenpatt. Control 80 percent of the reserves ? 

Mr. Macponaxp. Over 80 percent of the reserves, depending on 
whose figures you take. 

Mr. Kenpauy. W ell, it is certainly a fact that the fewer companies 


that control the more of a commodity, the less opportunity there will 
be for arm’s-length bargaining. 
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Mr. MacDonatp. Yes, sir. 

Mr. Kenpatu. That is the reason we have the antitrust laws. 

Mr. MacDonatp. Yes, sir. We are not taking up antitrust laws 
here. We are discussing a bill to regulate so that this industry won’t 
have to go before the antitrust people. 

The consumer, the people whom I should thing the Government 
would be mainly interested in, and I repeat my question, to which the 
answer—I do not mean to be fresh at all—again appears to be a re- 
statement of a basic economic theory. 

I am asking you, do you feel there is actually competition that 
protects the consumer in this field? 

Mr. Kenpauu. I think there is some competition. I do not think 
it is adequate to protect the consumer, and that is the reason I am here 
supporting a bill which would provide for limits on prices. 

Mr. Macponavp. All right. Thank you, sir. 

I might say, parenthetically, in closing, that I take it from what 
ee been said by people who represent at least gas-producing States, 

I do not say gas producers, naturally, that they feel outraged that 
prices should be geared to cost. 

My quarrel w ith you, sir, and the amendments which you suggested, 
is not that you used the word “costs” as a permissive cuide, but that 
unless you give guidance and say that “it shall,” it will ‘be of no effect, 
in my opinion. 

I am sure it is the first time I have joined by colleagues from Texas, 
Mr. Rogers and Mr. Dies, about matters dealing with oil, but I do 
agree with them concerning this amendment about costs. 

But I want to point out to you that it is rather—I want to point out 
to you that very recently, as a matter of fact as recently as April 19, 
1957—as you know and as we all know, oil is the main product and 
natural gas is just the byproduct, and there is more money made out 
of oil than natural gas—but as late as April 19, 1957, we had before 
us at that time, during the Suez crisis, people representing the oil 
industry who also control most of the natural gas, and at that time 
they were asking the question, when they wer e confronted with public 
disapproval for price rises, they were screaming: “What is wrong, 
what is wrong with gearing our prices to costs? If our costs go up, 
so prices should go up. And their entire argument. for saying that 
these crude-price increases should be granted was that their expenses 
were more, their costs were more, and ‘therefore they were saying that 
we, the Government, should go ahead with price increases in oil. 

In closing, I will just ask you this: We know there is no other in- 
dustry which oa the 27.5 percent depletion. Do you know of any 
other industry “that does not base its price for its product—you have 
give me some basic economic answers here this morning—do you 
know of any industry which does not. base its prices on the cost. of 
their production ? 

Mr. Kenpav. You mean entirely on costs, sir? 

Mr. Macponatp. On cost as the basic part. 

Mr. Kenpat. Basic part, of course, yes, they would all have to 
consider costs. That is the way to stay in the black rather than the 


red. But I don’t think it determines the price, even ordinarily, in 
business. 
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Mr. Macponatp. Do you know another business that does not base 
its price on cost ? 

Mr. Kenpauu. I know of none that does not consider costs, but I 
know very few that would determine their price entirely on the basis 
of costs. 

Mr. Macponap. I have no further questions. Thank you, sir. 

The Cuatrman. Mr. Jarman ? 

Mr. Jarman. Mr. Kendall, on page 3 of your statement, you refer 
to the Presidential Advisory Committee having had the benefit of a 
study by a task force of distinguished citizens. 

I would be interested, and ‘I believe others on the committee would 
be interested, in seeing a copy of the study, if we could have such, with 
a list of the names of those citizens who made the study, with the possi- 
bility of that being included in the record, if the chairman and the 
committee so desire. 

I wonder if that would be available. 

Mr. Kenpatu. I can give you the names, I believe, of the four mem- 
bers of the task force. They were James Brownlee, of the Whitney 
firm; Judge Wilkin, retired Federal district court judge; Charles 
Potter, coal-industr y economist; and John Ed Warren, the vice presi- 
dent of one of the New York banks, and former president of the 
Independent Petroleum Association. 

The report of the task force is, I believe, classified. 

Mr. Jarman. Allright. Thank you very much. 

One question I would like to ask about is a part of your testimony 
on page 5. In your statement on page 5, it is concluded that the rec- 
ommendation of this legislation, with the changes recommended, 
would be in accord with the program of the President. 

However, in the following paragraph, you referred to related rec- 
ommendations by the Presidential Advisory Committee on Energy 
Supplies and Resources Policy. 

My question, Mr. Kendall, would be: Would you say that it would 
be necessary to comply with these additional recommendations before 
this legislation will be in accord with the program of the President ? 

Mr. Kenpatt. No, sir. 

Mr. Jarman. Simply suggested, also. 

Mr. Kenpatu. As contributing to sound national policy on the uti- 
lization of our resources. 

Mr. Jarman. One other question on which I would like to ask for 
a comment: 

From the general text of your statement and answers to questions 

‘aised by members of the committee, can we conclude that the admin- 
istration, after exhaustive study, has endorsed the position that the 
present wellhead price regulation is discouraging to individual initia- 
tive and incentive to explore for and develop new sources of natural- 
gas supply, and that such incentive and initiative is a necessary ele- 
ment in insuring an adequate supply of natural gas for our national 
defense ? 

Mr. Kenpau. I think that that is in accord with what I said yes- 
terday. 

Mr. Jarman. I think that is all, Mr. Chairman. 

The Cuarrman. Mr. Younger? 
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Mr. Youncer. I have just one question which has been raised by 
Congressman Macdonald. 

In treating costs, is it not true that theoretically, when you con- 
sider any natural resource, whether it is coal or oil or minerals, 
the question of the actual cost of that natural resource is a very diffi- 
cult question to take into consideration in determining price, but 

‘ather, the market price is the best criteria on a natural resource ? 

Mr. Kenpat. It seems so to us, yes. 

Mr. Youncer. That is all, Mr. Chairman. 

The CHarrman. Mr. Moss? 

Mr. Moss. Mr. Kendall, is not the fact that gas is sold as a utility 
service the only excuse for any action here to undertake regulation 
of its price? 

Mr. KenpatL. I think that is right, yes. It is because there is not 
a free choice on the part of the ultimate consumer that it is important 
to protect him. Otherwise 

Mr. Moss. So the excuse is the utility nature of the distribution of 
gas itself? 

Mr. Kenpatt. I believe that is central to the concept, yes. 

Mr. Moss. Then how can we consistently disregard a utility princi- 
ple in regulating the price of gas, if we use this excuse of ‘a utility 
nature as the basis for regulation itself? 

Mr. Kenpati. You mean how can we prohibit the consideration of 
costs ? 

Mr. Moss. Yes. 

Mr. Kenpauu. I don’t think we should prohibit it. 

Mr. Moss. It is a “must,” is it not, for any effective regulation, in 
the public interest and in fairness to the producers? 

Mr. Kenna. It seems to me it could very well be a very important 
consideration in the determination that this bill asks the Commission 
to make, from time to time. 

Mr. Moss. What other criteria could be consistently substituted for 
cost consideration as a basic factor in arriving at price? 

Mr. Kenpauu. Well, I have difficulty in determining what other 
consistent consideration could be used or other consideration could be 
used consistently. 

Mr. Moss. We would be regulating because of a utility nature 

Mr. Kenpatu. That is correct, sir. The principle, however, that 
we are trying to arrive at is that a price which brings out the product, 
that encourages the production of the gas, is in the interest of the 
consumer as well as in the interest of the producer, and that a price 
which is not unreasonable is praticularly in the interest of the con- 
sumer, and I suppose ultimately in the interest of the producer, too. 

Mr. Moss. And to establish reasonableness, do you not find it neces- 
sary, as a rule, to apply some fixed criteria so that “reasonableness” 
will be reasonably uniform to all who are being regulated ? 

Mr. Kenpaut. I am afraid that in this partic ular case, the gas 
industry, applying a cost method of determining rates does not result 
in uniformity among the producers and, as a matter of fact, it has been 
shown to result in some rather peculiar prices. For example, in one 
instance there was a single well, as I remember, being priced, product 
from a single well being priced, at three different levels, because of the 
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use of the utility base formula. And, I don’t know, I don’t like to say 
that this industry is unique in this respect, because other extractive 
industries probably have similar characteristics, but it is thought by 
the administration that the utility base formula is not readily ‘appli- 
cable to the gas industry. And the Commission, I believe, has said 
that it is, I believe the word was, “unworkable.” 

Mr. Moss. Would that not indicate, perhaps, a modification of the 
usual concept of utility-type regulation ? 

Mr. Kenpau. Yes. 

Mr. Moss. Rather than an abandonment of the principle itself. 

Mr. Kenpatu. Well, the bill says that the formula shall not be used, 
and I think that simply means that that particular approach shall 
not be the approach. 

When it went on to say that costs should not be considered, I would 
be inclined to say the bill required abandonment of any consideration 
of costs. It did so specifically. And the Administration suggests 
that that prohibition be eliminated. 

Mr. Moss. But it is your view and the Administration’s view that 
the right to consider costs is a “must” if there is to be adequate 
regulation ? 

Mr. Kenpatu. I believe that is true, yes. 

Mr. Moss. Thank you. 

Now, on this Advisory Committee, you recited the names of the four 
gentlemen who constituted the task force. As I recall, you stated 
that in addition, they had the benefit of the opinion of experts from 
the natural-gas industry, and the views of consumer groups. 

What consumer groups were consulted ? 

Mr. Kenpauu. We had the views of a very large number of them, 
as I remember it, sir, although I was not w orking directly with the 

task force. I think I could cet you a list of them. 

Mr. Moss. I would appreciate having that information. 

(The information follows :) 


Groups HEARD FROM ON CONSUMER INTERESTS 


State of Wisconsin, care of Hon. Walter J. Kohler, Governor of Wisconsin, 
Madison, Wis. 

City of Detroit, care of Hon. Albert E. Cobo, mayor of Detroit, Detroit, Mich. 

City of Kansas City, care of Hon. William C. Kemp, mayor of Kansas City, 
Kansas City, Mo. 

City of Milwaukee, care of Hon. Frank P. Zeidler, mayor of Milwaukee, Mil- 
waukee, Wis. 

Public Service Commission of Wisconsin, care of Hon. James R. Durfee, chair- 
man, Madison, Wis. 

National Institute of Municipal Law Officers, 730 Jackson Place NW., Wash- 
ington, D. C., attention Mr. Charles S. Rhyne. 

United States Conference of Mayors, 730 Jackson Place NW., Washington, 
D. C., attention Mr. Paul D. Betters, executive director. 

Commissioners of Wayne County, Mich., County Building, Detroit, Mich. 


Mr. Moss. Are we to assume, from this statement, that there was 
unanimity on the part of the consumer group representatives, the 
natural-gas representatives, and the task force of distinguished 
citizens ? 

Mr. Kenpatu. No, sir. 

Mr. Moss. The unanimity, then, came only from the Presidential 
Advisory Committee itself? 
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Mr. Kenpatu. As I remember, the Committee itself was unanimous 
in its recommendations, that is correct. But the panel of consultants, 
of course, did not present a single point of view, nor did the con- 
sumer groups always agree with the consultants. 

Mr. Moss. Purely advisory, and in no way binding? 

Mr. Kenpauu. That is correct, sir. 

Mr. Moss. Those are all the questions I have at the moment, Mr. 
Chairman. 

The CuatrmMan. Mr. Dingell ? 

Mr. Dinceti. Thank you, Mr. Chairman. 

I was very interested in this problem of how we were going to 
establish costs, or rather, how we were going to fix rates if there is no 
consideration given to the elements of costs. 

Will you tell me how that ean be done, sir? 

Mr. Kenna. Well, the bill spells out a method of doing it. But 
I think that it would be less than effective if costs could not be con- 
sidered in any case. 

Mr. DinceLtt. You mean where it says, at the bottom of page 15, 
paragraph 4— 

The reasonable market price is not necessarily the price of the last sale, the 
highest price, the lowest price, the weighted highest price, the average field price, 
or the price arrived at by the mechanical application of a single criterion. 

In other words, it tells us what it is not, and then it still leaves it up 
to the Commission to more or less guess as to what the costs—as to 
what the market price might be; is that right ? 

Mr. KENDALL. Not guess, sir; but, in the exercise of judgment and 
discretion, reach a conclusion. And there are factors listed above the 
paragraph you were reading, which have to be considered by the Com- 
mission, by law. 

Mr. Drncetx. Well now, assuming that the Commission will not 
consider the things I just mentioned, and that they will not consider 
costs, and they will not use the public utility rate base cost-of-service 
concept formula, then you say the items in paragraph 3 they will 
consider; is that right ? 

Mr. Kenpatu. Subp: iragraph 4 does not prohibit the consideration 
of things like the highest price, the lowest price, the weighted price, 
and so on. It simply says they shall not be controlling. 

Mr. Dince.y. But we assume generally, it says it is not necessarily 
and we will presume that the Commission will presume that it is not 
necessarily dens things, taking the language of the bill; am I right? 

Mr. Kenpauy. It will not be a mechanical application of any of those 
criteria, that’s true. 

Mr. Drnoeti. All right. 

Will you tell me, then, just what the Commission is going to con- 
sider besides its own discretion in fixing these figures ? 

Mr. Kenpatu. The bill goes on and says the— 
price which the Commission, exercising its judgment and discretion in weighing, 
among other things directly relevant to the issue, all factors enumerated above. 

And the factors enumerated above are (a) whether the price as 
determined by it will assure to consumers of natural gas a continuing 
adequate supply thereof ; (6) whether the contract price was arriv ed 
at competitively and in arm’s-length bargaining. 

92196—57—pt. 1—_—-6 
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Mr. Dinecext. All right. 

Will you stop right wee and will you tell me how we can be sure 
that there is going to be this competitive, arm’s-length bargaining 
when we are dealing, as Mr. Macdonald quoted to you, when we are 
dealing with giants which hold 80 percent of the reserves, and when 
we are dealing with situations where you have pipeline buyers actually 
out competing for new gas discoveries? Will you tell me, sir? 

Mr. Kenpaty. The factor does not assume the negative. It does 
not assume that without arm’s-length bargaining they don’t still have 
to arrive at a reasonable price. It sim a requires the Commission 
to consider whether the contract price was so arrived at. 

Presumably, if it was not so arrived at, they will be extra careful 
in being sure that it isn’t an unnecessarily high price. 

Mr. Drncexx. Then these things under paragraph 2, items (a), (b), 
(c), (d), and (e), are not cr iteria for establishment of the reasonable 
market price; is that right ? 

Mr. KenpaL. Oh, yes; they are factors which the Commission must 
weigh. 

Mr. Dincetx. Well, did you not just tell me that these are not cri- 
teria for the establishment of the reasonable market price ? 

Mr. Kenpatu. What I intended to say was that if (b) is not present, 
that does not mean they cannot reach a determination as to reason- 
able price. They have to, anyway. They must consider whether the 
contract price was arrived at competitively. But if it was not, they 
still have to arrive at a reasonable price. They are not relieved of 
their obligation. 

Mr. Dinceti. Will you show me, then, in this bill one thing which 
the Commission is going to use besides its own God-given discretion 
as a criterion for fixing the reasonable market price ? 

Mr. Kenpatt. I had read two of the factors that they are required 
to consider. 

Mr. Dincetxt. What 

Mr. Kenpatu. There are five. 

Mr. Dinceti. What hard and fast things are they going to consider ? 
They can consider, they have the discretion to consider, these things. 
They do not nec essarily have to consider these things. In fact, you 
informed me that competitive and arm’s-length bargaining i is not a 
criterion—it is just a factor they may consider; is that right ? 

Mr. Kenna. It isn’t essential to every determination that they find 
there was arm’s-length bargaining. It could be so. 

Mr. Dinceti. You are not even going to protect the consumer by 
insisting in this bill that there be arm’s-length bargaining and com- 
petitive bar gaining; is that right? 

Mr. KENDAL tL. The Commission is not excused from arriving at its 
conclusion by the fact that there wasn’t. 

Mr. Drncetx. But it is not compelled to, is it? 

Mr. Kenpatt. That is right. It should consider whether there was. 

Mr. Drncett. In fact, all we do in this bill, we set up a number 
of things and say that the Commission may consider these things, 
and that as a result of its maybe having considered these things, we 
hope that it will find a reasonable market price; is that not what we 
actually do? 
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Mr. Kenpati. We are putting a considerable load on the Commis- 
sion, but it is the sort of thing regulatory commissions have to face, 
difficult jobs. 

Mr. Drncevi. You did not answer my question, now. Let’s be very 
frank about this. We are just setting up a number of things that 
the Commission may or may not consider in its own exercise of its 
arbitrary discretion ? 

Mr. Kenpatt. I don’t think so, sir. I think the bill says they must 
consider these factors. 

The point I was trying to make was, if some of these factors are 
not present, they still must go on and determine a price. 

Mr. Dinceit. And what I want to know is, how are they going to 
determine a price if some to these factors are absent? 

Mr. Kenpaty. On the basis of the rest of the factors and other 
relevant things, in the words of the statute. 

Mr. Dinceti. What other relevant things ? 

Mr. Kenpauu. I don’t know. 

Mr. Drncetu. In other words, in addition to these factors which 
the Commission may or may not consider, they may then consider 
other relevant things which you do not know, and on the basis of 
this whole mishmash, then they are going to fix any consumer’s 
prices; is that right ? 

Mr. Kenpatu. They are going to fix an upper limit on the price. 

Mr. Dinceti. An upper limit. And in fact, they may or may not 
fix an upper limit on that basis, is that not right? 

Mr. Kenpatu. I do not so read the statute. I think they are re- 
quired to find a reasonable market price. 

Mr. Dinceii. And the end result is that the consumer is going to 
take it in the neck, in this bill; is that right? 

Mr. Kenpat. I hope not. 

Mr. Dinceti. But let me ask you this question: This is going to 
result in gas price rises, is it not ? 

Mr. Kenpatu. As I said before, sir, I do not think this bill will 
result in gas price rises. 

Mr. Drncexi. Will you guarantee to me, then, that this bill will 
not result in gas price rises? [Laughter. | 
Mr. Kenpatu. I have been encouraged not to make that guaranty, 
sir. 

Mr. Dince.t. Then you have no way of knowing as to whether this 
bill will result in gas price rises of not, am I correct in stating that? 

Mr. Kenpatu. I don’t see any reason why the bill should result in 
increases, sir. The bill does not require that anyone pay any more 
than he wants to. 

Mr. Dincety. You are telling me, then, that one of my people back 
home who has invested a substantial sum of money in heating equip- 
ment or in converting his plant to use gas instead of coal or oil or 
some other competitive fuel, has a choice, then, of using or not using 
gas, going out of business, or reconverting back; is that right? 

Mr. Kenpatu. He does have those choices, yes. 

Mr. Dincetu. That is the choice he has? 

Mr. Kenpauu. Those are not very satisfactory choices. 

Mr. Dincett. Would you not say that is rather a Hobson’s choice ? 
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Mr. Kenpauu. They are not very satisfactory choices; that is the 
reason for putting an upper limit on the price. 


Mr. Dincexu. But that is the choice offered to my people under this 
bill, is it not ? 


Mr. KENDALL. I don’t think so, sir. 

Mr. Drneett. What choice are they, then, offered under this bill? 

Mr. Kenpauu. They are offered the assistance of the Federal Power 
Commission in holding prices at the producer-pipeline exchange to 
reasonable market levels. 

Mr. DineetL, And you cannot tell me what that reasonable market 
level is, and you cannot tell me what considerations will positively go 
into the determination of a reasonable market price at the wellhead / 

Mr. Kenpauy. Well, sir, I have tried to tell you five of them that 
are in the statute. 

Mr. Dinceti. You mean five things that you hope will be consid- 
ered, or that might be considered. 

Mr. Kenna. The law requires they would be considered, and I 
presume the Commission will do so. 

Mr. Rocers. Will the gentleman yield ? 

Mr. Dincewu. I would be glad to do so. 

Mr. Rocers. Do I understand the questions you are presenting have 
to do with a formula that will create a price which can be determined 
in advance as to what the gas is to sell for? 

Mr. Dincetxt. No. That is not what my questions are directed to 
at all. 

Let me say this for the benefit of my colleague from Texas: I have 
no objection to natural-gas people or any other businessmen or any- 
body else in this country making a fair return on his investment, and 
that is one of the objections I happen to have to this particular bill. 
I do not think it establishes fair criteria for the determination of what 
constitutes a fair return. 

Mr. Rocers. But you want this determination, though, to be made 
by a Federal commission. 

Mr. Dincett. I intend to go to that point later; yes. That is what 
I want. 

Let me say this 

Mr. Rogers. Just one other question. 

The CuarrMan. Let us proceed in order now. 

Mr. Dingell, I would suggest that you proceed with your questions 
on this, if you would. 

Mr. Rogers. May I ask this question, Mr. Chairman? He has 
yielded to me. 

Mr. Drincetu. I will be delighted to answer these questions here, or 
later, but I just wonder whether this is the proper place for me to 
answer. 

The Cuatrman. The gentleman has the right to yield or not yield. 

Mr. Drncetu. I decline to yield, with due respect: to my colleague 
from Texas. 

Mr. Rocers. I am taken aback a little, because he yielded to me for 
the question, and I did not get the answer to the question. 

Mr. Dincety. Let me ask you this question: Are you familiar with 
the remarks of Commissioner Connole on the subject of costs? 

Mr. Kenpatt. I don’t think so, sir. 
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Mr. Dineeti. Let me read what appears in a footnote on page 19 
of the Federal Power Commission’s Annual Report for the year 1956. 

Commissioner Connole concurred generally, but stated that any legislation 
must permit the Commission to retain its right to consider costs and revenue 
requirements where necessary and useful, for to do otherwise would be to 
risk the prohibition of their consideration. He stated that if costs could not 
be used, it would restrict consideration to the demand for and eliminate the 
consideration of the costs of natural gas, thus ignoring an essential element of 


reasonable value. Moreover, he said if the Commission were not permitted to 
consider the costs of producing— 


Wait a minute— 


if the Commission were not permitted to consider the costs, the producing in- 
dustry would be deprived of a constitutional protection against confiscation which 
all other natural-gas companies enjoy. 

Would you give me your comment on that ? 

Mr. Kenpatu. | think it sounds very reasonable. 

Mr. Dinceii. Let me go on to some other questions. 

We talked about the price going up. Now, let me say this: You 
were familiar that substantial money has been expended by the oil 


and gas industry for educational purposes to promote bills eliminating 
or reducing Federal regulation ; am I correct 


Mr. Kenpati. What I read in the papers, yes. 

Mr. Dinceii. Well, I believe the President’s veto message indi- 
cated that there had been some substantial expenditures made on 
behalf of just such proposals to eliminate or reduce Federal regula- 
tion of the natural-gas industry: am I correct ? 

Mr. Kenpauv. I don’t know. I don’t remember at the moment that 
the President expressed any opinion as to the amount that had been 
spent. 

I think he said there had been arrogant attempts to influence a 
vote, 

Mr. Dincett. Which of course required certain expenditures of 
money. Now answer this question for me: Do you think that the 
natural-gas industry would spend this money if it did not expect 
that it would result in some increased financial return to that industry ? 

Mr. Kennan. Well, an aswer to that question assumes an answer to 
the first question that I couldn’t give you. I don’t know about the 
expenditures by the gas companies. 

Mr. Dince.i. Well, assuming that the answer to the first question 
was “Yes,” what is the answer to the second question, Mr. Kendall ? 

Mr. Kenpatu. If the answer to the first question is “Yes, they did 
make substantial expenditures to get the bill through,” the answer to 
the second question would be that they wanted the bill; yes, sir. 

Mr. Dinceiy. Because they expected an increased financial return; 
am I correct? 

Mr. Kenpati. Would you repeat that? I didn’t quite get that. 

Mr. Drncety. Because they expected an increased financial return ; 
am I correct ? 

Mr. Kenpati. Well, I don’t know that, sir. It might be that they 
expected to maintain their present income rather than increase it, 
or perhaps other benefits. I couldn’t guess on that. 

Mr. Dtnceti. You mentioned a number of experts in your state- 
ment. Congressman Moss referred to them, I believe, on page 5. 

Who were those experts, sir ? 
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Mr. Kenpauu. The consultants? 

Mr. Dincetu. Yes. 

Mr. Kenna. I can get the list of the consultants. I don’t know 
them all. There were quite a few of them. You see, there were con- 
sultants in various areas—coal, oil, and gas, and I should be happy to 
get the list of gas consultants and submit it to the committee. 

Mr. Dincet. I would like to have that. 

Mr. Kenpauu. Very well. 

(The information referred to is as follows :) 


CONSULTANTS FOR GAS 


C. Pratt Rather, president, Southern Natural Gas Co., Birmingham, Ala. 

Walter E. Caine, vice president, Texas Eastern Transmission Corp., Shreve- 
ort, La. 

" Allan A. Cullman, Columbia Gas System Service Corp., 120 East 41st Street, 
New York, N. Y. 

Edmundson Parks, United Gas Pipe Line Co., Shreveport, Pa. 

Mr. Dincetx. Tell me this: Whose recommendations were taken, 
the distinguished citizens’, the consumers’, or the experts’? 

Mr. Kenpatu. The Presidential Advisory Committee reached its 
own conclusions after considering the views of all those you have 
mentioned. 

Mr. Drncei. Were any of the consumers’ recommendations taken 
at all? 

Mr. Kenpatu. I don’t remember whether a consumer recommenda- 
tion in so many words actually ever reached the final report of the 
Committee. But I am sure that the views of the consumers were care- 
fully considered before the conclusions of the Committee were reached. 

Mr. Diner. Would you say it is fair, although they were consid- 
ered, they were not embodied in the final recommendations ? 

Mr. Kenna. I don’t think it would be fair to say that; no, sir. 

Mr. Dinceti. Would it be fair to say that they were not—would the 
contrary be fair to say ? 

Mr. Kenpatt. I think that the portion, certainly the portion of the 
Committee’s report which refers to the interests of consumers and 
indicates that they must be protected, would reflect a view of the con- 
sumer groups. Whether the Committee would have had that view 
without an expression of opinion from the consumer groups, I suppose 
that is possible. So I don’t know whether you could say it reflects the 
consumer group’s statement. 

Mr. Drxceix. Would it be fair to say that as a regulatory bill, this 
bill reduces the amount of regulation ? 

Mr. Kenpatu. I think it does have that effect, although the Chair- 
man of the Commission could speak more directly and more intelli- 
gently to that. 

Mr. Dincetxt. Would it be fair to say that this substantially re- 
duces the amount of regulation? 

Mr. Kenpauu. The same answer, sir. 

Mr. Drncetx. I beg your pardon? 

Mr. Kenpau_. The same answer: The Chairman of the Commis- 
sion could best express views on that. 

Mr. Dincett. All right. 

Now, tell me this: If a gas price rise results after the passage of 
this bill, will that be inflationary in character? 
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Mr. Kenpatt. Inflation is a subject on which I am not an expert. 
1 suppose any price increase can be called inflationary, if you want 
to take the broadest view of the word “inflation.” 
Mr. Drncetu. In the same way as the Federal employees’ wage 
rates would be inflationary if raised. 
Mr. Kenpatu. Any wage rates, sir, Federal employees or otherwise. 


Mr. Drncetx. Now, is it a fact that oil companies can and do fix 
the costs of oil exploration ? 


Mr. Kenpatu. Fix the costs? 

Mr. Drncetu. Yes. 

Mr. ‘Kenpati. They can determine how much they spend by 
stopping. 

Mr. Drncett. And they fix the costs? 

Mr. Kenpatu. I am not sure I know what you mean by “fix the 
costs.” 

They spend the money, and they can stop at a point. 

Mr. Drncett. But they determine what the cost is? 

Mr. Kenpaty. They do not determine the elements of costs; no, sir. 

Mr. Drncett. In other words, at the end of a year they turn in a 
balance sheet which says that they spent this much for this, this much 
for reserves, and got this much for this, they had this profit, they 
paid their stoc kholders, they paid their corporate officers, and so 
forth, and it is all determined on the year-end balance sheets; is 
that right? 

Mr. KenpAty. Their accountants total up what they spend; yes, 
sir. 

Mr. Drneeiv. And they assess it to the various and different opera 
tions in precisely the same way that the Postmaster General fixes the 
costs of the or pieces of mail; am I right? 

Mr. Kenpaux. I do not know whether it is done the same way, sir. 

Mr. Drnceti. Well, the end result is the same. They assess the 
costs to the various operations, just the same as my automobile makers 
back home assess the costs of the various operations, and wind up with 
a cost for the car; is that right? 

Mr. Kenpaxt. I do not know what the implication of your question 
is, so I do not know whether you are right. 

Mr. Drncet. All I want to know is, can they tell how much they 
spend so that they can get a fair return on their dollar? 


Mr. Kenpatu. Of course, they can tell how much they spend. 
Mr. Dincetu. Absolutely. 


Mr. Kenpau. Yes. 

Mr. Dincetxi. And they can do it in the case of oil and can do it 
in the case of gas? 

Mr. Kenpatt. I believe so. 

Mr. Drncexy. Yes; no question about it. 


Now, one last thing here: It is the function of the Commission to 
fix prices to the consumer, is it not? 


Mr. Kenpauu. To put a roof over the prices, yes. 
Mr. Dincetx. That is right; and it is also a function of the Com- 
mission to guarantee a fair return to the seller; is that not so? 


Mr. Kenpatu. Ordinarily, that is a part of the regulatory Commis- 
sion’s job, that is correct. 
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Mr. Dincety. You said that regulatory Commissions and Govern- 
ment regulations were evil. Is that evil ? 

Mr. Kenpau. That is a necessary evil. 

Mr. Dincetu. No further questions, Mr. Chairman. Thank you. 

The CHarrmMan. Mr. Heselton had another question or two he 
wanted to put. 

Mr. Hesetron. There are two questions I would like to ask Mr. 
Kendall. 

Mr. Kendall, in listening to your testimony yesterday and, as I un- 
derstood it today, and in studying the bill, 1 am in something of a 
quandary as to how effective the : amendment you suggested with ref 
erence to eliminating the provision that it shall not consider costs in 
section 13-C would be, if the provision for consideration of costs were 
not included under the five factors listed under subsection (2). My 
reason for raising that question is this: 

Under subsection (4), as you pointed out, a reasonable market price 
is not necessarily this, that or another thing. Instead, it is a price 
which the Commission exercises its judgment : and discretion in weigh- 
ing, among other things directly relevant to the issue, all factors 
enumerated above, and I want to stress that “all factors enumerated 
above determines is the reasonable market price. 

Do you not think that the simple elimination of the words “shall 
not consider costs”, without the inclusion of costs as a factor, definite- 
ly limits the Commission or that it could be argued by those who may 
disagree with the Commission’s findings as a limitation on the Com- 
mission’s power " duty to include as a consideration, costs ? 

Mr. Kenpatt. I do not think so, sir. The extremes are these: The 
present wording of the bill says that the Commission shall not con- 
sider costs. 

Mr. Hesetron. That is right. 

Mr. Kenpatu. If that phrase were taken out, and costs were added 
as one of the factors making a sixth, it would thereafter be required 
to consider costs. 

Mr. Hesetton. Exactly. 

Mr. Kenpatt. The position of the administration is that neither 
one of those alternatives is its choice. 

Mr. Hesevron. Why should not costs, as it has been discussed here 
this morning and in terms of the questions raised and your answers, 
be a factor to be considered by the Commission in arriving at a rea- 
sonable market price as much as the quality of natural gas being 
purchased ? 

Mr. Kenpauu. As I understand it, Mr. Heselton, the difficulty is 
that this industry, if you consider costs, comes out with some very 
uneven results, which would very likely reduce the incentive to ex- 
plore and develop gas reserves, and to come into this or stay in this 
business of “providing gas for the ultimate consumers throughout 
the country. That is the utility base concept is apparently not an ap- 
propriate one for the control of these prices. 

Mr. Hesevton. I understand that, Mr. Kendall; and you definitely, 
or the authors of the bill, have definitely eliminated the public utility 

rate base cost-of-service; but you have left those words in. You have 
recommended, however, the elimination of the original language “shall 
not consider costs.” That leaves it up in the air as to whether the 








NATURAL GAS ACT 83 


Commission has any right to consider costs or is under any obligation 
to consider costs. 

I am not saying you, but I say the bill itself lists five factors which 
must be considered in arriving at this reasonable market price. 

My concern and my confusion is as to why you want to eliminate 
the words from subsection (1) and may not be willing to transpose 
them over into subsection (2) as a vital element in arriv ing at a rea- 
sonable market price. Do you see what I mean? 

Mr. Kenpauu. Yes, I do, Mr. Heselton, and I think the answer is 
fairly firm. The purpose of eliminating it there, and where it now 
appears, the prohibition of considering costs, but not adding it as a 

required consideration, is to leave to the Commission, under the 
language of the latter part of this same section, the determination of 
whether in a particular case costs are relevant to its determination, 
and wherever it concludes that they are relevant, it is free to consider 
them. 

Mr. Heseiron. Two of my colleagues asked me to yield, and I cer- 

tainly want to on that point. But may I ask this one question and, 
Mr Ch: airmi in, I would like to ask 2 or 3 further questions. 

The Cuatrman. The gentleman has been recognized. 

Mr. Hesevron. I have given a good deal of study since I have been 
able to get a copy of this bill. Do you know of any precedent any- 
where in Federal or State law for this type of language regarding a 
regulatory commission at arriving at a determination of reasonable 
market price? I mean not only the matter we have just discussed, but 
this language also: 

The reasonable market price is not necessarily the price of the last sale, 
the highest price, the lowest price, the weighted highest price, the average field 
price, or other price arrived at by the mechanical application of a single criterion ? 

Do you know of a single case where that sort of a direction to a 
regulatory commission has ever been established by Federal or State 
law or statute ? 

Mr. Kenpatu. I do not know of another case but, of course, that 
should not be given too much significance, because my knowledge of 
the whole field is limited. 

Mr. Hesevron. I guess Mr. O'Hara wanted me to yield. 

Mr. O'Hara. Mr. Kendall, as I understood your testimony on the 
question of costs, I got the impression it was the exception rather 
than the general rule where the Commission might feel the need of 
determining the rate upon a cost basis or to take the element of costs 
into account. In some instances, if it was a must, it would amount to 
a windfall, would it not, possibly, to the gas company, and an increase 
in the prices to the consumer, if it was a must in there ? 

Mr. Kenpaw. It could have that effect ; yes, sir. 

Mr. O’Hara. And that is why you have taken the position you 
have of it being permissive rather than mandatory upon the Com- 
mission ? 

Mr. Kenpaty. That is correct, Mr. O'Hara. 

Mr. Hesevron. Mr. Bennett wanted me to yield. 

Mr. Bennett. Mr. Kendall, is it not true that each of the factors 
named in section (2) which the Commission is required to consider, 
that the weight to be given to each one of these factors is left to the 
discretion of the Commission ? 
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Mr. Kenpauu. That is true; yes, sir. 

Mr. Bennett. So that it may give whatever weight it sees fit, and 
may, in effect, disregard any one ‘of these (a), (b), “(e), (d), and (e) 
conditions ? 

Mr. Kenna. Not disregard; it might consider them and find them 
not controlling. 

Mr. Bennett. Well, it may give—is it not true that the section 
requires that the C ommission shall consider, but is it not left open 
entirely to them as to how much weight shall be given to each one 
of these particular factors? 

Mr. Kenpatu. Yes, sir. 

Mr. Benner. If that is true, what harm would there be in adding 
the requirement that it consider costs? There would be no require- 
ment that the Commission make costs a determining factor or that they 
give it any more weight than they felt would be required to be given 
under the facts and circumstances of the situation. 

Mr. Kenpay. It would be a statutory determination, sir, that costs 
were relevant in every case, since it was required that the Commis- 
sion consider them, which would mean having them developed and 
made available. 

Mr. Bennett. Of course. 

Mr. Kenpaty. But it is not thought they are necessary. 

Mr. Bennetr. Who would be harmed if. you left it to the discretion 
of the Commission, any more than they would be harmed if you left 
it the other way ? 

Mr. Kenpatu. Well, I would hope that no one would be harmed 
by the outcome of the Commission’s consideration of these cases at all. 

The point simply is that costs are not going to be relevant, it is 
expected, in a great many of the reviews of these cases that the Com- 
mission will make. But it might be relvant sometimes, and the 
administration would prefer not. to prohibit the Commission from 
considering costs when it is a relevant thing. 

Mr. Bennetr. But if it is a relevant thing the Commission may 
consider it ? 

Mr. Kenpatt, That is right. 

Mr. Bennett. If you put language in it; if it is not relevant it may 
give it little or no weight; is that not a fact ? 

Mr. Kenparx. But they would still have to consider it. They would 
still have to make a determination of costs if it were put into that 
section. 

Mr. Bennerr. It seems to me what you are saying is that the whole 
thing should be left completely up in ‘the air, and you are not willing 
to put language in the bill, in spite of the fact, you have said re- 
peatedly here, as I listened to your testimony, that costs were an 
important factor; but you are entirely unwilling to require that it be 
a factor, even though, under the language of the bill, the weight to 
be given it is entirely at the discretion of the Commission ? 

Mr. Kenpatu. I would not favor putting it in as a required con- 
sideration in every case. 

Mr. Heseiton. Mr. Kendall, can you tell me why subsection (3) 
was not included under subsection (2) as a sub-subsection ( (f)? That 
is, you have five factors enumerated. Then you set out another con- 
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sideration, current level of field prices, and so forth. Why was that 
set apart as a separate consideration before the Commission ? 

Mr. Kenpatu. I do not know. I should say that the way the ques- 
tioning has been going there may be some impression I wrote the 
bill. I did not. 

Mr. Hesexton. I did not mean to suggest that, but I wondered if 
you knew why. 

Mr. Kenpa.u. No; I do not happen to know why. 

Mr. Hesevton. That was picked out and put in separately. 

In your opinion, could that just as well become subsection (f) or sub- 
subsection (f) of subsection (2) ¢ 

Mr. Kenpaxt. Offhand it seems to me it could be subsection (f). 
Perhaps, separately stated, it is intended to be given greater weight. 
I simply do not know. 

Mr. Hesevron. Turning to the beginning of section 13C on page 14, 
I notice that it says: 

“Subject to the provisions of section 13F,” and turning to 13F, there 
is this long section dealing with the allowance of operating expenses 
for natural gas producers of natural gas produced or purchased from 
an affiliate by a natural gas company. 

I assume that only affects those companies that purchase gas and 
trnasmit it in interstate commerce ? 

Mr. Kenbav. Oh, yes. 

Mr. Hesevron. A natural gas company ? 

Mr. Kenpaty. A natural gas company in the context of this bill 
would be a pipeline. 

Mr. Heserton. Yes. 

Mr. KenpAt.. This has reference to its 

Mr. Hesevron. Can you tell me, and I have not had an opportunity 
to study it carefully, but can you tell me whether that subsection or 
that section 13F changes the situation as it exists today with reference 
to the regulation of a natural gas company ? 

Mr. KEenpDaALL. Yes, sir. 

Mr. Heserton. In what respects? 

Mr. Kenpau. It changes it in the same respect that all other con- 
tracts, the review of all other contracts, is changed. It says, in effect, 
that a pipeline may be allowed as an expense, if it gets its gas from 
an affiliate, no more than a reasonable market price. In other words. 
the same test shall be applied in determining the cost allowance to a 
pipeline that is applied to the price that a producer may collect. 

Mr. Hesevtron. Would it reduce the element of regulation that, as 
I understand it everyone has agreed from the inception of the first 
Natural Gas Act, was a proper and a necessary regulation of the 
natural gas companies, pipeline companies? Would it reduce the 
amount or extent of regulation of those companies ? 

Mr. Kenpati. I would expect it would increase in some cases the 
allowance credited a pipeline as a cost in determining its return over 
what it had been allowed before. 

Mr. Heserron. All right. 

Mr. Kenpatxi. The purpose being, as I understand it, to encourage 
pipeline companies to explore for gas and produce it. 

Mr. Hesevron. And build up their own reserves? 

Mr. Kenpatu. Their own reserves of gas; yes, sir. 
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Mr. Heserton. So that we have an element now of increased costs 
to the pipeline companies which, obviously, are going to be passed on 
to the consumers, in addition to the increased costs that are involved 
as far as so-called independent producers are concerned under the 
terms of this bill? 

Mr. Kenparu. I think you have a good point there, Mr. Heselton. I 
think that this may itself result in an increase in some charges, yes. 

Mr. Hrsevron. One further question. 

I notice on page 4, line 9: 


Any renegotiation or other amendment, made or entered into after February 1, 
1957, 


and so forth. Do you know why that date of February 1 
chosen ? 

Mr. Kenpatu. No, I do not, although I presume it had something 
to do with not giving anyone advance notice to get out and make a 
lot of high-priced contracts. 

Mr. Hesevron. One final question, and in line with what I asked 
you yesterday and what Mr. Macdonald asked you today, just so 
the record may be clear. I understand you very frankly and very 
ee suggested that you have not given this very much consid- 

‘ation—you have not given very much ‘consideration to the bill that 
Mr. Macdonald and I both introduced and presented to the committee 
and presented to the floor of the House in 1955, but I want the record 
cleat 

You do not have any doubt, do you, that classification is legal under 
established decisions of our courts? This involves the problem of 
classification—— 

Mr. Kenna. Controlling some members of the industry and not 
others ? 

Mr. Heserron. Yes. 

Mr. Kenpatu. I think if it is reasonable to the purpose to be 
achieved that the Supreme Court would uphold it. That is my own 
feeling. 

Mr. Heserron. And the Supreme Court has in a number of cases. 
I would suggest Wilson and New (243 U. S.), ‘KG Chicago, Rock 
Island & Pacific against United States (284 U. S.). I think prob- 
ably in subsequent cases the courts held that is clearly a legal deter- 
mination to be made by Congress. Am I right about that for the 
record more than anything else ? 

Mr. Kenparz. Yes. I am glad to hear the Supreme Court has 
already covered the point. I thought they would pass on it that way. 

Mr. Heserron. Thank you very much, sir. 

Mr. Wuu1ams. Mr. Chairman? 

The Cuatrman. Mr. Williams. 

Mr. Wituiams. Mr. Kendall, you purport to speak for the adminis- 
tration with regard to this legislation. You stated to me yesterday 
that is is not an exemption bill but rather it is a regulatory bill; 
it implements the Phillips decision which, as we all know, was passed 
by that great “legislative” body across the way, the Supreme Court, 
repealing an act of C ongress. "The administration endorses the regu- 
lation of the production ‘and gathering of natural gas as it is prov ided 
for in this bill, does it not ? 


Mr. Kenpatu. That is right, sir; with the changes suggested. 


, 1957, was 
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Mr. WiuutAMs. Yes. 


Those changes are to tighten the regulation even further, I believe? 


Mr. Kenpatt. I think tighten is all right. 

Mr. WitiiaMs. That is exactly right. 

Now, because the President has done so much fancy broken field 
running on this natural-gas question 


Mr. Hesevron. Would the gentleman withdraw that from the 
record ¢ 


Mr. WiILu1aMs. 
field running. 


In vetoing the bill last year, the Harris bill 
that he- 


It extends it a little bit. 





No, sir, I think he has done a very beautiful job of 
; 9 « d 
, the President said 


must make it quite clear that legislation conforming to the basic objectives of 
H. R. 6645 is needed. 

What were the basic objectives of H. R. 6645? The basic objective, 
if you recall, was to exempt the production and gathering of natural 
gas from Federal control. Now, would you like to tell me . just exactly 
what is the position of the President ? 

Mr. Kenpau. I am substantially limited in the extent to which I 
can speak for the President. But let me point this out, that when he 
said the basic objectives of the bill, he may not have had in mind 
particularly releasing from control, that may not have been his concept 
of the basic objectives of the bill. He may have thought of the objec- 
tives of the bill as being the provision for adequate gas ; supplies for the 
national economy, and the national defense. 

Mr. Witiiams. Quite obviously he had not read the bill, if that was 
his opinion. 

Mr. Heseiron. Now, will the gentleman yield? 
his veto message, did make that statement. 

The Crarrman. Does the gentleman yield ? 

Mr. Witui1ams. If you can ‘shed any light on it, yes. 

Mr. Hesevron. I recall the President made that very statement in 
his veto message, and he has repeatedly made the statement since. 

Mr. Kenpauy. That is the impression I had. 

The Cuarman. Will the gentleman yield to Mr. Macdonald ? 

Mr. Wituiams. Iam through. I still do not know where the Presi- 
dent stands, but Iam through with my questioning. 

The ‘HAIRMAN. Mr. Kendall, you have weathered the storm now 
for 2 days, and I am sure that I can safely and correctly say that you 
will be glad to conclude your testimony. 

Mr. Kenpauxi. That is true. 
very courteous, and I appreciate it. 

The Cramman. Well, the committee wants to, and I want to, in 
behalf of our committee, thank you for your patience and your very 
forthright answers to the questions. 

The House is in session now, of course, and there is a rolleall; but 


I did—and it will take only a couple of minutes—want to ask you two 
questions. 


The President, in 


The committee, however, has been 





In view of the recommendations that you made yesterday, and 
which have been discussed repeatedly here today, you said yesterday, 
in answer to a question which I asked you, that by striking the one 
word “costs” on page 14, line 24, it would meet the criteria or at least 
the requirements of the Administration. 
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Mr. Kenpauu. I think it would. I think it makes the sentence a 
little awkward, sir, but I think it would meet the requirements. 

The CHarrRMAN. Now, do you have in mind that the discretionary 
authority of the Federal Power Commission in the consideration of 
costs would be costs in the nature of costs that are considered in utility 
type operations ? 

Mr. Kenpauu. Do you mean capital investment as distinguished—-- 

The CuatrMAn. Yes; where you would have to go in and determine 
on what the basis—on the basis of what their books showed, ‘apital 
investment and their costs and all the other angles as would be required 
in a utility type operation ? 

Mr. Kenna. I would not think it was required, I think it has 
the advantage, though, of letting the Commission determine to what 
extent it would have to examine into the books of the company. 

The CuatrmMan. Well, specifically, would that mean that the Com- 
mission would necessarily have to have a whole group of auditors 
to make these determinations regarding the cost situation ? 

Mr. Kenpatt. I would think not, sir. 

The CuHarrmMan. You do not think that is the type of costs you 
would have in mind? 

Mr. Kenpaty. There might be a case in which it would have to be 
done, but I do not think, in general, that would be a problem of the 
Commission. 

The Cuatrman. Do you have in mind, we will say, what we would 
refer to as relative costs, that is, one well might cost $25,000 and 
another well might cost, as an example, $1 million; i is that the kind 
of cost consideration you have in mind? 

Mr. Kenpaut. That kind of cost consideration might be pertinent 
in some cases. Just referring, off the top of my head to a possibility, 
suppose you have generally increasing costs in the things that a 
natural-gas company must buy and use. 

The Cuatrman. Now, with reference to the existing contracts, you 
mentioned a moment ago, in answer to a question that I asked, that you 
would want, to treat the existing contracts in the same manner that 
you recommend that new contracts would be treated. 

Mr. Kenpa.yi. With respect to the fixed stepped-up increases. 

The Cuairman. With respect to stepped-up definite prices. 

Mr. Kenna. I mean to say, sir, I thought that this met the require- 
ments of the Administration on this. 

The Cuarrman. In the administration of this bill, with reference 
to new contracts, that if the Commission would not find that it meets 
the formula criteria here, that after consideration of it, the contract 
is null and void; you are familiar with that ? 

Mr. Kenna. Yes. 

The Cuarrman. Would you apply the same to an existing contract 
should the Commission find it does not meet the criteria ? 

Mr. Kenpatu. Consistency is the least of the virtues; I am inclined 
to say treat it the same. This, however, I appreciate, may operate to 
destroy existing obligations and existing sources of supply. Never- 
theless, I think that the w eight, as I sit before you now, the weight 
of consideration favors treating it the same way. 

The Cuarrman. Of course, you know what the dangers would be 
attached to that 
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Mr. Kenpatu. Yes. 

The Cuarrman. In behalf of the consumers and the whole indus- 
try, and that is the reason why I asked just this one question at the 
time. 

There may be many others that we could bring up to show the 
danger that is implied and actually present when we start doing 
something with these existing contracts that were agreed to prior to 
the Supreme Court decision in the Phillips case in 1954. I want to 
thank you in behalf of the committee for your appearance here and 
the answers you have so readily given to the many questions that have 
been propounded to you. 

That is the reason I wanted to comment that I am somewhat dis- 
appointed, myself, at the suggestions that have been recommended 
here to go into these things further, the dangers that are inherent 
with them and how they would actually affect the supply that goes to 
the consumers. In the light of the explanations that will come later 
in the hearings, I hope that during the consideration of this that this 
particularly involved question will be taken back to those in the Ad- 
ministration to see, when all the facts are brought out, if we might 
not have a little bit more satisfactory approach to this problem than 
you have suggested on that one point. If you could do that, and later 
on in the light of what will be developed here and the consideration, 
and then be prepared, as you can, to get a direct answer from the 
Administration downtown, that if, in the wisdom of this committee, 
keeping in mind the President’s request for this type legisl: 
that is what he says, this type legislation—if in the wisdom of the 
committee it comes up with a program generally in line as presented 
here, whether or not then we can be given assurances from the Ad- 
ministration that it will come within those requirements and be ap- 
proved when received, if it is received. 

Mr. Kenpati. The Administration, of course, would be very happy 
to review that. 

The Cuatrman. Thank you very much on behalf of the committee 
for your presence here. 

The committee will adjourn until 10 o’clock in the morning. 

(Whereupon, at 12:20 p. m., the committee adjourned to recon- 
vene at 10 a. m., on Thursday, May 9, 1957.) 
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(Regulation of Producers’ Prices) 


THURSDAY, MAY 9, 1958 


House or RepresENTATIVES, 
COMMITTEE ON INTERSTATE AND ForeEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in the caucus 
room, Old House Office Building, Hon. Oren Harris (chairman) pre- 
siding. 

The Cuairrman. The committee will come to order. 

Permit the Chair to say that we appreciate very much the coopera- 
tion which was given to us yesterday in maintaining fairly good 
order. You realize the diftic ulty in this room. It is nee essary to have 
a larger place because there are so many people interested in the sub- 
ject, and if we may ask your indulgenc ‘e again today to give us the 
best order possible, I am sure it will expedite the consideration of 
these hearings. 

The witness this arene as we resume hearings on the proposed 
bills to amend the Natural Gas Act will be Mr. Kuykendall, Chair- 
man of the Federal Power Commission. 


STATEMENT OF HON. JEROME K. KUYKENDALL, CHAIRMAN, 
FEDERAL POWER COMMISSION 


Commissioner KuyKENDALL. Mr. Chairman, in accordance with the 
suggestion which you made to me over the telephone a week or more 
ago, or maybe 2 weeks, my opening statement consists of an explana- 
tion and analysis of your bill. 

In the Phillips decision, the Supreme Court expressed its belief 
that the legislatiye history of the Natural Gas Act indicated a con- 
gressional intent to give the Federal Power Commission “jurisdiction 
over the rates of all wholesales of natural gas in interstate commerce, 
whether by a pipeline company or not and whether occurring before, 
es or after transmission by an interstate pipeline company” (347 
U. S. 682). In other words, the Supreme Court regarded the Com- 
mission’s jurisdiction over interstate sales of natural gas as being 
coextensive with the authority of Congress to regulate interstate sales 
under the commerce clause of the Constitution. 

The bill now being considered by your committee is drawn with 
this interpretation by the Supreme Court in mind, and expressly 
confers authority over producer interstate sales contracts. It limits 
control over producer contracts which are defined to include contracts 
for those sales of natural gas which occur in or within the vicinity 
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of the field or fields where produced, at or prior to the commencement 
of transportation in interstate commerce. 

Sales of natural gas which occur after the completion in or within 
the vicinity of the field or fields where produced of all production, 
gathering, processing, treating, compressing, and delivering of the gas 
into the facilities of a pipeline company are continued under the Nat- 
ural Gas Act as at present. 

The States are thus left free to enforce conservation measures in the 
production of natural gas and oil or other liquid hydrocarbons with 
which natural gas is frequently produced, although the bill provides 
that the States or local authorities may not regulate the sale price of 
natural gas either at or before the commencement of its transportation 
in interstate commerce as such transportation is defined in the bill. 

There is one exception to this prohibition upon the right of States 
to control producer prices. The bill in section 5 (b) validates pro- 
ducer prices which were being paid or were payable on June 7, 1954, 
the date of the Supreme Court decision in the Phillips case. As 
part of this validation, section 5 (b) validates prices fixed by a State 
agency prior to and effective on June 7, 1954. This apparently is in- 
tended to validate the Kansas and Oklahoma minimum price orders 
which were effective on June 7, 1954. However, as I said, the States 
hereafter may not fix producer prices when the gas is destined for 
interstate markets. The bill preempts this area for the Federal Gov- 
ernment. 

Where producers sell natural gas before the commencement of inter- 
state transportation as defined in the bill, they are relieved of the re- 
quirement to obtain certificates of public convenience and necessity, 
and their accounts are not subject to supervision by the Commission. 
On the other hand, contract escape clauses which permit cancellation 
of a producer contract upon the assertion of Federal jurisdiction are 
declared invalid. 

The crux of the regulation over producers carried in the bill may 
be found in the control which Congress would direct over producer 
contracts. Producer contracts are for sales which are made prior to 
the commencement of the interstate transportation and sale to which 
the provisions of the Natural Gas Act otherwise apply and the con- 
trol over producer contracts is specifically limited. canenebets trans- 
portation and sales not covered by the bill are defined in two new 
sections which would be added to the Natural Gas Act. Jurisdic- 
tional transportation is defined as occurring after delivery of the gas 
into the transportation facilities of an interstate pipeline and juris- 
dictional sales are those sales which are made after the commence- 
ment of jurisdictional transportation. There are other definitions 
which are included as necessary for the amendments carried in the 
bill, such as pricing clauses and affiliates of pipeline companies. 

In providing that sales to interstate pipeline companies are to be 
initially regulated, the bill classifies producer contracts in two cate- 
gories: those with definite pricing clauses and those with indefinite 
pricing clauses. By a new section 13A to be added to the Natural Gas 
Act, the bill would make unlawful indefinite pricing clauses which 
have what it terms two-party or three-party favored-nation clauses, 
or better market, price redetermination, or spiral escalation clauses. 
Any rate increases which would be effective under other indefinite 
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pricing clauses must be approved by the Commission before being 
ylaced in effect, or be subject to refund of excessive prices when the 
Caaiaiasicla fixes the rate. 

When a new producer contract is executed, it must be filed with the 
Commission, notice of the filing placed in the Federal Register, and a 
summary mailed by the purchasing company to each person and 
municipality which would be an ultimate purchaser for resale of the 
natural gas to be delivered under the contract. Those who desire 
notice and a copy of the summary of a new producer contract may file 
with the Commission a request to be notified of all such filings of con- 
tracts by designated pipeline companies, thereby assuring full pub- 
licity on new contracts. 

Objections to new producer contracts may be filed on one of 3 
grounds within 30 days after notice, or the Commission within 30 
days may initiate a hearing on its own motion. 

An objector may press its objection at the hearing, but is not re- 
quired to do so, as the burden of proof is on the company filing the 
contract. If the time passes without objections or if, after a hearing, 
the Commission determines the price to be reasonable, the initial 
prices in the contract may not again be reviewed, nor can the Com- 
mission examine any increase which results from a definite pricing 
clause, although it is required to pass upon increases resulting from 
those indefinite pricing clauses which are not outlawed. 

Any interested State, State commission, municipality, producer, 
natural gas company, or gas distributing company which may be 
affected by a price increase under an indefinite pricing clause may 
cbject. The burden of proof in such a situation is placed upon those 
claiming that the increase is no more than the reasonable market price. 

The Commission has 7 months to pass upon a price increase under 
an indefinite price clause where objection is filed, or the parties may 
agree upon a shorter period, after which the increase goes into effect 
subject to refund of any portion of the increase found by the Com- 
mission to be in excess of the reasonable market price, and the contract 
continues in effect at the rate found by the Commission to be reason- 
able. A seller may waive its rights under an indefinite pricing clause 
if it desires to do so. 

A new section 13C would be added to the Natural Gas Act by the 
bill to deal with the formula to be used by the Commission in fixing 
or approving the rates under producer contracts. Our experience has 
shown that it would be practically impossible to work under any 
rigid rate formula, for circumstances vary. 

The bill directs the Commission to consider the commodity value of 
natural gas as it is produced and outlines several factors which must 
be weighed in arriving at the reasonable market price. The Commis- 
sion is required to recognize natural gas as a commodity and may not 
consider costs or use the public utility rate base cost-of-service concept 
or formula. Among the things which the Commission must consider 
are the adequacy of supply, competition in arriving at the price, rea- 
sonableness of the contract provisions as related to prices under a 
definite pricing clause, the quality of the gas, conditions of delivery, 
and the current level of field prices under other contracts in the same 
or other fields. None of these criteria shall necessarily govern, but 
the Commission is given authority to exercise its judgment. 
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Pipeline companies are allowed as an operating expense the reason- 
able market price for their own produced gas or for gas which they 
purchase from an affiliate. 

Section 5 of the bill pertains to pending producer cases. It vali- 
dates producer prices being paid on June 7, 1954, under orders of a 
State commission, prices specified in a definite pricing clause and 
payable on the date the bill is enacted, and all prices being paid under 
an indefinite pricing clause on the date the bill is enacted. 

The price validation would not apply to four types of pending pro- 
ducer rate proceedings: 

(1) All section 4 (e) proceedings on an increase occurring after 
June 7, 1954, under an indefinite pricing clause where the increase 
has been suspended ; 

(2) All section 5 (a) proceedings initiated prior to January 1, 1957, 
which involve a price increase under an indefinite pricing clause ; 

(3) All sections 4 (e) and 5 (a) proceedings involving an increase 
occurring after June 7, 1954, as a result of renegotiation of an existing 
producer contract subsequent to May 22, 1953, and prior to the effec- 
tive date of the bill; and 

(4) All other proceedings involving a controversy as to the price 
to be paid under an existing producer contract which, on or prior to 
January 1, 1957, was the subject matter of a court proceeding under 
section 19 (b) of the act unless the proceeding is voluntarily dis- 
missed. 

All other producer rate cases are to be dismissed. The date May 
22, 1953, is the date on which the United States Court of Appeals for 
the District of Columbia Circuit handed down its decision in the 
Phillips Petroleum Co. case, holding the producer Phillips to be 
subject to the Natural Gas Act. 

Under the final section of the bill, section 6, a producer is required 
to obtain a certificate of public convenience and necessity where 
deliveries of natural gas were not commenced prior to February 1, 
1957, and a certificate was not obtained prior to the enactment of the 
bill. 

In these cases, prices in producer contracts must be examined and, 
if determined to be in excess of the reasonable market price, then the 
certificates must be refused and the contracts are void. 

This bill deals with a complex phase of the natural gas industry; 
namely, sales by producers. No doubt questions of interpretation will 
arise and amendments will be proposed during this hearing. We 
would be happy to return at the end of this hearing when all sug- 
gestions and criticisms are in, and give our best advice on these mat- 
ters, or give such advice whenever it is desired. 

The Cuatmman. Thank you very much, Mr. Kuykendall. That 
completes your prepared statement ? 

Commissioner KuykENpDALL. Yes. 

The CHatrman. Mr. Williams, any questions ? 

Mr. Wiuu1ams. Mr. Kuykendall, your statement—which, inciden- 
tally, is a very excellent statement, an excellent analysis of this bill— 
deals entirely with the regulatory provisions in this bill. Your state- 
ment does not give any indications as to how the Commission may 
feel about the basic issue that is presented by this legislation. 
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That issue, as I see it, is whether it is in the best interests of the 
people to provide for Federal regulation of the production and 
gathering of natural gas. 

Last year, if I rec: all correctly, the Commission was very aoe 
in favor of exempting the production and gathering of natural ga 
from Federal control, or from under the jurisdiction of the Feder a 
Power Commission. 

Would you care to express what the opinion of the Commission 
is today with regard to the basic issue presented by this legislation ¢ 

Commissioner KuyKkeNnpDALL. Yes, Mr. Williams. 

We did point out in our written report 2 years ago that the natural 

gas producing industry is not a utility industry, it is not a monopolis- 
tie indus try in the true sense, and that there is a great deal of competi- 
tion in it. 

We also pointed out, however, that if it were to be regulated, we 
felt it should not be regulated as a public utility, but that regulation 
should be of a character to perpetuate and maintain, improve or 
control competition. 

We are all, I believe—I know we are all—of the opinion that regula- 
tion of that type is the type that is suitable for this industry. 

Mr. Wiri1AMs. With regard to the issue of Federal regulation, in 
your prepared statement last year, representing the Commission, you 
stated, and I quote: 

It is the considered opinion of the majority of this Commission that legislation 
should be enacted which will exempt from the operations of the Natural Gas 
Act independent producers and gatherers of natural gas who sell gas at whole- 
sale to pipeline companies engaged in the transportation and sale in interstate 
commerce of natural gas for resale, but who do not themselves engage in inter- 
state transportation or Subsequent sale of such gas. 

Is that still the opinion of the Commission ? 

Commissioner KuyKENDALL. Yes; that is still the opinion of the 
Commission. And this bill would do that, exempt the producers from 
the act as the act now stands, and provide a different mode of regula- 
tion of the producers, something more in accord with sound economic 
principles and with the characteristics of the industry. 

Mr. Witu1AMs. Thank you, sir. 

Now, going further in your statement, you stated this, and I quote 
again : 

The production of crude oil and its products, which include natural gas, is 
essentially a mining operation. When the crude oil reaches the surface of the 
earth and is thus reduced to possession, it is treated as a commodity in all 
respects similar to coal, iron, copper, and other products of the mine, No reason 
can be seen why natural gas should be so classified and thus regulated, while 
leaving coal or oil completely free of regulation. If one of those fuels is to be 
subjected to regulation, they all should be. 

Is that still the position of the Commission ? 

Commissioner KUYKENDALL. Time has changes my view on that a 
little bit. Producers have now been under regulation for almost 3 
years. The industry says that we froze their prices. We didn’t 
freeze them. They had difficult but possible mechanics of obtaining 
increases. 

But we did tell the industry that they could not increase prices 
ee the approval of the Commission and without following the 
Natural Gas Act. 
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This has had the effect pretty much of freezing, at least for periods, 
the producer’s prices. I am sure it has had the effect of preventing 
many producers or discouraging them, making them elect not to sell 
gas in interstate commerce. 

Since that lid has been on—it is not a complete ceiling—but since 
those factors have existed for almost 3 years now, I am worried about 
what would happen if suddenly it were removed, and I believe that a 
»xrocedure somewhat of the nature provided for in the bill we have 
betes us, introduced by Chairman Harris and Mr. O’Hara, is now 
the safest, wisest, and best approach to give to this problem of getting 
the producers out from under the utility-type regulation of the 
Natural Gas Act, but not leaving the law of supply and demand com- 
pletely free to operate. 

Mr. Witi1aMs. Prior to the Phillips decision, Mr. Kuykendall, was 
there a trend toward unreasonable increases in the price of natural 
gas at the wellhead which resulted in unreasonable increases in prices 
to the consumer ? 

Commissioner KUYKENDALL. Well, it is hard for me to say, offhand, 
what prices were reasonable and what were unreasonable. We all 
know that the prices had risen a great deal during the few years pre- 
ceding the Phillips decision. We all know that prices of virtually 
everything else have risen, also. 

I will say that the great difficulty which arose was due to the oper- 
ation of the favored-nation clauses, renegotiation clauses, spiral 
clauses, and so forth. They brought on great volumes of increases un- 
expectedly, and made it most difficult for the Commission to handle 
its work, and made it very bad for the distributing companies, as well 
as for the ultimate consumers. 

Mr. Wituiams. I understood you to say that you had changed your 
mind about this matter— 

Commissioner KuyKENDALL. Yes. 

Mr. Witz1AMs (continuing). Since your announcement last year. 

Commissioner KuykENDALL. I would not now favor completely 
taking regulation off of these producers. I do not know what would 
happen after they have had it for almost 3 years. I think we should 
be more moderate and keep some controls and restraints which will 
control unreasonable prices, which prices might be possible in certain 
areas where the producer might have gas and the buyers might be so 
desperate to buy it that they would pay unreasonable prices. 

Mr. Witit1aMs. The statement I read a moment ago—— 

Mr. Hesevton. Will the gentleman yield for a clarifying question ? 

Do I understand, Mr. Chairman, you would not favor the so-called 
Harris-Fulbright bill of 1955 at that time? 

Commissioner KuyKENDALL. Well, that would not have taken the 
lid clear off, Mr. Heselton. 

Mr. Heseiron. That is what confuses me. Are we to interpret all 
of this testimony in 1955 as not important now ? 

Commissioner KuyKENDALL. No. I don’t see the inconsistency in 
what I am saying here. 4 

Mr. Hesevron. Thank you. 

Mr. Wuuiams. Mr. Kuykendall, the statement that I read to you 
a moment ago which was your statement of last year before this com- 
mittee, with respect to the production of crude oil and its products, 
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including natural gas, being a mining operation, and so forth, you 
went further to say this: 
We are firmly convinced from every aspect of public interest, and particularly 


that of national defense, that Congress should not single out natural gas as 
the only one among those fuels— 


that is, coal, oil, and so forth— 
over which an artificial ceiling should be placed. 

Now, as I understand your statement a moment ago, you have some- 
what modified your position in this regard. 

Commissioner KuyKenpati. Yes; I have, due to what has inter- 
vened since then. 

Mr. WiiuiaMs. What has caused you to modify your position in that 
respect ? 

Commissioner KuyKENDALL. I think—— 

Mr. Wittiams. I mean, with regard, not to natural gas itself, but 
with regard to these other produets, that distinguishes natural gas 
from these other products ¢ 

Commissioner KuykenpaLt, I think, in fact I am sure, that pur- 
chasers of natural] gas are having increasing difficulty in buying gas, 
and I think the balance between supply and demand, rather, the lack 
of balance, is much greater now that it was 2 years ago. 

Mr. WiILLIAMs. What is it that distinguishes natural gas, which 
requires that natural gas be regulated while coal and oil and other 
mined products go w ithout. regul: ition ? 

Commissioner KUYKENDALL, Well, the distinguishing feature is 
that natural gas is more difficult to transport. The other products 
can be transported in a number of different ways, while natural gas is 
transported only through pipelines. 

Mr. Witiiams. You already have the authority to control or regu- 
late the interstate shipment of natural gas. I am referring to the 
mining and production and gathering of ‘natural gas, 

The act that you would control by “this legislation, as I ripe ‘stand 
it, is the production of natural gas, or Pe mining of natural ga 

Commissioner KuykKenpatu. No; I don’t favor any law ae h 
would give the Federal Government the right to control production 
or the mining of natural gas. All this bill covers is the price, the 
contracts made by producers who sell the gas in interstate commerce. 

Mr. Wituiams. Of course, that is quite a bit of control in itself. 
But what is there—I repeat the question—what distinguishes the 
sale of natural gas at the wellhead from the sale of coal at the mine, 
which would make natural gas require Federal regulation while coal 
is free from Federal regulation ? 

I do not quite get the ‘distinction between the two. 

Commissioner KuyKenpatL. As I said, the distinction is the greater 
difficulty of transporting natural gas and taking it to its markets. 

Mr. Wiiutams. I get back to the point that we are not dealing with 
the transportation of gas. I have no reference to the transportation 
of natural gas in asking this question, but rather to the sale at the 
wellhead, to whomever it might be sold, whether an interstate line 
or intrastate line. 

But what makes that operation, what distinguishes that operation 
from the sale of crude oil at the wellhead ? 
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Commissioner KuyKkenpaty. Well, I will answer your question this 
way: If we forget all about transportation, or who consumes these 
products or how these products get to the consumers, and talk only 
about abstract principles, I will agree with you that as a matter of 
abstract principle, it isn’t sensible to control the price of one of these 
products without controlling the price of the others. 

There are other factors which I have just mentioned which bring 
about this advisability or necessity for some price regulation of the 
sale of gas 

Mr. WiiuraMs. I thank you, sir. I won’t press that further at 
the moment, but I will pr obably come back to it. 

I yield back, Mr. Chairman. 

Commissioner Kuykenpaui. Mr. Chairman, I wish to say this, and 
I know it is understood: I will be answering a lot of questions, and of 
course there is no opportunity for the Commission to meet and frame 
an answer to each question. I may answer some questions in a way 
which other members of the Commission would not answer them. I 
wish to ask that any member of the Commission who disagrees with 
me on anv answers I give, have an opportunity to express his own 
views, so that no member of the C ommission is foreclosed from pub- 
liclv stating his views on any question that is brought out. 

The Cratrman. I think that is a very fair attitude, Mr. Kuyken- 
dall, to take, because it would be impossible for the Commission to 
meet or to have had a meeting and anticipate all the questions which 
will be asked by members of the committee here. 

T think perhaps a better suggestion, unless some member wants to 
ask a question of another member of the Commission or a member of 
the Commission has a statement he wants to make, would be that after 
the conclusion of your testimony and the answers to these questions, 
and later on during the course of the hearings when the Commission 
has had an opportunity to consider all of these things we discuss, and 
want to express in behalf of the Commission further statements in 
regard to them, that that would be advisable. 

Mr. Hesevron. Mr. Chairman, I take it you would also feel if any 
member of the Commission felt it was pertinent at the moment to 
make some statement of a differing point of view, that this would be 
permitted. 

The CratmrmMan. Yes. I just made that statement. 

Mr. Wititams. Mr. Chairman, I do have some further questions. 
The reason I yielded the floor, I did not want to monopolize the time. 
Should I proceed and get through, or should I yield? 

The Cuatrman. Of course, I have tried, as chairman of the com- 
mittee, to be as fair and as liberal as I can. I recognize there is a 
problem here where we have so many members of the committee, 
and I do think each member of the committee should recognize the 
fact that there are other members who have some questions which they 
want to ask. 

If I could ask the indulgence of the members of the committee that 
they ask a few pertinent questions that they have in mind, and thus 
give everyone a chance, and then come bac ‘k later on, it might be cer- 
te tainly more acceptable by the members of the committee, particularly 
those down at the lower end who have to wait so long for us to get 
around, 
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Sometimes I feel like starting at the bottom and coming up. I may 
do that sometime. 

Mr. Wuuu1aMs. Mr. Chairman, may I ask one more question, and I 
assure you it will not take more than 2 minutes. 

The CHatrmMan. Very well. 

Mr. Wiuu1ams. Mr. Kuykendall, in your statement of last year, at 
page 15 of the hearings, you stated this, and I quote: 

The fact remains that the fixing of rates of producers for gas sold in interstate 


commerce for resale will inevitably conflict with the recognized power of the 
States to regulate producers for purposes of conservation. 


And then further in that statement you said: 


We believe that a sound fuel policy is essential to a robust and expanding 
internal economy, and to the successful development of the national defense. 
We believe that no sound fuel policy can be erected upon such discrimination as 
presently exists against natural gas and in favor of other competitive fuels. 
We believe further that such a policy requires the exploration and development 
of our oil and natural gas resources against a background of free competitive 
enterprise, restricted only by appropriate State conservation regulation. 

Consequently, we believe that the Federal Government should not undertake the 
control or the regulation of rates of those engaged in the production, gathering, 
processing, or selling of natural gas prior to its entry into an interstate trans- 
mission pipeline, and that the Natural Gas Act should be amended accordingly. 


Without trying to embarrass you or put you on the spot, would you 
like to comment on that? 


Commissioner KuyKENDALL. Well, I thought I already had, and I 
am not embarrassed. 


Mr. Wiu1AMs. No, the conflict between the State and the Federal 
establishment now. 

Commissioner KUYKENDALL. Yes. 

That conflict has been largely removed by a decision of the Supreme 
Court which held that the State conservation orders, minimum-price 
orders, had no effect on sales of gas in interstate commerce, and that 
the field of regulating prices of gas sold in interstate commerce, be- 
longed to the Federal Government and not to the State governments. 

Mr. WiuurAms. Mr. Kuykendall, it has reached the point now where 
it looks like the last hope for the States is in the Congress. The 
Supreme Court and the executive branch have both been engaged in 
an all-out war against the sovereign rights of the States as reserved 
to them under the Constitution. 


The Congress can save those rights, and save our dual-sovereignty 
form of government. 

To me, the issue presented in this natural gas bill is just as basic as 
the issue presented to the Supreme Court some 3 or 4 years ago, on 
“Black Monday,” May 15, 1954, and in subsequent and previous de- 
cisions. 

Mr. Hesetron. Mr. Chairman, are we trying to civil rights bill this 
morning ? 

Mr. Wiu1aMs. No, sir, but we are trying something just as basic, 
and I would like to have Mr. Kuykendall comment on this bill in the 
light of the reserved powers of the States as granted to them under 
the Constitution and under the 10th amendment. 

Commissioner Kuykenpauu. Well, as the law now stands, the 
States cannot control, if they wished, the price of gas which moves 
out of the State and is sold in interstate commerce. The question be- 
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fore this committee is: Should the existing law, the Natural Gas Act, 
be amended in any way ? 

I gather you are of the view that now the Congress should pass a 
law completely exempting producers from any Federal price control 
and restore the situation that existed prior to the Phillips decision. 

I have already explained that due to the lapse of time and the im- 
balance I now fear and believe exists, that it would not be wise com- 
pletely to remove Federal control. I believe that there should be a 
minimum of control, and it should not interfere with the operations 
of producers in any way at all that is not necessary. 

I believe the bill presented by Mr. Harris and Mr. O’Hara does 
very well in that regard. 

Mr. Witurams. Thank you, sir. 

That is all. 

The CHarman. Mr. O’Hara. 

Mr. O’Hara. Mr. Kuykendall, permit me to join with my colleague, 
Mr. Williams, in expressing my own appreciation of the excellent, 
concise analysis which you have made of these two bills which are 
before us. 

Commissioner KuykEeNpA... Incidentally, if I may interrupt you, 
Mr. O’Hara, it is my fault that the written copies of my statement 
refer only to your bill and not to Mr. Harris’ bill, if you will notice. 
I did not mean to exclude Mr. Harris’ bill from consideration. 

Mr. O’Hara. I am sure Mr. Harris or I, either one, whichever one 
is used, will forgive the omission. I am sure of that. 

Mr. Kuykendall, of course you and the Commission were consulted 
in the work which was done preparatory to drawing this bill; is that 
correct ? 

Commissioner KuykenpAtu. No, I would not say that that is cor- 
rect, Mr. O'Hara. We did not participate in it, were not consulted. 
I was kept generally advised of what was going on, but I was not a 
participant among these industry groups which were working on this, 
nor was I a consultant to them. 

Mr. O’Hara. I presume you did not want to be consulted in the 
sense that you were advising as to what the bill should contain. 

Commissioner KuyKenDALL. No, I did not feel it was proper to get 
into that realm. 

Mr. Macponatp. Would the gentleman yield for one clarifying, 
short question ? 

Mr. O’Hara. All right, I will yield. 

Mr. Macponatp. Do I understand that you say you were not con- 
sulted at all about this bill, or merely about the drafting of the bill? 

Commissioner KuyKkeNnpauu. I was not consulted at all about this 
bill by anyone, that I can recall. 

Mr. Macponaxp. Thank you, Mr. O’Hara. 

Mr. O’Hara. Does that clarify it? 

Mr. Macponaxp. Yes, sir. 

Mr. O’Hara. Mr. Kuykendall, in your analysis of the bill, do you 
feel that this is a bill which does give the Federal Power Commission 
the full authority to control the price of gas which enter into inter- 
state commerce ? 

Commissioner KuyKkenpaui. I think it would give the Commis- 
sion—now, of course, I want it understood that there may be some 


LO 
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amendments proposed which I would favor, and I do not want to be 

ut in the position where I have said that this bill, with no further 
Rotting of 1’s or crossing of t’s is just exactly what we should have, 
but I would say that snare; I think that this bill is adequate. 

I could conceive of fuller regulation, but that is not the problem. 
The question is, What would be y adequate and proper regulation ¢ 

Mr. O’Hara. Do you feel that the provisions which are referred 
to in the bill with reference to the matters which the Commission may 
take into consideration in determining prices are reasonable and give 
the Commission authority, speaking specifically of section 13C, pages 
14, 15, and 16, does give the Commission the various elements which 
it may find necessary to take into consideration in price fixing by the 
Commission ? 

Commissioner KuyKenpatu. Yes, I do. I think this is the most 
comprehensive guide that I have seen in a regulatory statute to guide 
a regulatory commission. 

There, again, there may be some changes or additions which should 
bemade. It is much more comprehensive than the standard now in the 
Natural Gas Act. There the act merely says “just and reasonable 
rates.” 

This section you are speaking of gives the Commission the right to 
do what it should do, and the necessity and reason for that is the reason 
why commissions are created in the first place. 

These problems of ratemaking got so complex that the Congress and 
State legislatures could not handle them, themselves, and those duties 
have been delegated to bodies which possess certain expertise, and they 
should not be confined to a very strict formula. 

I think this bill gives us the power to consider all the relevant facts, 
and then to make a collective decision based on those facts. Some of 
the facts may exist in one case, and may not in another. 

Mr. O’Hara. I realize the problems which the Commission has 
before it will vary from day to day, is that not true? I mean from 
case to case. 

Commissioner Kuykenpatt. Oh, yes. There are, like in law, 
scarcely two cases that are the same. 

Mr. O’Hara. Would you say the recommendations or suggestions 
made by Mr. Kendall, whose testimony you heard, with reference to 

making costs an element to be considered by the Commission—do you 

care to make : any comment on that, Mr. Kuykendall ? 

Commissioner KuyKENpDALL. Yes, I would be happy to. 

In our annual report, the Commission made recommendations con- 
cerning the type of legislation we thought there should be to solve 
the problem now before this committee. Perhaps those recommenda- 
tions should be put in the record. I do not happen to have a copy of 
our annual report with me now. 

But we said, our recommendation was, that we be not compelled to 
use utility-type of rate-fixing by giving a fair return on a rate base. 
I perhaps am not quoting very well. We should not be compelled to 
consider these costs. 

We do not ask that we be excluded from the right to consider them, 
and I believe that our position is correct. 

I want to point this out: That under this bill, the producer and 
the producer’s customer, the pipeline, the pipeline company itself, 








102 NATURAL GAS ACT 


would present the new contract to us. If we disapprove the con- 
tract, the contract becomes void. The burden is on these people who 
want this contract to go into effect, to justify to us that the price 
provisions in the contract are reasonable. 

I believe honestly that these producers may find themselves in 
difficulties if they are barred from talking about some elements of 
cost. I agree, I have had enough experience, and I am thoroughly 
convinced that producers’ rates should not be made by calculating a 
rate base and allowing a rate of return on that rate base, and I will 
be happy to go into that subject further. 

But I do think that producers will want to tell us that labor costs 
have gone up so much in the last 10 years, and that all the materials 
that they buy are more expensive now than they were. We might 
have a situation where a producer already has a contract for s sale of 
gas in the same field executed 10 years ago which provides for a lower 
price than the contract he now wants us to accept. When he wants 
to explain why the new contract is justifiable with a higher price, he 
is going to want a I think, compare in a general way the costs that 
he incurred 10 years ago with the costs that he has incurred now. 

He perhaps ial: want to tell us that he had to go down several 
thousand feet deeper to other reservoirs to get this gas. 

Now, there is no significance to that fact except the fact that he 
incurred a lot of extra expense to do it. 

I do not favor any law which ties us up, as the present law does, 
by completely relating costs to rates. I believe, and in fact I am 
sure, that gas rates should be based on the theor y of what the producer 
has brought out of the ground, and not what he has put into it. 

Mr. O'Hara. In other words, you feel that it should be an element, 
Mr. Kuykendall, which the Commission may or may not take into 
consideration ¢ 

Commissioner KuyKENDALL. That is right. 

Now, I can think of this: We have a lot of little producers, and they 
deserve this Commission’s prompt consideration. It is true their 
total volumes are a minor percentage of the total sales, but they are 
the ones that are having the trouble, and they are the ones that 
may be forced out of the business if this type of regulation keeps up. 

We have had, and I daresay we will have in the ‘future, a contract 
executed by a little fellow, it is perhaps for a rather small amount of 
gas, and consequently the price that he could negotiate would be a 
relatively low price. 

By comparing his prices with all the other prices in the ar 
including the going prices, we might be very well satisfied, cuninahelely 
satisfied, that his price was reasonable, 

I think we should have the right to approve that price without 
requiring that that producer come in with a lot of cost evidence. In 
many cases he does not have it, he has not kept it, he does not keep 
complete sets of books like big companies do; and there are various 
complexities in keeping cost records, too, because frequently he has 
explored for oil as well as gas, and maybe there are other byproducts 
which are coming out of the same well or wells, and all these problems 
of allocation would be presented. 

I think it would be unwise and unnecessary to require the Com- 
mission to have cost evidence in every case. But I think people who 
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want to submit such evidence to us when they deem it pertinent, 
should have the right to do so. 

Mr. O'Hara. Would you care to tell us the problem which, briefly, 
Mr. Kuy kendall, you have had with the dumping of all these con- 
tracts, as a result of the Phillips decision, in the lap of the Commis- 
sion, how many you have been able to dispose of out of all of the 
ones which you have been burdened with? 

Commissioner Kuykenpati. Our statement of comments on this 
bill, which was placed in the record the first day, contains a lot of 
this information. However, I found on my desk last night a press 
release which we had issued, which might be relevant to your question. 

Mr. O’Hara. Very well. You mean the statement, Mr. Kuyken- 
dall, that was filed, your report on the bill ? 

Commissioner KuyKENDALL. Yes, that is what I mean. 

This is a press release, our release No. 9157. 

Mr. O’Hara. By “our,” > you mean the Federal Power Commission ? 
This is a unanimous release by the Power Commission ¢ 

Commissioner KuyKENDALL. No, it is really not Commission ac- 
tion. Our staff prepared this data, as they do frequently, and issued 
it for information to the public. 

Mr. O’Hara. Very well. What is the date of it? 

Commissioner KuykEeNDALL. It does not have a date on it—yes, it 
does, too. May 8, 1957. 

Would you want me to read it to you? 

Mr. O’Hara. If you care to, if it is short. 

Commissioner KuyKENnDALL (reading :) 

WASHINGTON, D. C., May 8, 1957. 

The Federal Power Commission today released the following statistics rela- 
tive to actions taken during the month of April regarding rate filings and cer- 
tificate applications of independent producers of natural gas. 

Mr. Hesevron. Will you go a little slower on that ? 

Commissioner KuyKENDALL. Yes, I will, Mr. Heselton. 

Commissioner KuykKENDALL. Tax rate increases allowed without 
suspension, there were three of those, involving $8,445. 

Other rate increases allowed without suspension, there were 21, 
involving $41,772. 

Rate increases suspended, there were eight of those, involving 
$287,489. 

Total rate increases filed amounted to 32 in number, and the total 
annual amount involved was $337,706. 

Tax rate decreases allowed w ithout suspension were seven in num- 
ber, involving an annual amount of $3,390. 

The total tax rate decreases filed were seven ; that is the same figure. 

Total rate filings of all types during that 1 month of April were 
939, 

Total rate filings acted on from June 7, 1954, to April 30, 1957, 
$21,370. 

Rate increases disposed of after suspension, during April there 
were six, involving $213,083. Two of them we allowed, in amounts 
of $37,151. 

Amount disallowed in one case was $137,863. 

The amount withdrawn was three in number, involving $38,069. 
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Rate increases suspended and pending as of April 380, 1957, were 
420 in number, involving $27,928,808. 

Now the gas certificate filings. During the month of April, we had 
111 applications filed. We issued 379 certificates. We disposed of 
11 certificate applications otherwise. 

The certificate applications filed from June 7, 1954, to April 30, 
1957, were 8,264 in number. 

Certificate applications disposed of from June 7, 1954, to April 30, 
1957, were 6,495. 

Total certificate applications pending as of April 30, 1957, were 
1,769. 

That gives you a little concept of the volume of work, I believe. 

Mr. O’Hara. Mr. Kuykendall, is it not true, in a general way, that 
there has been since the Phillips decision in June of 1954, a general 
round of gas increase allowances to the companies generally operat- 
ing the long lines? I do not mean to say that there have not been 
some which have not, but generally speaking, have not the majority 
of the gas companies, I am speaking of the long lines, been granted 
increases by the Commission ? 

Commissioner KuykENDALL. Yes, in almost all the pipeline rate 
cases that we have had, we have had to grant increases to the pipe- 
lines during that period. 

Mr. O’Hara. That is all, Mr. Chairman. 

The Cuarrman. Mr. Moulder ? 

Mr. Movutper. Mr. Kuykendall, the Supreme Court decision in the 
Phillips case did not specify the formula or the factors that you are to 

take into consideration in fixing and regulating the price of natural 
gas. 

Commissioner KuykenpAu. No, it did not. It simply said that 
the Natural Gas Act applied to these sales of producers who sold in 
interstate commerce. 

Mr. Mourper. Therefore, there is now a vacuum insofar as that is 
concerned, that is, the fixing of the price of natural gas at the well- 
head and regulating the flow and distribution of natural gas, except 
insofar as the Federal Power Commission so undertakes to do by 
rules and regulations; is that correct ? 

Commissioner KuykenpALL. No, Mr. Moulder, I would not say 
that that is correct. We had no vacuum in regulating the pipeline 
companies. We had well-established principles, even though the law 

said only “just and reasonable rates” as a standard. 

Now those same principles and methods have to be applied to the 
producers. We have had a circuit court decision here in the District 
of Columbia since the Phillips case, in which certiorari was denied, 
which has pinned the Commission down very firmly on what it can do 
and what it cannot do in regard to regulating the producers, and that 
decision compels us to use an original cost rate base with every 
producer. 

The decision also says that after we have done that, then if there is 
evidence to indicate that the producer needs a higher rate in order 
to have the incentive to explore and develop additional gas reserves, 
that we may give him additionally higher rates for that purpose, but 
that they should be no more than sufficient to allow him that incentive. 

Mr. Moutper. But, I mean insofar as the independent producer 
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is concerned, there is no specific legislation on the part of the Congress 
setting up a formula or telling you the factors and measures which 
you should use in fixing the price of natural gas, is there ¢ 

Commissioner KuyKenpauu. No; there is not. We are applying 
the regular, typical utility ratemaking provisions of the Natural Gas 
Act to the ote icers, and the court has said we have to. 

Mr. Movutper. My point is this: If Congress does not act and does 
not legislate on this question, then the Federal Power Commission 
will legislate by rules and regulations ? 

Commissioner KuYKENDALL. No; wecannot. Our hands are tied by 
this court decision. 

Mr. Movutper. That is all, Mr. Chairman. 

Commissioner KuyKkenpau. I might clarify that a little further, 
Mr. Moulder. The court apparently says we can on art from the rate- 
base method if sufficient evidence is introduced in the case to warrant 
us to, but we always have to have that rate base to start with. 

I believe that that requirement is wholly unwise and wholly un- 
necessary, and makes an unworkable situation. I do not believe Con- 
gress would ever, or has indicated so far, that it would give us 
enough personnel to do all that work. 

Mr. Dries. Mr. Chairman, may I make a suggestion, please, not with 
reference to the testimony, "but so many of us cannot hear these wit- 
nesses, and it is very difficult to follow this when we cannot hear it. 

It may be that he is talking too close to the microphone, but the 
words are just Sheakied: they go together, and I just cannot follow 
him, and have not been able to follow these witnesses. 

Commissioner KuyKENDALL. Am I close enough now ? 

Mr. Dies. That is better. 

Mr. Mourper. The point I am trying to bring out is this: There is 
need for congressional action and legislation on the part of Congress 
to clarify this question involved here about the regulation and con- 
trol of natural gas, is that not so? 

Commissioner KuyKenpaty. U ndoubtedly, Mr. Moulder. 

Mr. Hesevton. Will the gentleman yield for one question, for the 
record ? 

Mr. Moutper. Yes. 

Mr. Hesetton. That was the Detroit case? 

Commissioner KuykKEenpDALL. Yes, the City of Detroit case. 

Mr. Hesetron. That was in the Circuit Court of the District of 
Columbia? 

Commissioner KuyKENDALL. Yes. 

Mr. Heserton. What was the action of the Supreme Court? 

Commissioner KuyKenpaty. The Supreme Court denied certiorari. 

Mr. Heserton. May we have the citation at this point in the rec- 
ord, at your convenience ? 

The Cuarrman. You may supply that for the record, Mr. Kuyken- 
dall. 

Commissioner Kuykenpauy. Yes. I have that citation, Mr. Hes- 
elton. 

The Cuarrman. Is that all, Mr. Moulder? 

You may supply it for the record, Mr. Kuykendall. 

Commissioner KuyKenpatt. The title of the c ase is City of De- 
troit v. Federal Power Commission (230 Fed. 2d, 810). 
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The Cuarrman. The Chair would like to announce that at 11:30 
he feels compelled to call the committee into executive session for 
some 10 to 15 minutes. I wanted to make that announcement now 
so that everyone would know at that time, when we call for it, that 
you may leave the room just as expeditiously as possible. We will be 
in executive session for only about 15 minutes; after which time we 
will go back into the public hearing. 

Mr. Hale? 

Mr. Hate. Mr. Kuykendall, if I correctly understood, or drew the 
correct inferences from, your answers to Mr. Williams’ questions, you 
do not retract anything which you said to this committee in the hear- 
ings in 1955. 

Commissioner Kuykenpa. I believe that is substantially correct. 

Mr. Hare. You do feel that in the light of a changed situation, 
changed answers are now justifiable? 

Commissioner KuyKENDALL. Yes. 

Mr. Hare. And necessary ? 

Commissioner KuyKkENDALL. Imperative, I would say. 

Mr. Hatz. And the change in the situation results in part from the 
fact that you have actually had regulation since the Phillips case? 

Commissioner KuyKENDALL. Regulation of an improper type; yes. 

Mr. Hare. But you feel that, having had regulation, even of an 
improper type, it would be undesirable to take the lid off completely 
and go back to the pre-Phillips situation; is that correct? 

Commissioner KuyKENDALL. That is correct. 

Mr. Hate. I wish you would now outline for the record—you have 
already stated something from the release, but it was hard for me to 
follow those figures—w hat personnel have you had working on these 
producer cases, how many people? 

Commissioner KuyKENpatu. I couldn’t tell you from memory, Mr. 
Hale. We have some people who devote part of their time to this, 
and part to other work. But the Commission’s statement which we 
filed, which is now in the record, gives a pretty good summary, I 
think, of the workload we have. 

Mr. Hatz. You have not had enough personnel to do the job as 
thoroughly as you would like to do it, have you? 

Commissioner KuyKeNnpDALL. No, we have not, and I am glad you 
brought that up. I would like to furnish what I was about to say a 
minute ago when Mr. Dies complained about not being able to hear. 

I do not want to leave the impression that this is all the fault of 
Congress due to lack of appropriations. I have made it clear that 
even if we had all the money we wanted, we could not hire the people 
to do all this work, because such people are not available. 

I am speaking particularly of engineers and accountants. Every- 
one here knows that they are in very short supply; that the Govern- 
ment cannot compete very well with private industry in getting these 
people. 

I want to add, also, that I am firmly of the view that we should not 
have to hire all these people to do all these analyses of producers’ 
costs and try to make all the allocations required, and calculate rate 
bases, and so forth, because I think the job can be done much more 
simply and more fairly, too, than can be done under that procedure. 
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Mr. Hate. Mr. Heselton calls my attention to language which is in 
the Federal Power Commission’s report which says: 

It does not appear likely that the producer cases, or even the rest of the 
natural-gas work, can be placed on a current basis for several years to come. 

That is correct, is it not? 

Commissioner Kuykenpauu. That is a very modest, conservative 
statement. 

Mr. Hate. And that would be true if your appropriations were in- 
creased very materially, would it not, due to the difficulty of getting 
proper: personnel ? 

Commissioner Kuykenpauu. That is true. 

Mr. Hare. What has been, if you can summarize it, the practical 
effect of the kind of regulation which you have been able to do since 
the Phillips case? 

Commissioner KuykENpDALL. Of course, it may be difficult for we 
who are here in Washington, and who are frequently accused of being 
in our ivory towers, to assess fairly the results of what we do on peo- 
ple in distant points of the country. But I do know this, and I re- 
gret it very much: for example, there have been numerous ‘little pro- 
ducers who tried to get a certificate of public convenience and neces- 
sity from us so so he would sell his gas, and he needed the revenues from 
that sale very badly. He would not know how to apply for that cer- 
tificate, and perhaps did not know until he was ready to make the 
sale that he needed that certificate. He would then start applying. 
He would not give us the information that was required. So then he 
would write, pe erh: ips, to his Congressman and try to get him to help, 
and we had all these great volumes of cases, including many others 
similarly situated, and it was just unavoidable that a lot of those were 
delayed a considerable time before they were squared away and could 
lawfully sell that natural gas, even though the amount might be very 
small. 

That is one of the very detrimental things that has happened, and 
I see no reason at all why a producer of natural gas should be required 
to obtain a certificate of public convenience and necessity to make such 
a sale. 

In the first place, he cannot sell his gas until he has a contract with 
somebody to buy it. Now, if that contract is filed with us, and we 
take procedures to investigate and approve or disapprove the price, 
the public interest will be protected. 

It has just resulted in a shameful bureaucratic waste of time to have 
to process all these certificates. The law required it; we couldn’t dis- 
pense with it. The producers were afraid they would go to jail if 
they sold the gas without our knowledge and without a certificate. 

As I indicated a minute ago, we still have 1,769 applications to proc- 
ess. Now, in many of those cases, we have issued temporary certifi- 
sates, and there are pretty good reasons why those applications have 
not been processed. We should never have to do that in the first 
place. 

Mr. Hate. So, briefly, one answer to my question is that under regu- 
lation, it is too difficult for the producers to get into business; is that 
right ? 

Commissioner KuyKENDALL. Yes, it is. 

92196—57—pt. 18 
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Mr. Hate. As a result of regulation, has the price of natural gas 
to the consumer come down in the last 2 years or the last 3 years? 

Commissioner KuyKenpauu. No. To be honest, I cannot say that 
it has come down. Now we have a lot of rate investigations going 
on. If or when those should be completed and our final decisions 
made, perhaps some rates would be reduced. But we have not 
progressed very far in bringing down producers’ prices. 

Mr. Hate. It is true, is it not, Mr. Kuykendall, that natural gas, 
like any other mineral, is a wasting asset ? 

Commissioner KuyKENDALL. Yes, that is true. 

Mr. Hate. And the price trend on all wasting assets is almost neces- 
sarily, over the long term of years, upward, is it not? 

Commissioner KuyKENDALL. Well, I believe that is the general his- 
tory of the price of wasting assets. 

Mr. Hate. That is, today the supply, the actual supply, is always 
diminishing, and the known supply either diminishes or does not in- 
crease very much. 

Commissioner KuykenpDatu. Well, the known supply of gas and oil, 
of course, has increased through the years. 

Mr. Hate. I understand all that. You locate new reserves. 

Mr. Macponarp. Did you finish your answer, sir? Did you finish 
your answer ? 

Commissioner KuyKenpatu. Well, I will put it this way: that I 
know this to be the fact, that for years the oil industry has lived 
on its new discoveries. If you would look at the known reserves they 
had 20 years ago, you would no doubt find that those have all been 
consumed. 

But in the meantime, new discoveries have been made. That is 
the solution to the problem, to have new discoveries. 

Mr. Hate. Which are very expensive to get. 

Commissioner KuyKENDALL. Yes. 

Mr. Hare. And natural gas, the natural gas industry differs from 
the oil industry in this respect: that the oil industry can find new oil 
reserves in Saudi Arabia and in Venezuela and all over the world, 
but natural gas does not do much good unless it is found either in 
the United States or in some reasonably 

Commissioner KuyKENDALL. In the continental 

Mr. Hate (continuing). Adjacent country, like Mexico or Canada. 

Commissioner Kuykenpauu. That is true. At this time we have 
no feasible way of transporting large volumes of natural gas from 
another continent. 

Mr. Hate. You cannot get natural gas up here from Venezuela, can 
you? 

Commissioner KuyKenpAtu. No, I don’t know how it could be 
done. 

Mr. Harr. And, of course, the demand for natural gas, the number 
of consumers and the amount they consume, is constantly increasing, 
is that not true ? 

Commissioner KuyKenpatu. Yes. There has been increasing de- 
mand for natural gas because it is such a desirable fuel. 

Mr. Hate. So that on the general operation of the law of supply 
and demand, which is just as applicable to natural gas, I suppose, as 
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to any other commodity, it is to be anticipated that the long-time 
trend will be upward. 

Commissioner Kuyxenpauu. Well, I hesitate to predict that. 
Looking at it today, I think it would appear that way to me, but I 
am not an economist and I don’t think the best economist can fore- 
cast conditions very far ahead. 

Mr. Hare. Of course, you cannot predict what new reserves may 
be discovered. 

Commissioner KuyKeNpDALL. That is right. 

Mr. Hae. And also, of course, there might be other fuel develop- 
ments 

Commissioner KuyKENDALL. Yes. 

Mr. Hate (continuing). Which would diminish the demand for 
natural gas, if we did get nuclear fuels on a cheap basis, or something 
of that sort. 

Commissioner KuyKENDALL. Yes, that is correct. 

Mr. Hae. But all that isa little bit hypothetical; is it not? 

Commissioner KuyKENDALL. Yes, it 1s. 

Mr. Hare. And conjectural. 

I think I will not take any more time, Mr. Chairman. 

The Cuarrman. Mr. Staggers ? 

Mr. Sraccers. Mr. Kuy kendall, I hope I can be brief. 

I notice in your testimony that you now, according to change of 
circumstances, have changed your position a little or somewhat ‘from 
what it was the last time you testified. Then you were in favor of 
freeing all producers, as I remember, in giving your testimony. 

Commissioner KuyKENDALL. W ell, Mr. Williams did not quote all 
of that statement. We did state what he quoted. We also said a little 
bit later on that if there was to be regulation, it should be a control 
or regulation of the competition, and not the type of regulation that 
the law then imposed on us. 

Mr. WituraMs. That is right. 

Mr. Staccers. Yes. 

In light of that, are you now basing that change on the change of 
circumstances, or on what advice, I was wondering, as you see it, or 
the Commission sees it, are you making your change? 

Commissioner KuyKENDALL. W ell, I thought “I had answered that 
question, Mr. Staggers. I based my present opinion on the changed 
conditions that have arisen in the last 2 2 years. 

Mr. Staceers. All right. 

Going back to Mr. Kendall’s testimony yesterday and his written 
report, he bases a great deal of his testimony on the White House, or it 
is the President’s Advisor y Committee on Energy and Resources, the 
President’s Advisory C ommittee on Energy Supplies and Resources 
Policy (it states that they met in 19! D4), and I am wondering if the 
Advisory Committee has had a meeting since that time. 

Commissioner KuyKENDALL. I really don’t know, Mr. Staggers. 

Mr. Sraccrrs. On July 30, 1954. And in that meeting it says that 
practically every branch of the executive branch of Government, and 
the top Cabinet members were present, plus representatives of the 
task force appointed by the President, to make these recommendations. 

In that recommendation, it does not make it clear as to w hat type 
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of regulation or what type of legislation should be enacted to cover 
the independent producers. It does leave a great deal of leeway. 

But now the Office of Defense Mobilization comes forward and 
QO. K.’s this bill, it says the bill is all right. But they recommend two 
further points to be added to the bill, ‘and I would like to read from 
Mr. Kendall’s report. The reason I am asking this is, I would like 
to have your opinion on it. 

In his letter to the chairman of May 1, 1957, the Director of the Office of 
Defense Mobilization called attention to the fact that the pending bill does not 
cover two other recommendations on natural-gas legislation made by the Presi- 
dential Advisory Committee on Energy Supplies and Resources Policy. 

My question to him was whether he would favor those two points 
being enacted or added to this bill, and his answer was, “Yes.” 

In Mr. Gray’s letter to the chairman, he very emphatically calls 
attention to these points, and says that they are recommended, and he 
calls attention of the committee to these recommendations. I would 
like to read from this Advisory Committee report, just briefly, if I 
may: 

The basic principle regarding the regulation of natural gas and the use of 
alternative energy sources should be, as far as possible, a free choice by the 
consumer and free and fair competition among suppliers. This, it is confi- 
dently thought, will provide most effectively for the assurance and flexibiilty of 
energy supply. 

The bill before us attempts to do just that, as I presume, and your 
Commission is in favor of this bill, I gather from the answers you 
have given. 

Commissioner KuyKENDALL. Yes. 

Mr. Sraccers. I want to ask this other question in regard to it, and 
read a little further: 


Both for the economic growth and strong security readiness of the Nation, 
Sales, either for resale or direct consumption, below actual cost plus a fair 
proportion of fixed charges which drive out competing fuels, constitute unfair 
competition and are inimical to a sound fuels economy. 

That is a very definite statement, which follows up the other part, 
and which has been referred to by the former witness. 

Are you in favor of legislation, or these amendments being added 
to this bill, which would cover this phase of the Natural Gas Act? 

Commissioner Kuykenpatt. Well, Mr. Staggers, I will say that I 
approve of the principle that you have just quoted. 

Mr. Sraccers. Fine. That is all I wanted to know. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Heselton? Or would you rather wait until 
after 

Mr. Hesertron. Mr. Chairman, it is 11:28. You suggested other 
members of the committee who waited patiently here should ask 
questions. When I do start to ask questions, I am going to ask that 
my time be given to somebody else down there, and I would like to 
ask my questions later. 

The Cuatrman. I think in view of that, and in view of the time, 
we will ask that the room be cleared. 

(Short recess. ) 

Mr. Hesevron. Mr. Chairman, I make a point of order. The 
House is now in session, and a quorum is not present. 
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The Cuatmrman. The gentleman has a right to make a point of 
order, and the point is well taken. The Chair is about to announce 
the further schedule, and then adjourn the committee meeting. 

Mr. Hesetton. I think it is part of the business of the committee. 
I still insist on the point of order, and ask for a ruling on it. 

The Cuarrman. Would the gentleman permit the Chair to get the 
information from the other committee as to whether or not we can 
return to our own room so I can advise everybody? He, himself, 
has complained about this room as bitterly as anyone. 

Mr. Hesetton. I would be delighted to defer to my chairman on 
any reasonable request he makes. I consider that reasonable. 

The Cuarman. I am very flattered. 

The committee will adjourn until 4 o’clock this afternoon, or such 
time 15 minutes following the adjournment of the House. 

Mr. Kuykendall, will you have yourself available ? 

Commissioner KuyKENDALL. Yes; I will, Mr. Chairman. Will we 
meet in this room ¢ 

The CuarrMan. In this room, because our own committee room is 
already taken up under a previous arrangement by another committee. 
But we will go back to our own committee room tomorrow, I am sure. 

The committee will adjourn. 

(Whereupon, at 12:05 p. m., the committee adjourned, to reconvene 
at 4 p.m. of the same day.) 


AFTERNOON SESSION 


The Cuarrman. The committee will come to order. 

Mr. Kuykendall, Chairman of the Commission, had concluded his 
testimony, and was being interrogated by the members of the 
committee. 


Mr. Flynt? 
STATEMENT OF HON. JEROME K. KUYKENDALL—Resumed 


Mr. Fiynt. I have no questions. 

The Cuarrman. Mr. Bennett ? 

Mr. Bennett. Mr. Chairman, I have some questions. 

Mr. Kuykendall, to what extent do you feel, if any, that costs should 
be considered by the Commission in arriving at a fair and reasonable 
market price? 

Commissioner KuyKENDALL. I was on that subject before we recessed 
this morning. 

I am of the opinion that fixing rates of gas producers on a cost-rate 
base is unwise and improper, and produces improper and widely vary- 
ing results. 

I think some cost factors will be pertinent on behalf of the producers, 
and I suspect they may find that they would want to introduce some 
type of cost evidence. 

I am not so concerned about evidence of the costs of any one par- 
ticular producer, because it is reasonable to assume, I believe, that a 
producer who has high costs may be very willing to disclose those, 
while one with low costs would not be. The costs that are pertinent 
or the cost evidence that I deem pertinent would not necessarily pertain 
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to one producer, but to economic conditions or to the conditions of the 
industry generally, to show trends. They might be used in economic 
studies and evidence of that character, and not something to be used 
for arithmetical computations, but simply supplementary evidence to 
all the other evidence, to arrive at a reasonable market price, 

Mr. Bennett. How would you—or would you give the Commission 
the right to use costs if it sees fit to do so, or if it thinks it is proper 
to do so in a given case, in this bill ? 

Commissioner Kuykenpatu. I thought—weren’t you here this 
morning ? 

Mr. Bennetr. Yes. I am here right now, and I am not clear on the 
answer you gave, except to this extent: I figured from what you said 
that you were opposed to a utility formula where costs plus a fair 
return is the only thing which the Commission could consider, but 
what I want to know—and if you have answered it, I am sorry, I did 
not understand it—what I want to know and I would like to have your 
comment on is the conclusion or the statements made here by Mr. 
Kendall on yesterday as to the striking out on page 14 of the three 
words, on line 24, forbidding the Commission to consider costs. 

Commissioner KuyKkenpat. I believe that might be a way to solve 
the problem we are talking about. I would not want to be irretrivably 
committed to that position. There may be a better way of doing it. 
But what I think should be done is to give the Commission authority 
to receive cost evidence, but not that the Commission be compelled to 
have it. 

Mr. Bennett. Well 

Commission Kuyxenpati. And this matter of costs is an awfully 
big word. I think you are thinking of it in connection with a cost 
rate base, and I am not thinking about that at all. 

Mr. Bennett. No. 

Commissioner KuyKENDALL. It might be costs of labor; it might be 
costs of material; it might be costs of borrowing money at the bank; 
it might be “cost of money,” as we speak of it, including what they 
have to pay preferred-stock holders or the common-stock holders if 
the producer is incorporated; and trends of costs; costs of drilling: 
costs of exploration; seismographic costs generally ; general economic 
information, much of which would deal somewhat with costs. 

I think that might be relevant. I think it could be relevant. 

Mr. Bennett. In the bill as it is written, it is stated in section 13C, 
under (1): 

The Commission shall recognize the fact that natural gas is a commodity, 
and it shall not consider costs or use the public utility rate cost-of-service con- 
cept. 

I take it the word “costs” there refers to the cost of gas as a com- 
modity. Do you have that impression ? 

Commissioner KuyKEenpDALL. No; I think it is much broader. It 
means any kind of costs that might be pertinent to our determination. 

Mr. Bennett. You do think that in arriving at a fair price or a 
reasonable market price, that all costs in relation to the production of 
the commodity might be pertinent in arriving at such a price? 

Commissioner KuyKenpatt. I think it might, in a given case. In 
many cases it would not. And in the instance I cited, just because a 
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producer has very high costs is no reason, in my opinion, as a matter 
of law or in sound economics, to reward him unduly, simply because 
he wasn’t as fortunate as some other producer. I think he should still 
get only a reasonable market price. 

I think costs, evidence of cost of any character, should only be 
supplementary, if it were of some help to the Commission, in con- 
sidering the other elements that are set forth in the bill, to arrive at 
a figure of reasonable market price. 

Mr. Bennett. Let’s just consider, for the purpose of our discussion, 
let’s just consider costs in relation to the cost of the gas itself as a com- 
modity.. I donot mean the cost of producing it or the cost of getting it 
into the pipeline, but simply the cost of the gas itself. 

Commissioner KuyKENDALL. The cost to the producer ? 

Mr. Bennertr. The cost to the producer. 

Do you see that the costs would have any relevance or any importance 
in arriving at a reasonable market price? 

Commissioner KuyKkrenpatt. I don’t think the cost of the individual 
yroducer should be given very much, too much, weight ordinarily, 
Ceca the costs of producers are too variable. It is a hazardous 
industry. It is not a utility industry where costs have a close relation 
to the selling price of the service. 

Mr. Bennett. Well, let us take the case of a pipeline company which 
owns its own reserves and sells them, rather than buying them from an 
independent producer. In such a case, you have a complete public 
utility operation as distinguished from a producer who simply owns a 
gas well and does not own any pipeline. 

What is your feeling with reference to the cost of the commodity in 
determining market price, so far as a pipeline’s own reserves are 
concerned ¢ 

Commissioner KuyKENDALL. I agree completely with what is in the 
bill about that. I think, so nearly as possibly, a pipeline producer 
should be put on the same basis and treated the same way, insofar as 

ricing his gas goes, as a producer who is not also in the pipeline 
freslanade. 

Mr. Bennett. But you agree, do you not, that a pipeline company 
owning its own reserves is, from the beginning to the end of its opera- 
tion, a complete public utility ? 

Commissioner KuyKENDALL. No; I don’t. I agree—— 

Mr. Bennett. You do not? 

Commissioner KuyKenpau. I agree that the transportation service 
is, broadly speaking, what we call a public utility activity. But I do 
not think the producer, gas producing end of it is. 

Mr. Bennerr. You ined separate the operation and regard the 
transportation as a public utility operation, and the production, the 
reserves of a pipeline, as an independent producing operation ? 

Commissioner KuyKENDALL. Yes; I would. 

Mr. Bennett. The Commission for a long time took a different 
view, for many years or a number of years after the original Natural 
Gas Act was passed; and then the Commission- changed its opinion so 
far as that philosophy is concerned. When did that happen? 


Commissioner KuyKenpDALL. That happend since I have been there. 
I think it was in 1954. 
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Mr. Bennerr. Prior to 1954, the reserves of pipeline companies 
were treated as part of an entire, overall public utility operation, were 
they not ‘ 

Commissioner KuyKENDALL. Yes. 

Mr. Bennerr. And they were allowed the cost of those reserves plus 
a fair return, is that right? 

Commissioner KuyKENDALL. Yes. 

Mr. Bennerr. How did the Commission change that rule in 1954? 

Commissioner KuykenpatL. By issuing an opinion and order in a 

case involving Panhandle Eastern Pipe Line Co. That opinion was 
me in the record of these simlilar hearings 2 years ago. 

Mr. Bennetr. I have not read the hearings. Would you mind tell- 
ing us briefly what the effect of the decision was 

Commissioner _KuyKenpau.. The effect of the decision was to 
throw out of Panhandle’s rate base all of the costs of its gas- 
producing properties, and to throw out of its operating expenses all 
costs related to gas production activities, and to give Panhandle a 
price for its gas thi at it sold to itself, so to speak, equal to the ene 
average field price in the area where Panhandle produced its gas 

Mr. Bennerr. Which was somewhat similar to a market price? 

Commissioner Kuykenpaty. Well, somewhat, yes. This formula 
in this bill would give us more leeway to fix that price, and it spe- 
cifically says it will not be necessarily the weighted average price. 

Mr. Benner. I mean your decision was in many respects similar 


to what you consider a market price of the gas in that area, is that 
not true? 


Commissioner KuyKENDALL. Yes, somewhat. 

Mr. Bennerr. Is the Commission still following that rule with 
respect. to the pipelines ? 

Commissioner Kuykenpati. No. We had the Phillips decision 
afterwards, which held that all producers were under our regulation. 
At the time we decided the Panhandle case, we thought all the inde- 
pendent producers were not subject to regulation, and we thought 
a had a good, valid, legal as well as economic standard to go by. 

But the Phillips decision destroyed that, and—— 

Mr. Bennerr. What effect did the Phillips decision have on this 
Panhandle Eastern case where you changed the rule? 

Commissioner KuykENDALL. The circuit court of appeals held that 
the weighted average field price alone did not prove what would 
be a proper price for Panhandle’s gas, and that we would always 
have to calculate the rate base anyway, as a point of departure; but 
after that was done, an increased amount could be allowed a ipe- 
line—a producer, a pipeline company, for its own produced gas in an 
amount sufficient to encourage further exploration and development, 
but an amount no more than that. 

The court also held that evidence was lacking in that case as to the 
fact that the amount we allowed was no more than enough. 

Mr. Bennetr. What is the present situation with respect to Pan- 
handle? Does your original decision changing the rule, does that 
fix their price? Is that the price they are charging, or are they 
ch: arging a different price, or what is the status of that case? 

Commissioner erewlié, The case was remanded to the Com- 
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mission, and there were further hearings held, and the matter is 
now before an examiner of the Commission. 

In the meantime, Panhandle is charging the rates we allowed. If 
they do not stand 

Mr. Bennert. In the original case? 

Commissioner Kuykenpatut. Yes—they will have to refund the 
difference. 

Mr. Bennett. If this bill passes, what effect will that have on the 
Panhandle case ? 

Commissioner Kuykenpauu. If this bill passes while that case is 
still pending before the Commission, then I believe we would process 
that case under the new law rather than the existing law. 

Mr. Bennett. So that they would come out then about as they 
would have come out under your original decision ? 

Commissioner KuyKENDALL. I wouldn’t commit myself to that. I 
do not know where they would come out under this formula, because 
we would have to take entirely new evidence. 

Mr. Bennetr. They would come out at least as well, would they 
not ? 

Commissioner KuykeNnpAtL. I do not know whether they would or 
not. 

Mr. Bennett. Is this not a little more liberal formula than the 
one you applied under the Panhandle case ? 

Commissioner KuykKENDALL. It is very much more liberal, and that 
was one of the compelling reasons for changing our formula. 

In the Panhandle case, under the costs method 

Mr. Benner. No, no. I mean under the decision that you made 
changing the cost-of-service formula. 

Commissioner KuyKENDALL. I guess I don’t understand your ques- 
tion, Mr. Bennett. 

Mr. Bennert. Well, if this bill passes, would the formula set up 
here for determining a price provide a higher price for Panhandle 
than was the case in your decision in 1954? 

Commissioner KuykKENDALL. I do not know, and I would not at- 
tempt to say how Panhandle would come out under this law, under 
this bill if it became law. We would have to get the evidence, go 
through the proceedings that are prescribed here. It might be less, 
it might be more, I do not know. It might be the same. 

Mr. Bennett. There are a lot of factors here you could consider 
which might serve to increase the price, which you did not consider in 
your original decision; is that not true? 

Commissioner KuykENDALL. No. I think in our original decision 
we tried to look at it pretty much as 

Mr. Bennerr. You told me a few minutes ago that you took the 
average weighted field price, did you not? 

Commissioner KuyKENDALL. Yes. 

Mr. Bennetr. All right. 

If this bill is adopted, in section (4), page 15, it says: 











The reasonable market price is not necessarily the price of the last sale, 
the highest price, the lowest price, the weighted highest price, the average field 
price, or other price * * *. 


and so on. 
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So, I mean, you have more latitude, and the opportunity of being 
more liberal in fixing the price than would have been the case if you 
simply took the weighted field price, is that not true? 

Commissioner KuykEenpatu. Well, latitude is not only to go up. 
The latitude is to go down, also. 

Mr. Bennett. If you had to guess, which would you say it would 
be, up or down? 

Commissioner KuyKenpauu. Well, as I told you, I would not at- 
tempt to guess. I would not want to try to prejudge that case. 

Mr. Bennett. In any case, if this bill is passed, then the Panhandle 
case and all similar cases where pipelines own their own reserves 
will have their prices fixed under the formula set up in this bill ? 

Commissioner KuyKENDALL. I believe that is correct. 

Mr. Bennett. What would happen in a case of a pipeline own- 
ing its own reserves where you have already fixed a price? Would 
you have any jurisdiction over that if this bill passes, or does it come 
in the category of an existing contract ? 

Commissioner KuyKenDALL. We would have no jurisdiction, I be- 
lieve, over that until they filed a rate case, at which time we would 
look at pricing their produced gas as well as all the other pertinent 
matters. 

Mr. Bennett. Are all pipelines operating—all pipelines that own 
their own reserves operating under the same decision as the Pan- 
handle case ? 

Commissioner KuyKEenDAuL. No, I do not believe there are any 

Mr. Hesetron. What is that? 

Commissioner KuykrenpauL. I do not believe there are any more 
that are operating under that basis except the El Paso Natural Gas 
Co., which might be said to be. It is a company which, according 
to their contentions, would get a higher price for their gas on a cost 
basis than they would on the field-price basis used in Panhandle, 
and we had rate proceedings going on with them. There were some 
rate proceedings with them which were settled by all the parties and 
approved by the Commission. At that time what they would get 
on a cost basis was about the same, some less than what they would 
get on a field-price basis, and we approved a compromise there. 

So it would be a little difficult to say whether that was on a cost 
basis or field-price basis. 

That is the only other one that I recall. 

Mr. Bennett. Would you approve putting a provision in, adding 
to the things that the Commission might consider in figuring the 
market price, the cost factor ? 

Commissioner KuykENnDALL. We have discussed that several times. 
I thought I had the answered that question. 

Mr. Bennett. Well, if you have, I am not clear as to what your 
answer was. 

Mr. Hesetton. I have not heard it. When did you discuss it? 

Commissioner KuyKENDALL. Both this morning and this afternoon. 

Mr. Macpona.p. I have heard the words, but I have not heard any- 
thing I can understand 

Commissioner KuyKENDALL. I will repeat it. 

I do not believe it is wise economically to regulate these producers 
on a cost-rate base or on a typical public-utility rate base concept. 
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Mr. Bennetr. Yes, I heard you say that, but that is not the question 
I am asking. 

Would you please refer—have you a copy of the bill? 

Commissioner KuyKENDALL. Yes. 

Mr. Bennerr. Would you please refer to page 15, on line 3: 

“The Commission shal] consider”-—and then it goes from (a) to (e). 

There is no requirement that the Commission give any weight, any 


particular weight, to any one of these factors that it must consider; 
is that not true! 


Commissioner KuykenpDALL. That the Commission shall 

Mr. Bennett. Let’s take the factors from (a) to (e), the things the 
Commission shall consider in arriving at a price. 

Commissioner KuyKenpatu. What is your question, Mr. Bennett? 

Mr. Bennerr. My question is that the Commission, while it must 
consider each of these factors, the weight that it may give or that 


it must give is entirely w ithin the discretion of the Commission ; 
is that not true ? 


Commissioner KuyKenpDA.t. I believe that is correct. 

Mr. Bennett. So, if that is true, then what harm would there be 
in requiring the Commission to consider costs ? 

Commissioner KuyKenpat. For the reason that I stated this morn- 
ing, that I am sure there would be many cases which could be fairly 
and properly disposed of without any cost evidence, I do not think 
the requirement for consideration of costs should be mandatory ; and 
the phrase on line 3 is “The Commission shall consider.” 

I do not think the Commission should have to consider in every 
case the matter of costs. 

Mr. Bennett. Well, there might be some—or let me put it this 
way: Might there not be some cases where the question of whether 
a contract was arrived at competitively or at arm’s length bargaining 
might not be an issue at all? 

Commissioner Kuykenpatu. Well, it might not be an issue, but 
we might be completely satisfied that it was made at arm’s length, 
and we would thereby consider it. 

Mr. Bennett. I mean, you might have a case where that question 
would not be raised at all. 

Commissioner KuyKENDALL. We still would consider it and assume 
it was made at arm’s length and competitively. 

Mr. Bennett. If none of the parties to your proceeding raise a 
question as to whether it was arm’s length bargaining, why should 
you consider it? 

Commissioner _Kuykenpaty. We would consider that it was at 
arm’s length bargaining, very probably. 

Mr, Bennerr. But under this bill, you are required to consider 
it in any case; are you not? 

Commissioner _ KuyKenpatu. Yes. But that is not analogous to 
putting in a mandatory requirement that we consider costs. 

Mr. Bennett. Why not? 

Commissioner KUYKENDALL. Because then there would have to be 
cost evidence of some type in every one of these proceedings, and 
I do not think that is necessary or proper. 


Mr. Bennett. If none of the contesting parties raised the question, 
you would not have any. 
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Commissioner KuykEnDALL. We would have no costs to consider, 
and we couldn’t comply with the law. 

Mr. Bennerr. You might have cases where the quality of the gas 
being purchased is not in dispute at all; might you not? 

Commissioner KuykenpDatu. It might not be in dispute, but we 
would still, nevertheless, know whether it was casinghead gas or 
not. 

Mr. Bennett. But you still would have to take some evidence on 
it, and you still would have to consider it, would you not, under this 
bill if it is passed ? 

Commissioner KuykKENDALL. It seems to me I have made the point 
clear. In my opinion, if you insert in that section that “the Com- 
mission shall consider costs,” you have placed an additional duty 
and an unnecessary and improper duty on the Commission. 

Mr. Bennett. The point I am trying to make is that your position 
is erroneous. I am trying to see if we cannot get on some common 
ground. And my question is: Is it not true that, although you are 
required to consider 5 factors, that 1 or more of those factors might 
be of no particular significance in a given case? Do you agree with 
that ? 

Commissioner KuyKENDALL. Yes; I agree with that, I believe. 

Mr. Bennett. All right. 

If that is the case, then even though “costs” is not a factor in a 
particular case, what is the harm in putting in here with the other 
factors that the Commission must consider, the element of costs ? 

Commissioner KuyKENDALL. I believe I had better take back what 
I said. We would consider, and I think we would know in each case, 
each one of those points. There might not be any evidence on it, 
there might not be any dispute on it, but the contract itself would 
reveal, very probably, some of them, and I do not believe I should 
say that there would be cases where we would not consider some of 
those, because on looking it over, I believe that we would. 

Mr. Bennett. You agree that the weight you would give each one 
of those factors which you are required to consider under this bill 
is entirely within your discretion, your unlimited discretion; is that 
the way you read the language? 

Commissioner KuykENpDALL. Well, unlimited by reasonableness. 
And if we are unreasonable, it will not stand up in court. But we 
are given wide discretion, which I think we should be, which discre- 
tion any regulatory commission should and does have. 

Mr. Bennett. There is nothing said about reasonable discretion. 
It says 

Commissioner Kuykenpatu. That is implied. 

Mr. Bennett. Turn to page 16 for a moment, line 2, where it says: 





a price which the Commission, exercising its judgment and discretion in 
weighing, among other things directly relevant to the issue, all factors enu- 
merated above. 

Commissioner Kuykenpatu. Yes. That answers the question. I 
am glad I corrected my answer. We would, and the law says we 
would, weigh all the factors. 

Mr. Bennett. My question is this: Give me an example of some 
of the other factors which are not mentioned here which would be 
directly relevant to an issue. 


Ls lll 
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Commissioner KuykenpALu. Well, the duration of the sale. Some- 
times there are spot sales made. 

Mr. Bennetr. What? 

Commissioner KuykreNnDALL. Spot sales, s-p-o-t, short-term sales 
made when a producer for some reason or other "has to dispose of 
some gas. Perhaps it would be flared if he were not able to sell it. 
Perhaps he could not flare the gas because of the conservation rules 
and laws of his State, and w ould not be able to produce oil unless 
he could sell the gas. He might make a spot sale. 

In that case, he might have to sell it at a considerably cheaper 
price than he "would in an ordinary long-term contract. That is 
an illustration. 

Mr. Bennerr. Give me another illustration. Give me an illus- 
tration which deals with the long-term contracts. 

Commissioner KuykENDALL. Generally, in the gas industry, the 
bigger sales for the longer time bring a higher price than the smaller 
sales for a shorter time. 

Mr. Benner. Can you think of anything else, any other thing 
which would be directly relevant to the issue that is not contained 
in this—— 

Commissioner ot gpa tepe Right at this minute, I don’t. I am 
sure there would be many cases, many special situations. Any 
lawyer would know that situntitnd would arise which would be novel 
and unique. 

Mr. Bennerr. The point I would like to ask your opinion on is 
this: Is it not true that that language would pretty much leave up 
to the Commission what it wanted to consider, aside from these fac- 
tors which are mentioned on page 15? I frankly do not know what 
the language means. Iam wondering if you do. 

Commissioner KuykEeNnDALL. As I said this morning, I think it is 
a lot more comprehensive than the present standard, which is simply 
“just and reasonable rates.” 

Mr. Bennett. I agree with that, but I am trying to find out what 
the language does mean. It is pretty loose, this language on page 
16, which, after enumerating a lot of things, then says— 


the Commission, exercising its judgment and discretion in weighing, among 
other things directly relevant to the issue, all factors enumerated above * * * 


In other words, what are all these other factors that you are going 
to consider that are not named here? 

Commissioner KuykenpALL. I am just like the authors of these 
bills. They could not think of all the factors which would arise, but 
they knew that factors would arise. So they have drawn it broadly 
enough to allow us to consider those factors which would be relevant. 

Mr. Bennerr. They put in the factors which they wanted you to 
consider, and then told you you could consider anything else that they 
forgot about; is that what you are saying ? 

Commissioner KuyKenpatyi. They put in the factors which they 
said we would have to consider. 

Mr. Bennetr. Well, you have to consider other things that are 
directly relevant to the issues. 

Commissioner Kuykenpatu. If they are relevant, yes, and if they 
exist in that case. 
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Mr. Bennerr. And you are the one who decides what is relevant. 

Commissioner KuyKenpAu. Yes. That is not unusual. We are 
in a quasi-judicial position, and we do that frequently. 

Mr. Bennert. And you think that no guideposts other than this 
general language are needed ? 

Commissioner Ktuyxenpatu. I do not think that it is possible to 
draw any rigid guideposts. It is too complex a subject. 

Mr. Bennetr. You think it would be fair to say that, reading this 
section, section 13C, it could be construed to mean anything the Com- 
mission wants to construe the meaning to be, and come out with a 
price that it thought was reasonable—period ? 

Commissioner KuyKenpauti. No; I don’t think it would be con- 

strued as allowing us to do just anything we wanted, without any 
regard to the principles set down here. If it were that wide a dele- 
gation of congressional authority, it would be unconstitutional, and 
T do not believe this is unconstitutional. 

Mr. Bennett. Do you agree with this? Do you think that this 
section gives the Commission a right to give as little weight or as 
much weight to any one of these factors as it sees fit ? 

Commissioner KUYKENDALL. Yes. It is a hard question to which 
to answer “Yes” or “No,” but if we do not give proper weight to some 
relevant question, why, the courts would reverse us on it. 

Mr. Bennett. There is nothing in here which says how much weight 
you are supposed to give a particular factor, is there, Mr. Chairman ! 
It merely says the Commission shall consider, and you can consider 
as little or as much as you want, any of these factors. Is that not a 
most reasonable interpretation to make out of that language? 

Commissioner KuyKENDALL. Well, you have undoubtedly—you are 
a lawyer, are you not, Mr. Bennett ? 

Mr. Bennett. Yes. 

Commissioner KuyKENDALL. You have had lots of experience, per- 
haps, with negligence cases, where the question is whether one party 
did or did not use reasonable care. That is the standard. This is a 
much more specific standard than that. There are all kinds of legis- 
lative and judicial standards that are much more vague than this. 

Mr. Bennett. I have never seen any, frankly. This does not set up 
reasonable standards. All it does, it says the Commission shall con- 
sider, and what consideration you give is up to the Commission, not 
anybody else, as I read it. 

Commissioner KuykeNpatu. I do not think that is substantially 
different than it is now. 

Mr. Bennett. Pardon ? 

Commissioner KuyKeNpAtu, That is not very much different than 
it is now. 

Mr. Bennett. Is that true, Mr. Chairman; is that statement true? 

Commissioner KuykenpAtL. I gather that you have the impres- 
sion these rates are made by simple mathematical computations. There 
are all kinds of discretion in the way of allowance or disallowance of 
certain costs and allocation of costs. 

Mr. Bennett. Right. 

Commissioner _Kuykenpatt. And anticipation of future events, 
and so forth. We exercise discretion all the time, and we have to, and 
that is what we are there for, and that is what this bill says we shall do. 
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Mr. Bennett. Yes. But you do not mean to say to this committee 
there is any comparison between the kind of discretion you exercise 
under a well-known, well-established, long-established, public-utility 
ratemaking formula, and the kind of a formula that you would be 
operating under in this bill, do you? 

Commissioner KuyKENDALL. This well-established formula, as we 
now have it, was not at one time well known and well established, and 
it evolved through a delegation of authority much broader than this 
one. 

Mr. Bennett. Well, the public-utility rate base is on a cost of serv- 
ice piss a fair return concept; that is the basic public-utility concept, 
is it not? 

Commissioner KuyKENDALL. Well, a cost-rate base is a rather new 
thing in the public-utility regulation field. It was not until 1944 
that the Supreme Court approved that. 

Mr. Bennett. All right. But since they have approved it, it has 
been pretty well fixed, and you can tie it down pretty well, can you not? 

Commissioner KuyKEenDALL. Yes. I think we can tie this down, 
too, after we have had experience and issued a number of decisions 
involving various areas of the country. 

Mr. Bennett. I think, under the language, you could tie it down 
any way you want to tie it, and I do not think any court could change 
your decision. I have just one more question: Is it true that, under 
this bill, if this bill passes, you have no jurisdiction over prices in ex- 
isting contracts ? 

Commissioner KuyKkenpatu. If the bill passes as it is now written, 
we would have jurisdiction over prices in all existing contracts that 
contain these favored-nation clauses—what is the phrase here? 

The Cuatrman. Indefinite pricing. 

Commissioner KuyKEnDA.L. Indefinite-pricing clauses. 

Mr. Bennett. But you would have no jurisdiction over the existing 
price under any existing contract where the price was to be raised by 
fixed steps? 

Commissioner KuyKENDALL. That is my understand of the bill. 

Mr. Bennerr. Now, where you fix a price under a new contract, is 
it true that you fix not only the market price for the gas which is being 
sold now, but you also fix the reasonable price of all the fixed raises 
for indefinite periods in the future or for a definite period in the 
future ? 

Commissioner KuyKENDALL. Yes, under this bill. 

Mr. Bennett. So that if you had a specific case—let me give you a 
specific case: A contract price for an amount of 30 cents which, over a 
period of 5 years, goes to 40 cents. You approve it as of now, and I 
am assuming this bill passes, you approve as a reasonable market price 
the 30 cents, and the 10-cent raise, the 40 cents, during the next 5 years; 
is that correct ? 


Commissioner KuyKENDALL. Yes. There would be one approval for 
the duration of that contract. 

Mr. Bennett. And might it be reasonable to assume that 5 years 
from now in the case I mentioned, 40 cents might not be a reasonable 
market price ? 

Commissioner KuyKENDALL. That is certainly a possibility, and I 
recall discussing that point with Mr. Harris 2 years ago, and I told 
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him that I did not see how I or anyone could foresee economic condi- 
tions or other conditions which would be pertinent to fix a price 5 
years from now or 10 or 15 or 20. Mr. Harris asked me if, looking 
at that contract as a whole and using the present standards of which 
I am aware and of which I am conscious, I could apply that price, 
with all the terms of the contract, and determine whether or not all 
those terms are just and reasonable today. 

I said I thought I could do that. ow, that would give no antici- 
pation of economic trends, either up or dow n, in the future. 

Mr. Bennett. Well, do you think it is possible for any commis- 
sioner or any group to be able to do that? 

Commissioner KuykENDALL. I think it is possible to do what I just 
said. It is not possible to predict what condition will be 5, 10, or 15 
years in the future. 

Mr. Bennett. Of course not. And yet you are required, under this 
bill, to fix a reasonable price of gas for perhaps 10 or 20 years in the 
future, are you not ? 

Commissioner KuyKenpatu. Yes. And if present economic condi- 
tions maintain themselves 

Mr. Bennett. You are right. 

Commissioner KuyKENDALL (continuing). We may have some very 
low prices 10 or 15 years from now. 

Mr. Bennerr. And if they change, you have the reverse; is that 
not true? 

Commissioner KuyKenpatu. That is correct. 

Mr. Bennetr. Well, do you think that is a sound way, if this 
formula is right—assuming for the purpose of argument the formula 
in this bill, the procedure in this bill, is right—that it is proper for 
the Commission to fix a reasonable market price for gas as of the 
time the contract is entered into? Do you think it is proper or fair 
for the Commission to look with a crystal ball for years into the fu- 
ture and fix a reasonable market price today which is going to apply 
10 years from now ? 

Commissioner KuykENDALL. Well, that is a loaded question, Mr. 
Bennett. I did not say we would look into the future—— 

Mr. Bennett. I did not intend it to be loaded. 

Commissioner KuykENDALL (continuing). Or use a crystal ball. 
We cannot do that. And, as I said a minute ago, I could only look 
at those prices in the light of today’s conditions and facts. 

Mr. Bennett. Right. 

Commissioner Kv" YKENDALL. Which would men that we would no 
doubt average those prices to see what they amounted to, and that 
would give us some additional light on our present judgment. 

Mr. Bennett. I did not mean the question to be loaded. I am 
just talking practicalities. It is not humanly possible for anybody 
today to say what a reasonable market price of any commodity is 
going to be 10 years from now, is it, with any degree of accuracy / 

Commissioner KuyKenpatt. I have s said several times that I could 
not do it, and I did not think the Commission could do it, nor does 
this bill require us to do it. 

Mr. Bennett. Although this bill requires you to do it? 

Commissioner KuykEenpDALL. No, it does not. It requires us to 
look at it in the light of today’s conditions. 
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Mr. Bennett. Well, does it not require you to fix a reasonable 
market price on a contract which may double itself in price over a 
10-year period ? 

Commissioner KuykKeNDALL. No. That is a false premise. I-do 
not think we would ever approve a contract which doubled itself in 
10 years. It would have to be an awfully low price to start with, 
if we did. 

Mr. Bennett. All right. You give me an illustration of how an 
increase—I said a contract which started off at 30 cents and gets up 
to 40 cents in 5 years. Is that a reasonable type of assumption ? 

Commissioner KuyKenpDALL. That is more reasonable, except that 
your prices are a little high. Let’s say it starts off with 15, and it 
proba ly would not escs alate to 20, it would probably escalate to 16 
in 5 years. Traditionally, they escalate about a cent every 5 years. 
There are many varieties of contracts, however. 

Mr. Bennett. But let me give you a specific case, and then I will 
be through: Take the 30-cent case which goes to 40 cents. At the 
end of 3 years, let us say, the price has gotten to 35 cents or 38 cents. 

Now, on your new cases at the end of 3 years, let us assume you 
are fixing prices on contracts then at 25 cents as a reasonable market 
price. Is it not true that the contract we are talking about is 10 cents 
or 12 cents, whatever it is, over the market price that you are fixing 
at that time ? 

Commissioner KuyKeNnDALL. On your hypothesis, it would be. And 
that would raise a serious question in my mind as to whether we would 
approve that contract in the first place. We might possibly approve 
it if the original price were low enough to compensate for it. 

Mr. Bennerr. Do you see any objection to amending this bill so 
that you would fix the reasonable price of a commodity now, but 
retain the right to review the increases, regardless of how they were 


fixed, in view of economic conditions as they turned out to be from 
time to time in the future? 


Mr. Hate. Will the gentleman yield? 

Mr. Bennetr. After he answers the question. 

Commissioner KtyKenpaLL. I, for one, if Congress determines 
that is the way this should be done, think it could be done, and would 
be happy to carry it out. 

I think there are other problems involved here, and those involve 
the necessity of a producing industry knowing what it will get on 
these long-term contracts. 

Before the Phillips case, these producers made long-term contracts 
and they could not predict the future any more than you or I could, 
but nevertheless, they used judgment and entered into long-term 
contracts. 

Frequently, they then go to their banker with this contract and 
borrow money on ‘it, and borrow up to the hilt, for further explora- 
tion and development. This continuing regulation would put an 
uncertainty on the amount of money that the producer could get on 
these contracts. 

Apparently, the producer would prefer, at least these people who 
have formed the statement of principles that Mr. Harris mentioned, 
to take their own chances on a long-term fixed contract, rather than 
have the Commission reviewing it periodically. 

92196—57—pt. 19 
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The Commission can do it either way. I think it is an economic 
question as to what would be best. I think that the producer, in the 
long run, if he were willing to put up with the regulation which 
the. Commission would give “him, might be better off to have it the 
Way you suggest. 

Mr. Bennett. Mr. Chairman, I apologize for taking so much time. 
I have other questions, but I will cease and desist. 

Mr. Hatz. Will you yield to me for one question ¢ 

Mr. Bennett. If the chairman permits me to. 

The Cuairman. I will. 

Mr. Hate. Is it not true, Mr. Kuykendall, that all the difficulties 
which you might encounter in determining a reasonable market price 
under this bill, you would encounter equally under the public utility 
theory of ratemaking when you are dealing with a genuine public 
utility? That is to say, that you determine a rate base for a public 
utility as of a particular period, but that determination would not 
necessarily hold 5 or 10 years after that, is that not true? 

Commissioner KuyKENDALL. That is true. Those conditions, the 
conditions of the pipeline companies, can change very quickly. 

Mr. Hate. So that whatever the language of the particular statute, 
the difficulties inherent in any form of regulation exist under almost 
any statute, is that not correct ? 

Commissioner Kuykenpati. Yes. There is no way that I know of 
to find an absolutely simple and perfect way of regulating utilities 
or natural gas producers. 

The CHatrrMan. Mr. Macdonald? 

Mr. Heserton. Mr. Chairman, may I inquire about how long you 
are prepared to go on? 

The CuarrmMan. It is the hope of the Chair that we could possibly, 
with the members present, conclude the testimony of this witness. 

Mr. MacDonald? 

Mr. Macponaup. Mr. Chairman, I was very interested in your tes- 
timony today, especially this morning, and it seems to me that your 
testimony this morning was very sound and very helpful, especially 
to someone who views the problem as I do. 

I would like to say that I couldn’t agree more with you that large 
numbers of producers should not be harassed by the Federal Gov- 
ernment, and large numbers of producers should be taken out from 
under unnecessary, as you said, Federal regulation in this field. 

And, while you were supporting the bill which was jointly intro- 
duced by myself and Mr. Heselton, I was wondering if you would 
like officially, not just by virtue of the reasons you have advanced, 
but if you would officially give your endorsement at this point. 

Commissioner KuyKrenpatu. No, I certainly would not, and I cer- 
tainly was not supporting your bill this morning or Mr. Heselton’s 
bill. 

Mr. Macponatp. I did not hear you correctly, then, sir, when you 
said you felt that many of the smaller producers were being harassed 
by having to come up here to Washington to ask for “ate increases 
when their net did not affect the mass market of natural gas. 

Commissioner KuyKenpatn. No, I said nothing like that. I said 
that many—I sympathized particularly with the small producers, but 
I sympathized with the big ones as well. My statement is that no 
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producer should have to get a certificate of public convenience and 
necessity. 

Mr. Macponatp. In other words, you want to exempt all producers 
from any Federal regulation ? 

Commissioner KuykEeNnDALL. No. I just got through saying that 
I want to exempt all producers from the requirement of ; getting ¢ cert ifi- 
cates of public convenience and necessity. 

Mr. Macponap. Well, sir, is there anything in H. R. 6813, with 
which I am sure you are familiar, the bill I introduced the same day 
the Harris and O'Hara bills were introduced, which you find should 
not be supported by you or the administration ? 

Commissioner KuyKENDALL. Offhand, I don’t think I find anything 
in there that I would support. 

Mr. Macponaxp. In other words, you feel very strongly that you 
should keep control over every little north Texas produc er who has 
wheat, perhaps, and then suddenly discovers two oil wells on his 
property? You think you or the Federal Government should keep 
control over that fellow ? 

Commissioner KuYKENDALL. I think, if I may say so respectfully, 
by your introducing a bill which would exempt 93 percent of the 
members of the industry from the regulation you advocate, that you 
have thereby simultaneously confessed that the type of regulation you 
support is wrong. I am of the belief that all members of the industry 
should be regulated, but they should be regulated in a proper, sensible, 
sane manner. 

Mr. Macponacp. I certainly hope that you, as chairman, have seen 
that that has been done—we see eye to eye about that—I hope that 
since the Phillips decision they have been regulated in a sane, sensible 
manner. Ihave heard reports they have not been, but I have faith and 
{rust in you that they have been. 

I have also heard reports that you have not implemented the Phil- 
lips decision, that the FPC deliberately has not processed material 
before them because they did not believe in the decision of the Supreme 
Court. 

Am I correct in that assumption ? 

Commissioner KtUyKENDALL. No; you are absolutely wrong; and if 
you don’t want to take my word for it, call up any and all members 
of our staff and ask them whether or not 1 have ever given such orders 
or displayed such attitude. 

Mr. Macponatp. In other words, you say that all the people who 
are in interstate commerce within the meaning of the Phillips decision, 
are now currently being regulated strictly by ‘the Federal Power Com- 
mission ¢ 

Commissioner KuyKENDALL. No. I said no such thing. I said we 
are trying our very best to carry out the mandate of the Phillips de- 
cision and enforce the Natural Gas Act as the Court has indic ated it 
should be enforced. 

Mr. Macponap. Yes. [appreciate that, and that relieves my mind 
to that extent. When I hear complaints again, I will say I have 
heard it from the lips of the chairman that they are wrong; that you 


are actually doing everything in your power to implement the decision 
of the Supreme C ourt. 
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Commisisoner KuyKENDALL. My philosophy is that I have lots of 
discretionary power, and I should have, the Commission should have. 
But J do not endeavor to nullify or change any law, and my efforts 
have been devoted to carrying out the law as it now is 

Mr. Macponap. For which 

Commissioner KuyKENDALL (continuing). Regardless of what I 
think about the wisdom of the law. 

Mr. Macponap. For which you are to be congratulated. 

Sir, this morning there was some conversation about what part you 
had played in the formulation of H. R. 6790, which was introduced 
by Mr. O’Hara and Mr. Harris. Would you care to comment on your 
part, your role, in the formulation of this bill? 

Commissioner KuyKkenpauy. Well, I commented this morning, and 
I will repeat it: I had no part in the formulation of this bill or any 
other bill. 

Mr. Macpona.p. If I were to say to you, sir, that it is common 
knowledge—or strike “knowledge”—it is commonly reported, shall 
we say, that prior to the election, prior to the past congressional 
and presidential elections, that you made it known to various segments 
of the industry that you wished they would get together to present to 
you a bill of this type so that you could make a report to the Director 
of the Bureau of the Budget, would I be saying something that was 
not correct ? 

Commissioner KuyKENDALL. Yes, you would. 

Mr. Macponarp. Then you categorically deny that you ever let any 
segment of the industry know that you were interested in their plans 
for the formulation of a new so-called gas bill? 

Commissioner KuykENDALL. What happened was this, Mr. Mac- 
donald: that. while Congress was still in session last year, and after 
the Harris-Fulbright bill had been vetoed, Jerry Morgan at the White 
House contacted me and asked me if I, without saying anything to 
anybody, could prepare a draft of a bill which I thought would ful- 
fill the requirements that the President had stated in his veto message. 

I told him I would try to do that. I went to work on it all by 
myself, and I soon ran into many problems. I talked to Mr. Morgan, 
explaining that I could not do it myself, and the only way I could 
think to get it done quickly would be to confer with some of the people 
who had opposed the bill. I said I would like to talk with Mr. Randall 
LeBoeuf, who had been the spokesman of the distributing companies 
that opposed the bill. 

Mr. Macponatp. What is his official title? 

Commissioner KuyKENDALL. He is a lawyer in New York City. I 
think he is in the room here right now. 

I talked with Mr. LeBoeuf, and he was willing to lend any assist- 
ance he could. He, however, agreed that we probably should get some 
representative of the producers and some representative of the pipe- 
lines. 

So I selected two other lawyers. I asked Mr. Searles, who had been 
a spokesman here for the producing industry on the previous bill, and 
T selected a Mr. Tarver, who used to be an attorney some years ago, 
long before I was with the Federal Power Commission, on the Federal 
Power Commission staff, but who is very knowledgeable about the 
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Natural Gas Act and is now employed by one of the pipeline com- 
panies. 

Those gentlemen agreed that they would try to put together what 
they thought would be a good bill, and they did some work on it. 

In the meantime 
Mr. Macponatp. Did you see this bill while they were working on 
it? 

Commissioner KuyKENDALL. I don’t think this bill was in existence. 

Mr. Macponavp. I am talking about the bill you are talking about. 
You said they did some work on a bill. I am asking you if you saw 
that bill. 

Commissioner KUYKENDALL. Not this bill, no. 

Mr. Macponatp. You said they were working on a bill, not H. R. 
6790, but a bill, and I am asking you if you saw that bill ? 

Commissioner KuyKENDALL. I saw several drafts of things they had 
drawn. None of them, so far as I know, ever saw the light of day. 

Then, as you will recall, last year, the President vetoed the farm 
bill, and other things clogged up the congressional calendar, and it 
became quite clear to me “that there would be no possibility of the 
administration sponsoring a gas bill, and I inquired of Mr. Morgan, 
and he later checked with me, and said that it was definitely out of 
the realm of possibility for this year. 

So I told these other three men I have mentioned that there was 
no chance of any bill coming up that year. 

In the meantime, I learned, and I have forgotten now from just 
whom, that Mr. Heyke—— 

Mr. Macponab. Who is he? 

Commissioner KuyKEeNpDALL. Mr. Heyke is president of the Brook- 
lyn Union Gas Co., had instigated some conferences, not among 
lawyers, but among executives of the industry. 

Mr. Macponap. Each segment of the industry ? 

Commissioner KtyKENDALL, Yes. 

And then later, Mr. Heyke came to me and said he had heard rumors 
about some lawyers drawing a gas bill, and he had started these con- 
ferences, he hoped they would be fruitful, and he requested that I 
defer to him and not have sort of a competing group going. And I 
acquiesced to that. 

Mr. MacponaLp. What time of the year was this conversation had ? 

Commissioner KuyKenpati. Oh, I don’t know, perhaps around the 
time Congress adjourned, I am not sure. 

Mr. Macponaxp. August ? 

Commissioner KuyKENDALL. And so I stepped out of the picture 
at that time, never called these three lawyers together again that | 
had talked with; but was aware of the fact, and was advised from 
time to time by Mr. Heyke or some of the other parties that he had 
gotten together, and generally of what they were trying to do. 

And Mr. Harris mentioned that he had gotten ahold of a state- 
ment of principles. Well, I believe I received a copy of that. 

Mr. Macpona.p. A statement " principles from whom ? 

Commissioner KuykenbDALL, I don’t remember whether I got it 
from Mr. Heyke or one of the others, from other ponamart of the 
industry, with whom he was conferring. But I took no part in that 
at all, but let them go their way with it. 
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Mr. Macponarp. And you say that is the last you had to do with 
those segments of the industry concerning a gas bill ? 

Commissioner KuyKrENDALL, Yes, except, as I said before, they re- 
ported to me now and then as a matter of courtesy. I remember one 
time they reported that they were just about at the end of their rope. 
They didn’t think they could ever agree on anything. 

Mr. Macpvonatp. What time of year was this? 

Commissioner KuyKeNnpaut. I don’t recall. I didn’t keep any rec- 
ord of it. 

Mr. Macponaup. Was it during October and November preceding 
the election ? 

Commissioner KuyKENDALL. I don’t recall whether it was preced- 
ing or after that election. 

Mr. Macvonaxp. And that is all the connection you have had with 
this bill? 

Commissioner KuyKENDALL. That is all, yes. 

Mr. Macponatp. Well, sir, as I understand it, the bill under 
which you administer the act, the act which you administer, was put 
in for the protection of the consuming public of the United States, 
was it not? 

Commissioner KuyKENDALL. Yes. 

Mr. Macponatp. And that, as such, your primary if not sole duty 
is to the consumers of the United States; is that not correct? 

Commissioner Kuykenpatt. Well, to the public interest, which 
embraces all segments of the country. 

Mr. Macponap. Well, after elections are over, the public interest 
reverts to the people, the public interest is the consumers, because 
there are roughly 29 million consumers, and the number is going 
up all the time, as I understand it. 

Would you not say that your primary duty is to protect the people 
who use this gas, rather than those who produce it? 

Cc ommissioner KUYKENDALL. Yes, and that is what I am endeavor- 
ing to do. 

Mr. Macponatp. I would like to ask you this question: If, during 
the formulation of this bill which is now H. R. 6790, you did not call 
on any consumer group to find out how they felt about this matter, 
and relied solely on only the three segments of the industry that had 
to gain from any such bill ? 

Commissioner KuykKeNDALL., Well, that is a loaded question. 

Mr. Macpona.p. It is not a loaded question. 

Commissioner KuykEeNpDALL. I don’t know what the distributors 
had to gain. 

Mr. O’Hara. Let him answer that. 

Mr. Hesexron. I think he has a right to ask 

The Cuatrman. The gentleman may proceed in order. 

Mr. Macvonaup. I would just like to say this, sir: Any question 
that may seem adverse to you is not nec essarily loaded, and I, as an 
impartial member of this committee, somewhat resent being told I 
am asking loaded questions when actually 1 am merely asking you 
why you did not consult with the people for whom the job that you 
occupy was created to protect the very people that you did not—at 
least as you yet have said—ever consult. And I am just asking you 
why. 
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Now, that is not a loaded question. 

Commissioner Kuykenpat.. In the first pace, I knew of no suffi- 
cient consumer groups to go to; and I wasn’t going to groups. I went 
to three individuals, and I admonished those individuals that there 
should be no publicity about this, and there should be absolute 
secrecy, because I did not want any rumors started that there might 
be another gas bill during ‘the last session of Congress. 

Furthermore, the pipeline group, and particularly the distributing 
group, were antagonistic to the producers, and were in, and had the 
same position on “the matter as did the consumer, alleged consumer 
groups, ‘that opposed the bill last time. 

That is why I went to Mr. LeBoeuf, who had been the spokesman, 
the chief spokesman, for the opposition to the previous bill. 

Mr. Hesevron. Mr. Macdonald, will you yield for a question? 

Mr. Macponatp. Just one question before I forget it. 

I would just like to say that I think, under the cire umstances, you 
acted wisely by acting in secret for the purposes you had in mind. 
But I repeat my question, for I have not had an answer to it yet. 
You have gone on about what you did, but you have said that you did 
not consult with any groups of consumers, and I know that you do 
know of groups of consumers, because they appeared here 2 years 
ago when you were in the rooms and you listened to their testimony in 
opposition to the House bill. 

Commissioner KtuyKEenDALL. No, I did not consult with “any con- 
sumer groups. I was consulting with lawyers. 

Mr. Macponatp. Did you consult with any lawyers from a con- 
sumer group, of the mayors’ association, for one, the mayors of 200 
cities of the United States? 

Commissioner KuyKenpaLu. No, I did not. I only consulted with 
these people I have mentioned. 

Mr. Macponavp. Since the mayors of 200 large cities of the United 
States comprise, at least in theory, representation for millions of peo- 
ple, and millions of people who would be affected by this bill, I can- 
not quite understand why you did not, and I am asking for an ex- 
planation why you did not. 

Commissioner KuyKenpatu. This bill poses a question where the 
producers are one interest, and not only the consumers but the dis- 
tributing companies and the pipeline companies were another interest. 

Many pipeline companies were not friendly to the bill last time. 

I got 3 extremely able men from those 3 segments of the industry, 
and I believe that among those the consumer interests were adequately 
represented. 

Mr. Macponarp. Now, sir, I want to yield to my colleague, but I 
want to ask, because I think this comes to the nub of it: You con- 
sulted with those three groups because you wanted a gas bill, is that 
not correct ¢ 

Commissioner KuykENDALL. Not groups; three individuals. 

Mr. Macponap. With 3 representatives of 3 segments of this in- 
dustry. You, by virtue of consulting with them, were consulting 
with the industry, is that not correct, for the viewpoint of the seg- 
ments which they represented ? 

Commissioner KuyKENDALL. Yes, I chose one from each segment. 
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Mr. Macponap. Well, the only reason you would do that was be- 
cause you wanted a gas bill, is that not correct? 

Commissioner KUYKENDALL, Yes, I think there is a great need for 
a gas bill. 

Mr. Macponatp. And you are not satisfied that the Federal Govern- 
ment should control natural gas under the provisions of the Phillips 
decision, is that correct ? 

Commissioner KuyKenpauu. Yes. I do not think that the type of 
control we have is good control. 

Mr. Macponatp. And because you feel that way so strongly, you 


did not consult with the people who are affected mainly, the con- 
sumer; is that correct ? 


Commissioner KuyKENDALL. No, that isn’t true. 

Mr. Macponap. I yield for a question, Mr. Heselton. 

Mr. Hesevron. It has gone by. 

The CuatrMan. Do you have any further questions? 

Mr. Macponatp. Yes, sir; I do have. 

In this setup of the bill under H. R. 6790, you say that there were 
some groups which were not particularly in favor of the so-called 
Harris bill of the past session, is that correct ? 

Commissioner KuyKENDALL. Well, that is a well-known fact. They 
made their appearances here at the hearings. I believe you attended 
most of them. 

Mr. Macponap. I did, sir. And actually, under the terms of this 
bill, the group that is affected most beneficially are the pipelines, is 
that not right? 

Commissioner Kuykenpatt. No. I think they come out in this 
bill just where they did in the Harris bill. 

Mr. Macpona.p, Without going into the merits of the two bills— 
and incidentally, I think this is a better bill, from the consumer’s point 
of view, than the former bill—but the consumer receives no protec- 
tion, in the opinion of the consumer groups whom I represent, and 
myself, and did not have in the Harris bill. 

But the producer, now you have switched your opinion, you were 
against any Federal controls of any type at the wellhead 2 years ago, 
and said so emphatically, at length. 

Commissioner KuyKENDALL. I did not switch. I said that, and I 
also said other language that is not quoted here, and I also voiced 
approval in the Senate of that Harris- Fulbright bill. 

Mr. Macponaup. In any event, the producers and gatherers of 
natural gas come off a little worse under this bill than they did under 
the Harris bill, is that not correct, from their point of view? 

Commissioner Kuykenpau. I think they think that, from their 
point of view, yes. 

Mr. Macpvonap. But the pipelines’ position either remains the same 
or increases, is that not correct ? 

Commissioner KuyKENDALL. It seems to me it remains about the 
same, 

Mr. Macpona.p. Well, sir, for a concrete example, let’s take the 
pipelines which produce their own gas and have reserves of their 
own. Is it not a fact that under the former regulation which they 
have had for some 16 years, that that was done strictly on a utility 
basis, that it was a cost-of-service basis, cost plus a fair utility return? 
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Commissioner KuyKENDALL. Yes. 

Mr. Macponatp. And that the consumer of natural gas during that 
period was charged rates which reflected the costs of exploration, of 
drilling, of finding, and of producing; that cost was just passed 
straight along from these people who found it, via the pipelines, to 
the customer; is that not correct ? 

Commissioner KuykenDALL. That is the theory of the rate base 
method that the Commission used. 

Mr. Macponatp. Yes. It is not only the theory, but it has been 
in effect for some 15 or 16 years. It is not a theory, it is a fact. And 
the pipelines built up their reserves, which they had to have before, 
the FPC would give them a license, built up those reserves at the 
expense of the consumer; is that not correct? The consumer paid for 
their reserves. 

Commissioner KuykKENDALL. Well, that is a legal theory. Who 
pays for the exploration and production of the independent pro- 
ducers? They get their money from the sale of their product. 

Mr. Macponatp. At the time I am talking about, the pipeline pro- 
ducers were able to pass on every cent it cost them to find it and to 
take it back to sell, it was passed along to the consumer; and that is 
a fact, is it not? 

Commissioner KuyKENDALL. Yes; that should be the fact if the reg- 
ulation is done properly. 

Mr. MacDonatp. And, therefore, the consumer built reserves which, 
as this natural gas increases in value, go up in value to the pipeline 
producers who have this reserve which was paid for by the consumer ; 
is that not correct ? 

Commissioner Kuykenpatu. I think you used “consumer” once 
when you meant to use some other word. 

Mr. MacDonatp. I am sure you should know what I mean. 

Commissioner KvuyKENDALL. I think—did you mean producer or 
pipeline company ? 

Mr. MacDonaxp. I will restate my question. I will say that pres- 
ently the consumer has paid once for these reserves for a pipeline 
company that produces gas, they have paid for that already as we 
have just gone through. 

Now, since that period of time, natural gas has gone up in value. 
The reserves, every time gas goes up in value, become more valuable; 
do they not? 

Commissioner KuyKENDALL. Yes; I think so. 

Mr. MacDona.p. And, therefore, if we use this, for lack of a better 
word, I will say seesaw formula that you are proposing, whereby the 
man has his choice to come in and, if his cost of production has been 
low, ask you to grant rates on a fair market-value price, and if the 
fair market price is comparatively low as compared to his costs, he 
wins both ways; does he not ? 

Commissioner KuyKenpaLtu. No. I just testified a while ago when 
Mr. Bennett was questioning me that that should not be the case, 
and—— 

Mr. MacDona.p. I agree with you that it should not. 

Commissioner KuyKENDALL (continuing). And it won’t be the case. 

Mr. MacDonatp. Well, do you not figure that it would not be the 
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case if some definite yardstick was given in this bill to give you people 
the right to treat each applicant the same? 

Commissioner KuykENnpDALL. You wouldn’t treat them the same 
under the cost method, and I don’t believe in endeavoring to assure 
or guarantee to a producer that he will get a reasonable return on 
his investment. It is too hazardous an industry. 

I say let the producer take his.chances, and if one makes more or 
less money than the other, that is all right with me, because the incen- 
tive to make more than can be made ‘by buying Government bonds 
must exist if we are to continue to get additional gas for the needs 
of this country. 

Mr. MacDonatp. Mr. Kendall yesterday expounded similar basic 
economic theories, with which we are all in complete agreement, but 
which are not exactly answers to the questions. 

What I am asking, and to which I never have gotten an answer, and 
I am going to ask you again, is this: Is it not a ‘fact that the pipeline 
companies who own reserves and are producing gas, own reserves 
which have been paid for by the consumer, get a windfall if a fair 
market price is established in their area and the cost of production 
to them has been absolutely zero? 

Commissioner KuyKENDAHL. No; that is not a fact. It is a fact 
in some cases, and it is not a fact in many others. 

Mr. MacDonatvp. But it is a fact in some cases; is it not? 

Commissioner KuyKenpatt. Yes. This reasonable market price 
pert would be detrimental to some pipeline producers, and advan- 
tageous to others. 

Mr. MacDonaup. Can you see any reason why you should give this 
windfall to these very fortunate pipeline-producing companies? 

Commissioner KuyKENDALL. Yes; I can. 

Mr. MacDona.p. I would like to hear it. 

Commissioner KuykKEenDALL. I could best explain that if I could 
read the words of now deceased Chief Justice Jackson of the Supreme 
Court of the United States, and what he said 

Mr. MacDonaxp. It will be a pleasure to hear something nice about 
the Supreme Court here, and a change, I might say. 

Commissioner KuyKENDALL. Maybe we could not quite construe this 
in that way, because he was a dissenter in this case, but it represents my 
philosophy of the problem which is now before us. And I am quoting 
from the case of Colorado Interstate Company v. Federal Power Com- 
mission, decided in the fall of 1944: 


To let rate base figures, compiled on any of the conventional theories of rate- 
making, govern a rate for natural gas seems to me little better than to draw 
figures out of a hat. These cases confirm and strengthen me in the view I stated 
in the Hope case that the entire rate-base method should be rejected in pricing 
natural gas, though it might be used to determine transportation costs. These 
eases vividly demonstrate the delirious result produced by the rate-base method. 
These orders in some instances result in three different prices for gas from the 
same well. The regulated company is a part-owner, an unregulated company is a 
part owner, and the landowner has a royalty share of the production from certain 
wells. The regulated company buys all of the gas for its interstate business. It is 
allowed to pay as operating expenses an unregulated contract price for its co- 
owner’s share and a different unregulated contract price for the royalty owner’s 
share, but for its own share it is allowed substantially less than either. Any 
method of ratemaking by which an identical product from a single well, going to 
the same consumers, has three prices depending on who owns it does not make 
sense to me. 
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These cases furnish another example of the capricious results of the rate-base 
method in this kind of case. The Commission has put 5 of the most important 
leaseholds containing approximately 47,000 acres, in the rate base at $4,244.24, 
something under 10 cents per acre. Three such leases are put in the rate base 
at zero. This is because original cost was used, and these were bought before 
discovery of gas thereon. The company which took the high risk of wildcat 
exploration is thus allowed a return of 614 percent on nothing for the 3 leases and 


a return of less than $300 a year on the others. Their present market value is 
shown by testimony to be over $3 million. 


And another paragraph: 


Farsighted gas-rate regulation will concern itself with the present and future, 
rather than with the past, as the rate-base formula does. It will take account of 
conditions and trends at the source of supply being regulated. It will use price 
as a tool to bring goods to market—to obtain for the public service the needed 
amount of gas. Once a price is reached that will do that, there is no legal or 
economic reason to go higher, and any rate above one that will perform this 
function is unwarranted. If the supply comes from a region where there is 
such overproduction that owners are ready to sell for less than a fair return on 
their investment, there is no reason why the public should pay more. On the 
other hand, if the supply is not too plentiful and the price is not a sufficient 
incentive to exploit it and fails to bring forth the quantity needed, the price 
is unwisely low, even if it does square perfectly with somebody's idea of return 
on a “rate base.’”’ The problem, of course, is to know what price level will be 
adequate to perform this economic function. 

I subscribe to that philosophy. 

Mr. Macponatp. Needless to say, since it is hard to hear you when 
you are testifying, a lot of it was lost on me. I can only say this: I 
will be delighted to read it in the record, and I am glad you are being 
guided by a great Representative from my home State, of whom 
the whole State has been proud for a long time. But he has been 
dead for a little while, and I quote to you a dissenter whose views 
I share about a case which I think is current enough that you should 
be interested in, if indeed you are not. 

It is the opinion of Commissioner Connole in the Union Oil of 
California case, where the Commission dismissed rate increase ap- 
plications for sale of gas to Transco amounting to about $2,600,000 
annually, and I quote. He says: 

“The act”’—and we are talking about the act under which you 
function, I am sure—The act requires us”—“us,” I am sure, mean- 
ing the Commission- 


to determine the justness and reasonableness of rate levels and structures by 
the use of standards not contained in the act itself. The Constitution extends 
its protection to all the independent producing segment as well as to the pipe- 
line segment of the natural-gas industry. 

It is impossible to meet the requirements of either the act or the Con- 
stitution unless we can determine the revenue requirements we must regulate 
and the effect of the rate in question on its earning capacity. The record as 
it now stands is deficient in terms of both the act and the Constitution. 


I understand that along with Chief Justice Holmes, it was a dis- 
sent, but it was a dissent in which I firmly believe, and I wish you might 
review, since I think it is a very sound one. 

Commissioner KuyKenpALL. Well, Mr. Macdonald, let me tell you 
that decision is not a dissent, and it is not only Commissioner Connole’s 
opinion, but. it is my opinion and Commissioner Connole’s and Com- 
missioner Kline’s. 

Mr. Macponarp. And, therefore, on the basis of that decision, do 
you not say straight out that you must take into consideration a cost 
factor, not Just a rate factor? 
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Commissioner KuyKxenpaty, Yes. I told you a while ago that 
I am sworn to carry out the law, and I did it in that case as I “believe 
the law now is. I do not think it is right, but I think it is the law. 

Mr. Macponatp. Well, I may be wrong—and I am sure Mr. Ben- 
nett was a little frustrated and gave up as I am about to give up 
because we do not like to take so much time—but it was my under- 
standing that you, in your testimony to Mr. Bennett, testified just 
the opposite a half hour ago. 

Commissioner KUYKENDALL. Well, Mr. Macdonald, a little while 
ago I was saying what I thought the law ought to be, and in that 
opinion I said what I thought the law was. 

Mr. Macponatp. Since I have taken this much time, I might as well 
get disliked by my colleagues as a sheep as a goat, ‘and I will con- 
tinue Ww ith just two more things: 

One is, you said this morning that you felt there were no monop- 
olistic tendencies in this industry, and I sort of questioned that, since 
it seems clear to me that there are great factors of monopoly in my 
home. A man came in and said, “Where shall I put the pipe?” 

I asked him, “What pipe?” 

He said, “The pipe for natural gas.” 

I said, “What natural gas?” 

He said, “Don’t bother me, buddy, I am in a hurry. Do you want 
the gas, or - don’t you want the gas?” 

That seemed clearly, to me, when I found out what it was all about, 
that at least at the consumer end there is a great monopoly. And in- 
asmuch as oil and gas are so clearly tied together that, even if we 
were to follow the advice given us last year by General Thompson, 
of Texas, when he said that we in New England could always go back 
to burning coal, oil, or wood, the price of oil is so closely allied in 
New England, at least, to the price of gas, that every time the mo- 
nopoly puts up the gas price, the oil fuel pi price goes up, and we have 
some cold winters up there, so certainly from the consumer's point 
of view, there is a monopoly. 

Obviously, to the pipelines there is a monopoly. There can be 
only one line go to New England economically. You take their gas 
or you don’t take their gas. The British thermal-unit content can 
be right or not, and you can like it or not like it. 

I wanted to ask you why you feel there are no aspects of monopoly 
in the entire setup. 

Commissioner KuyYKENDALL. Either you misunderstood what I said 
this morning, or I made a misstatement. 

I agree with you a hundred percent that these gas distribution 
companies are monopolies. I agree with you that the pipeline com- 
panies are monopolies. 

Mr. Macponatp. And, by implication, you are saying that you 
do not agree that there are monopolistic tendencies in the producing 
end of the industry ? 

Commissioner KuyKEeNpDALL. No, I am not saying that, by implica- 
tion or otherwise. 

I am saying that they are not public utilities, and I concede that 


there may be some monopolistic tendencies. That is why I think 
we should keep controls on, 
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But I think also there is strong competition in many aspects and 
many places in the natural-gas producing industry. 

Mr. Macponaup. Well, sir, I would like to ask you just to identify— 
yesterday I was discussing with Mr. Kendall a table which appeared 
in your Federal Power Commission Release 8930, which I cannot find 
the date on, maybe you do know the date. I think it was roughly 
in January sometime. 

In any event, it is a table of direct sales by producers of natural 
gas to the natural gas pipeline companies. 

Can you state whether or not the Federal Power Commission did 
make such a study ? 

Commissioner Kuykenpauu. I really couldn’t, from knowledge. 
We put out a lot of studies. I do not mean to question it. 

Mr. Macponarp. I would just like to put it in the record, and I 
would like to have you identify it. 

It is the third page. 

Commissioner KuykKENDALL. Well, I certainly couldn’t positively 
identify it as I would have to do in a court of law. 

Mr. Macponatp. For the purposes of being identified in the record ? 

Commissioner KuyKENDALL. Yes, I am agreeable to your statement 
as to what it is. 

Mr. Macponap. At this time, Mr. Chairman, I would like permis- 
sion to insert into the record a table, table 1, direct sales by producers 
of natural gas to natural gas pipeline companies, 1955, furnished by 
the Federal Power Commission, which gives figures as compiled by 
them for the year 1955 of direct sales by producers of natural gas to 
natural gas pipeline companies. 

The Cuatrman. Let it be filed for the record. 

(The table referred to is as follows :) 


TABLE 1.—Direct sales by producers of natural gas to natural gas pipeline com- 
panies,’ 1955 ize groups 





Producers | Sales, million eubic feet Revenues 
Size interval, million cubic feet a ae | 
of natural gas 


ene cee —_ - 





| Number | Percent Volume | Percent Amount Percent 
sia ‘ ealhdli shisha aethcaah . sae ajo 7 : a 
Billions | Millions 

Over 100 million | 9 | 0.2 | 2, 005, 474, 795 36.4 | $200, 389, 380 34.2 
50 million to 100 million 19 .4| 1,299,057,862 | 23.6 133, 245, 794 | 22.8 
25 million to 50 million 18 | .4 629,190,095 | 11.4] 68, 752,208 11.7 
10 million to 25 million 26 | -6| 420,745, 9383 7.6 | 51, 153,034 8.7 
5 million to 10 million | 54 | 1.1 373, 003, 087 | 6.8 | 40, 864, 485 7.0 
2 million to 5 million 93} 1.9] 290,710,119} 5.3) 31,817,039 5.4 
1 million to 2 million | 135 2.8] 192,145,230) 3.5] 23,037,271 3.9 
500,000 million to 1 million 139 2.9 | 98, 893, 830 1.8] 10,838, 640 | 1.8 
250,000 million to 500,000 million | 204 4.2 75, 102, 332 1.3 | 9, 051, 907 1.5 
100,000 million to 250,000 million | 299 6.2 | 50, 487, 774 9 | 5, 870, 243 1.0 
Under 100,000 million | 2 3, 821 79. 3 | 78, 488, 717 1.4 | 11, 615, 041 2.0 
= 2 Rl iactccmabeeedaieias Mceiaaite csiariiaceaticteeios: 

Total 4,817 100. 0 | 5,513, 299, 77 100.0 586, 635, 042 100. 0 


| | 
! Data from reported purchases by interstate natural gas pipeline companies. Direct sales by producers 
of natural gas includes deliveries from wells, at specified points in field, from gathering lines, from gasoline 


plants, from local nonjurisdictional pipelines, or from processors where the revenues covered both the gas 
and the services to the point of delivery. 


2 Includes 2,920 producers whose revenues and sales were generally combined with others supplying less 
than 100,000 million cubie feet annually and reported as ‘‘various.’’ 


Mr. Hse ron. A parliamentary inquiry, Mr. Chairman. 
The Cuarrman. Will the gentleman yield ? 
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Mr. Macpvonaxp. I know what the inquiry is going to be, so I just 
have literally 2 questions, 2 short questions. 

The Cuatrman. The gentleman declines to yield. 

Mr. Macponatp. So I won't yield, even to my distinguished col- 
league. 

Sir, to go back to what we were originally talking about, your con- 
nection with the formulation of this bill, I'do not know whether you 
are aware of this or not, but on April 15, 1957, there appeared in the 
Oil and Gas Journal an article which included the following para- 
graph, referring to this gas bill: 

Early hearing planned. The bill is based upon policies worked out by FPC 
Chairman Jerome K. Kuykendall in meetings with industry groups which he was 
asked to hold after the gas bill was vetoed by Eisenhower last year. 

Do you say that that statement is not an accurate statement / 

Commissioner KuyKenpauu. Yes, I say it is not accurate. And I 
say that what I told you a little while ago is the truth. 

Mr. Macponaxp. All right, sir. 

The Cuarrman. And the Chair would also like to state that that is 
inaccurate. 

Mr. Macponap. I am happy to have the statements from both. 

I have no further questions, Mr. Chairman. 

The CHarrmMan. Mr. Younger? Do you have any questions / 

Mr. Youncer. No; I have only one comment. I would like to com- 
pliment the witness very much for the patience that he has exercised 
and the control that he has exercised today under rather harassing 
conditions. That is all I want to say, Mr. Chairman. 

Commissioner KuyKenpatu. Thank you, Mr. Younger. 

The Ciarmman. Mr. Jarman ? 

Mr. Jarman. Mr. Chairman, I have one question. This late in the 
day I will limit myself to one question, but one in which I am partic- 
ularly interested in having a comment from Mr. Kuykendall. 

On page 2 of the bill, line 21, it says: 

* * * and no State or local authority shall regulate the sale price of natural 
gas either at or before the commencement of the transportation of such natural 
gas in interstate commerce. ; 

Let me phrase my question this way, Mr. Kuykendall: As you 
know, nearly every oil-producing State is greatly dependent upon the 
gross production tax or severance tax levied as the result of the ex- 
traction of oil and gas. 

In your opinion, is it possible that the legality of these gross pro- 
duction or severance taxes which, of course, when levied will possibly 
affect prices, will be placed in jeopardy by a court oar a a as 
ee with sale prices in the field already occupied by the Fed- 

‘al Government / 

~emaiiamaee KuyKENDALL. I do not believe there is any danger 
of that. 

Mr. Jarman. Your interpretation of the bill would be that passage 
of the bill, with the language that I quoted, would not affect it, then / 

Commissioner KuyKENDALL. Yes, that is my interpretation. 

Mr. Jarman. Would you comment on whether you feel that the 
bill, as drawn, should be amended with additional language that 
would clarify that point? 
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Commissioner KuykenDALL. I would like to have a little time to 
think that one over. I have never heard that question raised. Would 
you repeat the page and line numbers again? I did not have the bill 
before me. 

Mr. JARMAN. It is on page 21, at the bottom of the page, lines 21 
through 24. 

I could say this, Mr. Chairman, that there is a great deal of concern 
in my part of the country not only among oil and gas men but there 
is real concern in our State capitol in Oklahoma C ity about the impact 
of the provision to which I refer. 

The concern is whether it affects what has always been a major 
source of State revenue. 

Commissioner Kuykenpatu. Well, I repeat that I do not think 
there is any possibility of that language being construed to affect the 
right of the States to levy those taxes. 

"The only additional safeguard I could suggest, which I do not 
believe is necessary, would be to put in a proviso saying that “pro- 
vided that this shall not in any way impinge upon the right of States 
to collect gathering taxes” or some such language. I still do not 
believe it is necessary. 

Mr. Jarman. This is one particular question that I wanted to raise, 
and since I know that my colleague on the committee, Mr. Rogers, 
also had in mind to raise this subject with you, and would have been 
called on prior to my being recognized, let me yield to Mr. Rogers 
for any additional comment or questions he might make along those 
lines. 

Mr. Rogers. Thank you, Mr. Jarman. 

Mr. Kuykendall, is it your interpretation of this language that it 
is intended to deal primarily with State minimum price ‘laws or laws 
that are passed to directly affect the price of gas, but not laws such 
as conservation laws or tax laws, or any other laws that someone might 
construe as having some effect on the price of gas? 

Commissioner KuykenpAuy. That is exactly my opinion. I think 
the purpose of that language is to preempt to the Federal Government 
this field of the regulation of gas sold in interstate commerce. 

Mr. Rocers. Would you yield to me? 

Mr. Jarman. I will yield. 

Mr. Rogers. I have just this one question. 

Mr. Kuykendall, is it your understanding that this bill contemplates 
or that under this bill a contract, upon ‘its termination by its own 
terms, that parties to that contract are free and clear of any obligation 
insofar as having to continue to furnish gas into an interstate pipeline 
is concerned ? 

Commissioner KuykenpaAui. Yes. I think it is quite clear in this 
bill that when a contract had terminated, and whether that be either 
a new contract or an existing producer contract, that the responsibility 
of the producer to deliver gas under that contract has ceased. 

Mr. Rogers. And whether or not he continues to stay in interstate 
commerce depends upon his own volition and no one else’s? 

Commissioner KuyKENDALL. Yes. 

Mr. Rogers. Thank you very much. Thank you, Mr. Jarman. 

The Craman. Is that all, Mr. Jarman? 
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Mr. Jarman. Let me get just one final paragraph that I would 
like to read on this, and it is in a letter to me from one man in my 
State who is very much affected by the particular question that T 

‘aised, and I would like to get your additional comment on it. 

His conclusion is, and let me quote, where he said: 

If the Federal Government exclusively occupies the field of price fixing for 
a natural resource through appropriate legislation, then would not any increase 
in the cost of that commodity, whether in the form of tax or by local price 
fixing, fall squarely within the purview of the provisions of the commerce 
clause of the Constitution, and be void? Would this not put all forms of 
gross production or severance taxes in jeopardy as Federal courts cannot 
weigh equities involving any act affecting natural resources as between the 


State and national interest once this field is exclusively occupied by Federal 
legislation? 

Commissioner KuyKenpatu. I think the answer to that question 
is, “No.” 

Now, I am a lawyer by profession, but I am so busy being an 
administrator, Commissioner, these days that I do not have time to 
practice law. But I am quite confident that that answer is correct, 
that the area that is preempted here is the area of fixing the price 
for natural gas sold in interstate commerce for resale, and that it 
goes no further than that. 

Mr. Jarman. Thank you, Mr. Kuykendall. 

The CuatrmMan. Mr. Avery? 

Mr. Avery. I have but one question, Mr. Chairman. 

The language of the bill, Mr. Kuykendall, provides that the appli- 

cation of the cost-of-service type of public utility concept siiall not 
ree applicable to gas-producing companies. 

Now, if the amendment were included in the bill that was sug- 
geste yesterday morning by Mr. Kendall, then what distinction 
would remain in the bill to exclude the application of the public 
utility formula ? 

I might say that same question was asked by Mr. Kendall yester- 
day and he said, well, it would be relieved from the necessity of 
getting a certificate of convenience and necessity for operation. 
But a new company coming in, as I read the bill, w vould be required 
to get a certificate of convenience and necessity, so then what dis- 
tinction would remain ? 

Commissioner Kuykenpaut.. If this bill were to become law, I 
construe it to mean that no producer would thereafter have to get a 

certificate of public convenience and necessity, and that would be 
regardless of whether this amendment about costs were inserted or 
not inserted. 

Mr. Avery. If that is the interpretation and meaning, as it has 
been analyzed by the chairman, I will defer any further questions. 

The Cuarrman. And was so included in the statement which I 
made yesterday, and is in the record. 

Mr. Rogers, did you conclude? 

Mr. Rocers. Thank you; I asked my questions. I waive. 

The Cuarrman. Mr. Dingell? 

Mr. Dinceti. Thank you, Mr. Chairman. 

Mr. Chairman, I would like to yield to Mr. Heselton, if I might. 

I understand he had a parliamentary inquiry he wanted to make. 

Mr. Heseiron. No; not now. 
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Mr. Drncett. Mr. Chairman, I did not hear what Mr. Heselton 
said. I say I would like to yield to my colleague, Mr. Heselton. 
[ understood he had a parliamentary inquiry. 

Mr. Hesertron. I want to hear all of this before I ask any ques- 
tions. 

Mr. Drncetu. Thank you. ; 

Mr. Kuykendall, I want to return, if I may, to the case of Detroit 
versus the Federal Power Commission, and versus the Panhandle 
Eastern, which I think you will recall. rt 

The holding of the Court in that case, I believe, was that the utili- 
ties or rather the gas producers could add on to their rates such 
reasonable sums as they could show clearly prove were necessary for 
exploration and development; am I correct ? 
~ Commissioner KuyKenpatu. Yes. I think that is a general mean- 
ing of the case. 

Mr. Drncetu. So that under the holding in that case, if your Com- 
mission administers the law fairly, these gas companies can go and 
‘an get additional sums as required for exploration and for develop- 
ment; am I correct? 

Commissioner Kuykenpauu. Yes; if they can satisfy that require- 
ment, they could raise their rates. 

Mr. Dincett. So that at the present time they are not crucified on 
this, what they call, this terrible cost-rate-base formula? They can 
actually get additional funds as necessary for development, and that 
the ratepayers will pay for those additional costs merely by going to 
your Commission and satisfying the statutory and proper legal re- 
quirements; is that correct? 

Commissioner Kuykenpauu. That avenue is open to them. It is 
very difficult, as a practical matter, to offer proof that will satisfy 
that requirement. But my primary objection to the decision in that 
case is that it requires a rate base in every producer case. I do not 
think a rate base is necessary or proper. 

Mr. Drncext. I did not want to get into that, but I intend to return 
to that and get your feelings on this cost-rate-base formula. 

But in addition to that, the holding in the Court case was that they 
must return to this cost or that rather you and they both must return to 
this cost-rate-base method as a point of departure from the process 
of getting additional funds; is that correct? 

Commissioner KuyKENDALL. Yes; that is correct; yes. 

Mr. Drncetx. These utility companies, in addition to everything 
else, get a 2714 depletion allowance; am I correct ? 

Commissioner KuyKENDALL. Well, the gas producers do. 

Mr. Dinceti. And in addition to that they get a certain exemption 
for intangible expenses in the course of their drilling; am I correct? 

Commissioner Kuykenpatu. There are some special tax laws on 
intangible drilling expenses. 

Mr. Drncetx. So they get further exemptions and further benefits 
over and above what an ordinary taxpayer would get; am I correct ? 

Commissioner KuyKenpDALL. They get those benefits over and above 
what you and I get. 

Mr. Drncexu. And, of course, that is one of the prices that they have 
to pay or regulation is one of the prices they have to pay for this 
special treatment; is that not right? 
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Commissioner KuyKenpatu. I do not think that conclusion follows. 
Ra Drnceitt. Under the law, that is one of the prices they have 
 Batiitinitbiiee Kuykenpatt. No. They had those special benefits 
long before they were under regulation, that is, the independent 
producers did. 

Mr. Drncetit. All right, now. Is there any difficulty in establish- 
ing costs ? 

Commissioner KuykKenDALL. Yes; there is tremendous difficulty. 

Mr. Dincetxt. But in spite of this difficulty these costs can be and 
are established ; isn’t that right ? 

Commissioner KUYKENDAL L. They are established, and the Com- 
mission finally determines what the cost figures will be, but there is a 
great deal of judgment that goes into it, a great deal of allocating. 

Mr. Drncewt. And as a matter of fact, these utility companies, these 
gas producers, actually establish their drilling costs, and they establish 
their material costs ev ery year for even the routine purposes of making 
a report to their shareholders; is that correct ? 

Commissioner KuYKENDALL. They establish those total expenses. 
But when you come down to allocating the part of that expense that is 
attributable to natural gas, why, you get into a very difficult problem. 

Mr. Drncexi. Let us go a little step further here. Let us turn to 
this Detroit and Panhandle, Federal Power Commission case. How 
much money was involved in that particular case? Will you tell us 
how much the producers had to return to the consumers as a result 
of that decision ? 

Commissioner Kuykenpaui. As a result of that—now, there has 
not been very much as a result of that decision. There was, I think, 
over $30 million which we ordered refunded, anyway. 

Mr. Dinceiu. You say it was $30 million you ordered refunded ? 

Commissioner KuyKkenpaty. I hate to be held to that figure, but 
it is in that area. 

Mr. Drxceti. Would you just supply the figure for the record ? 

Commissioner KvyKenpat. I would be happy to. 

Mr. Dincett. How much of—did you want to give me that 
figure now ? 

Commissioner Kuykenpatt. No; I don’t think he gave me the 
right figure. [ Laughter. | 

Mr. Drnceti. Would you tell me this, Commissioner 

Mr. Hesevron. Would the gentleman yield ? 

Mr. Drncetu. I would be glad to yield. 

sone Heseton. I think I know who the distinguished gentleman 

vas, the man who came up to the Commissioner. He was Mr. LeBoeuf; 
am I right ? 

Commissioner KuyKenpatt. No; the gentleman who came up to 
my side was Mr. Willard Gatchell, General Counsel of the Federal 
Power Commission. 

Mr. Dincetx. For the record, who was he, please / 

Commissioner KuyKENDALL. Mr. Gatchell is the General Counsel 
of the Federal Power Commission. 

Mr. Dincetx. Let me then ask you this question: How much per 
thousand cubic feet of gas which, I believe, is the standard unit of 
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cost, how much per thousand cubic feet or per B. t. u. or per thou- 
sand B. t. u.’s were returned to the ratepayers as a result of this case? 

Commissioner KuyKENDALL. Well, now, Mr. Dingell, my recollec- 
tion is that nothing or if anything, very little, has been returned as 
a result of that city of Detroit case. 

Mr. Dincetyi. Well, how much was ordered returned / 

Commissioner Kuykenpatu. Well now, that might be the figure 
that Mr. Gatchell was trying to give me. I believe it is. 

Mr. Drnceiit. Remember, I asked for it in the unit of measurement ; 
in other words, thousands of B. t. u’s or B. t. u.’s; or thousand cubic 
feet or. whatever the standard unit was in that particular case. 

Commissioner KuykENDALL. You are asking for a computation 
that we may not be able to give you. If we can, we will. 

Mr. Drncetu. I will be glad to have that inserted in the record. 

Commissioner KuyKENDALL. You see, those excessive amounts were 
collected over a number of years, and gas is being sold constantly 
every second, day and night. 

Now, whether we can compute the ratio of that refund to each 
thousand cubic feet of gas that was sold during all that time, I do 
not know; and Michigan Consolidated gets gas from other sources 
than from Panhandle. 

Mr. Dinecety. Will you get that information for us and put it in 
the record, please ¢ 

Commissioner KuyKENDALL. If we can get it we will give it to you. 

(The information requested follows :) 

Congressman Dingell makes reference to additional refunds that might result 
if the city of Detroit case were decided on a cost basis as contrasted with a 
field allowance for company-produced gas. The final disposition of the matter 
regarding field allowance versus cost and the refunds related thereto is still 
before the Commission and therefore the Congressman’s question cannot be 
specifically answered including the relationship of the dollars refunded to M e. f. 
or B. t. u.’s. However, the following, it is believed, will answer the question 
at least in part: 

Panhandle’s request for a rate increase amounted to $21,400,000 per year.’ 
The amount of the increase which the Commission allowed using the field 
allowance was $12,778,864 per year. This amount of the increase is computed 
by taking the difference between the revenue under the prescribed rates ($67,- 
579,207) and the revenues under the prior rates ($54,800,343),° The cost of 
service for Panhandle with produced gas on cost basis is $64,004,696." Sub- 
tracting from that the revenues under the prior rates ($54,800,343) indicates 
that the permitted increase on the cost basis would have been $9,204,353 per 
year. Thus, it appears that rates prescribed on a field allowance basis are 
$3,574,511 per year higher than rates which would have been prescribed on a 
complete cost basis. 

In addition, if the gasoline plant operations were included in the computation 
of the cost of service and the net gasoline revenues were deducted therefrom, 
the amount of the increase on cost basis would have been $1,082,570 less. 
Therefore, the total difference between field allowance basis and cost basis 
would have totaled $4,657,081 per year. 

Mr. Dinceiv. Let me then come around to this point toward which 
1 have been working. 

In that case, am I correct in stating that the Commission used fair 
field price as its unit of measurement instead of the utility cost rate 
base ? 


1 Opinion 269, p. 2. 
2 Appendix I, table 16, opinion 269. 
* Appendix III, table 1, opinion 269. 
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Commissioner KuyKEeNnDALL. That is correct. 

Mr. Dincetu. As a yardstick; that is correct ? 

Commissioner KUYKENDALL. Yes. 

Mr. Drncetu. There was a difference in the two costs; am I correct 
in that assumption ? 

Commissioner KuyKenpDALL. Oh, yes. That is the main thing that 
induced the Commission to use the field price. 

Mr. Drnceti. And this difference in price, of course, was not in 
favor of the consumer by any stretch of the imagination ? 

Commissioner KuyKENDALL. Well, under your theory—— 

Mr. Dincetu. Just answer yes or no. 

Commissioner KuyKENDALL. Well, I cannot answer that question. 

Mr. Drncett. In this particular case the difference was not in favor 
of the consumer, it was in favor of the producer because the producer 
has been ordered to make a refund; yes or no? 

Commissioner KuykKenpatu. You are oversimplifying. The cost 
price is much lower than the field price. 

Mr. Dincetu. In fact the cost is much less than the fair field price 

Commissioner KuyKENDALL. But I do not concede that the decision 
we made was not in the interests of the consumer. 

Mr. Drncetu. I did not say it was not in the interests of the con- 
sumer, but it so happens that the Supreme Court and the circuit court 
of appeals said it was not in favor of the consumer, so let us not get into 
a question of whether or not it was in favor of the consumer. 

Commissioner KuykKenDALL. The case did not go to the Supreme 


Court. 
The CHatrman. The gentleman may ask a question and get his 
answer. 


Mr. Dinceti. Thank you, Mr. Chairman. 

All I asked in this: Whatever difference in price there was in that 
particular case, as manifested by the refund otter; was in favor of the 
producer and not in favor of the consumer. 

Commissioner KuyKENDALL. Yes; the producer would have gotten 
a higher price under our theory, which we felt was necessary from the 
point of view of the public interest. 

Mr. Dincet. I did not ask you what you felt. I merely asked for 
a yes or no answer to that particular question. 

Now, tell me this: Now that we have gotten down to this particular 
point, it would be fair to assume that pipeline companies which hold 
their own supply of gas will get under this fair field price or reason- 
able market price a higher figure for their own gas reserves than they 
will get under the utility cost rate base method of computing their 
return; am I correct ? 

Commissioner KuyKenpaLu. No; you are not. 

Mr. Dineen. At least I am correct in the one instance of which we 
talked; am I not? 

Commissioner KuyKenpaty. Yes; I believe you would be. 

Mr. Dinceti. Well, you agreed with me that the refund did not go 
to the producer; it went to the consumer, so obviously 





Commissioner Kuykenpauu. I never heard of a refund going to a 
producer. 


Mr. Dincetu. I do not want to belabor that. The point I want to 
get to is this: In this one particular instance the reasonable market 
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price or the fair field price was higher, am I correct, than the utility 
rate base cost? 

Commissioner Kuykenpaui. Yes; I have answered that question 
several times. 

Mr. Drnceix. It would not be unreasonable to say that such a situa- 
tion could prevail in the future under the same set of circumstances ? 
Commissioner _KuyKENDALL. You mean with other companies? 

Mr. Dinceti. With other companies and with other utilities and 
under other situations. 

Commissioner Kuykenpaui. That same situation will prevail with 
some companies, and the opposite situation will prevail with others. 

Mr. Dincexyi. How often will it prevail with other companies ? 

Commissioner Kuykenpati. I could not tell you offhand. 

Mr. Drneetx. But it would be less prevailing in favor of the con- 
sumer than it will be in favor of “ 

Commissioner KuyKenDALL. I do not know that it would. I would 
not say that it would. I just simply have to say I do not know. 

Mr. Drincett. Let me put it this way, then: Reasonable market 
price is not based on, purely upon, costs as a utility rate base, is it? 

Commissioner Kuyxenpatt. No; and I do not think the utility 
rate base is based purely on costs, because it is not just arithmetic. 

Mr. Dinceti. But it is based considerably less on costs than utility 
rate base? 

Commissioner KuyKENDALL. Yes; I would agree to that. 

Mr. Dincetu. Now, over the long haul then, we can anticipate that 
under section 13F of this bill as drafted, that the cost of natural gas, 
where the pipelines which hold their own reserves and sell from their 
own reserves, will tend upward to the consumers who must buy from 
those pieplines; am I correct ? 

Commissioner Kuykenpatu. No. I have answered that question 
before. I mentioned the case of El Paso, for instance, and all of the 
Appalachian Gas and I do not know what others, where obviously 
the market value of the gas, I am sure, is less than the cost of it per 
thousand cubic feet as those companies represent the figures to us. 

Mr. Drnceti. Are you prepared to deny that the long- term tend- 
ency under section 13F of this bill will be to raise consumers where 
you have a pipeline that sells its own gas reserves / 

Commissioner KuyKENpDALL. I am sorry, I did not hear the ques- 
tion. 

Mr. Dincei. Let me repeat my question. 

Are you prepared, then, to deny that the long-term tendency will 
be to raise prices to consumers in instances where a pipeline sells 
from its own reserves under section 13F, if this bill is enacted. 

Commissioner KuyKEeNnDALL. No; I am not prepared to deny that. 
That may very well be the trend. If it is, under this bill, it will be 
because of economic principles which are at work, and which will 
have to be observed if we are going to continue to have gas for the 
consumer. 

Mr. Drncety. I did not ask about that, but it would not be un- 
reasonable in fact to make such an expectation, would it? 

Commissioner KuyKENDALL. Iam sorry. On account of the laugh- 
ter I did not hear you. 
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Mr. Dincett. I said it would not be illogical to expect or improbable 
to expect such a rise in prices under sec tion 13F , if enacted ¢ 

Commissioner Kuykenpbai. I think there will be rises in some 

cases; I do not know how many, nor do I know in what cases. 
_ Mr. Dincevi. You mentioned certain factors which have to be taken 
into consideration. In section 13F it refers back to a previous section 
appearing on pages 18 and 19, and in that section it says that the cost 
of or rather—I beg your pardon. It refers to a section appearing on 
pages 14 and 15 of the bill. At the bottom of that section on line 22 
appears a definition of reasonable market price, and it says: 

The reasonable market price is not necessarily the price of the last sale, the 
highest price, the lowest price, the weighted highest price, the average field 
price, or other price arrived at by the mechanical application of a single criterion. 
Instead it is a price which the Commission, exercising its judgment and dis- 
cretion in weighing, among other things directly relevant to the issue, all factors 
enumerated above, determines is the reasonable market price. 

Will you tell me exactly what protection like that offers to con- 
sumers In my city? 

Commissioner Kuykenpati. I thought I had answered that ques- 
tion already this afternoon. But it gives him the protection of the 
sound discretion and the expertise of the members of the C ommission, 
aided by a staff. 

Mr. Drneeti. And no further protection ? 

Commissioner KtuyKENDALL. Plus the statute, along with the statu- 
tory standards included. 

Mr. Drnceii. I do not have that. What other statutory standards 
are included for the protection of these consumers of mine? 

Commissioner KuykenDALL. They are on pages 14 and 15? 

Mr. Dinceit. What are they now, sir? 

Commissioner KuykENDALL. Do you want me to read them to you, 
sir? 

Mr. Dineewx. I want you to tell me what they are. I do not care 
how you get them, but tell me. 

Commissioner KuykENDALL, I will start in at the beginning of the 
section, page 14, line 19, section 18C. 

Subject to the provisions of section 13F, in the determination of the reason- 
able market price of natural gas under any provision of this act, the following 
principles shall control: 

(1) The Commission shall recognize the fact that natural gas is a commodity, 
and shall not consider costs or use the public utility rate base cost-of-service 
concept or formula. 

(2) The Commission shall consider— 

(a) whether the price as determined by it will assure to consumers of 
natural gas a continuing adequate supply thereof ; 

(b) whether the contract price was arrived at competitively and in arm’s 
length bargaining ; 

(c) the reasonableness of all the provisions of the contract as they relate 
to prices under a definite prices clause ; 

(d) the quality of the natural gas being purchased ; 

(e) conditions of delivery. 

(3) The Commission shall consider the current level of field prices under other 
contracts in the same field and under contracts in other fields and areas which 
contain terms and provisions generally comparable to those in the contract under 
review, giving appropriate weight to the circumstances affecting price under 
which such other contracts were negotiated and the factors set forth above. 

Then we come to the section that you pointed out. It is all one 
statute all that would comprise the standard. 
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Mr. DINGELL. Mr. Kuy kendall, under all these considerations that 
the Commission is going to consider, the big consideration they are 
going to make will be the current level of field prices; isn’t that right ? 2 

Commissioner KuyKkenpaui. That is a large consideration, an im- 
portant consideration. 

Mr. Dinceii. Wouldn’t you say that is the most important consid- 

ration / 

Commissioner KuykenpDALL. Well, I would not want to attempt to 
give priority to these considerations for several reasons, but one im- 
portant reason is that if this should become law, and I ‘find out that 
I had construed the act here in a colloquy with you, which is some- 
thing I should not do, if I am going to be able to énforce it— 

Mr. Dincetu. I would not want you to do anything improper. But 
this is certainly a big consideration, is it not? 

Commissioner KUYKENDALL. Yes; it is. 

Mr. Dincexi. And field prices under this act will be fixed by regu- 
lated sales and by unregulated sales, will they not ? 

Commissioner Kuykenpauu. I think there we could give what 
weight we thought was appropriate to regulated sales and what weight 
we thought was appropriate to unregulated sales. 

Mr. Dincexy. But it does not say that in the act. 

Commissioner KuyKENDALL . No; I construe it that way. 

Mr. Dinceiu. Well, you are construing it here now, and you may 
be later bound by that construction. 

Commissioner KuyKEenpAtu. I am willing to be bound by that one, 
which does not limit my discretion. 

Mr. Dincetx. But, even so, field prices will be generally affected by 
unregulated sales; am I cor rect ? 

Commissioner Kuykenpauu. Well, I think I have answered that 
question. 

Mr. Dincetx. All right. 

Now, then, tell me this: If these field prices are affected by unregu- 
lated sales, they will be affected by unregulated sales which are about 
50 percent of the sales or which will be about 50 percent of the sales 
under this particular bill; isn’t that a fact? 

Commissioner Kuykenpa.t. I said that I thought the Commission 
could give whatever weight it deemed proper. 

Mr. Dinceti. Mr. Kuy kendall, I did not ask you that question. I 
asked you whether unregulated sales will be about 50 percent of the 

sales, because intrastate sales under ex xisting practice and in the future 
will be about 50 percent; am I right? 

Commissioner KvyKENDALL. If your figure is right—and I seem to 
recall that that is pretty close—all you are saying is that about half 
the sales are intrastate and about half are interstate, and I believe that 
is about right. 


Mr. Dinceii. So that 50 percent of the impact on field prices is 
going to be unregulated sales / 


Commisisoner KuyKENDALL. Unless there is a State regulation of 
them. 

Mr. Drncetx. And so we have this situation, then, that field prices 
will generally tend to go up without any action or without any in- 


fluence by your Commission because 50 percent is going to be unregu- 
lated by you; am I correct ? 
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Commissioner KuykeNpALL. Well, I think you are saying that the 
interstate sales will not be regulated. Maybe that is true. 

Mr. Dincex. I do not say anything. I just said that probably 
unregulated sales are going to tend upward. 

Commissioner KuyKenpav. I think I know what you are driving 
at, and I think I have already answered it, but I will answer it again, 
if I may. 

I have said that I would certainly be willing, and I think it would 
be proper to consider the intrastate sales. I do no think that I would 
be bound to give the same weight to the unregulated intrastate sales as 
I might to the regulated interstate sales. We would consider them 
both and w eigh them in accordance with this statute. 

The Cuaman. I think, if the gentleman would permit on that 
point 

Mr. Drncety. I would be glad to yield to my distinguished chairman. 

The Caran. I think it might be clearly understood that the 
Commission has no authority—neither the Commission nor the Federal 
Government has any authority whatsoever over the intrastate sales. 

Mr. Drncetu. I attempt to make no such point. 

The Cuatrman. It does not go in interstate commerce, and they 
do not have any authority over it, and I think for information, as 
I recall, the division of intrastate and interstate sales 2 years ago, I 
believe the record shows that was the first year where over 50 percent 
of the sales of natural gas went into interstate commerce, and that 
has increased slightly during these 2 years. 

Mr. Dixcett. Thank you very much, Mr. Chairman. 

I want to say to you, too, Mr. Kuykendall, at this point, I hope 
you will take no offense at the way I ask questions. I try very hard 
to be courteous, and I may have been, perhaps, less than courteous. 

Commisisoner KuyKenpatu. Well, thank you; and if I have been 
discourteous, why, I also apologize. 

Mr. Diver. Let me ask you this: You said, in response to some 
questions by one of my colleagues, that we must lift this regulatory 
lid very slowly, and that the reason is that we dare not eliminate 
regulation for fear of excessive cost rises. Am I correct in my 
understanding of your earlier answer to a question / 

Commissioner KuyKxenpatn. I do not think so, Mr. Dingell. I 
think I did express the thought that I was fearful of taking the lid 
off completely after it had been on for almost 3 years. If I did say 
what you said, then I misspoke, because the lid will not be taken off 
under this bill. 

Mr. Drvnceii. But if the lid were lifted, you would witness an 
excessive cost rise; would I be correct in that understanding ? 

Commissioner KuykeNnpatu. Well, I would not want to flatly 
predict that, but I do have the feeling from general information 
I get, and not anything official in the way of statistics, that gas 
has become harder to purchase. I have heard that from various 
executives of pipeline companies and, as I have said before, the de- 
mand might become omhaees ‘ably greater than the available supply 
if we had a sudden change and “complete lack of regulation became 
actuality. 

Mr. Drncetx. Let me ask you this question, then, Mr. Kuykendall. 
In the section on pages 14 and 15, where it is expressly stated that 
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the Commission shall not consider costs or use the public utility rate 
base cost-of-service formula, would you say what the administration 
has said in view of what you said already that it should be made 
permissive, that the Commission should recognize those factors ? 

Commissioner KuyKENDALL. I have been saying all day here that 
the Commission’s position, as shown in its annual report which was 
framed some months before this bill was introduced, was that we 
recommended having permission to consider any pertinent aspect of 
costs, but that we did not believe that we should be bound to the 
traditional rate base concept formula. 

Mr. Dincetn. I would like to get from you, if I could, please, sir, 
a statement as to what is wrong with this cost-of-service concept, the 
public utility rate base. 

Commissioner KuyKenpati. Well, I will tell you. In the produc- 
ing industry the costs incurred by various producers in relation to 
their success and, consequently, to the revenues they can get from 
their operations are highly variable. It is more or less a case of feast 
or famine. 

Many of them have drilled countless numbers of wells and never 
did hit it, and are broke; maybe they are in the poorhouse now. 

This industry does not have the stability that utilities have where 
there is a close relationship to costs and revenues. 

But more important than that, in my opinion, is the principle that 
utility regulation not only controls the prices but it must, and does, 
protect the monopoly of the utility. It does not guarantee, but it 
endeavors to assure him a full opportunity to make a given rate of 
return. 

I think that the producing business is so hazardous and so risky 
that we should never undertake to assure a producer a given rate of 
return, and by assuring him a given rate of return, you also assure 
that the return will be more or less minimal, it will not be large. 

Now, what induces producers to search for gas is the hope of 
making a large profit in comparison to the profit that a utility can 
make, and I think the way to get gas supplied to our country is to 
allow those producers the right and the privilege of making a good 
profit if they strike it lucky, and to let the unfortunate ones take their 
losses. And this bill, as I understand it, would permit that. It would 
not endeavor to guarantee any rate of return to any producer. 

Mr. Drxceti. Of course, this incentive would come out of the 
pockets of the rate payers; am I correct in my understanding? 

Commissioner KuyKENDALL. Well, every financial incentive I know 
of comes out of the pockets of the consumers of the products or services 
which are sold. 

Mr. Drvcetn. Tell me this, sir: Have you noticed any marked 
falling off in the exploration for natural gas? 

Commissioner _KuyKenpatt. I do not notice any, and I do not 
know that there has been any except maybe recently. 

Our Panhandle decision, I know, had the effect of encouraging a 
number of the pipeline producing companies to expand their explora- 
tion activities. 

Mr. Drncetn. But actually you have noticed no diminution in the 
amount of exploration for oil and gas; is that right, sir? 
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Commissioner KuykENDALL, Well, I was only speaking of those 
pipeline companies. As to the industry as a whole, I could not give 
you an answer. 

Mr. Dincetyi. Let me ask you this, then: Would you give us for 
the record, then, figures showing whether or not there has been any 
diminution in the explor ation for oil or gas? 

The CuatrmMan. There will be some witnesses coming later who will 
give that information. 

Mr. Drncetu. Very well. I will then wait and get it from other 
witnesses, Mr. Chairman. 

Would it be fair to say if there has been no diminution in explora- 
tion for natural gas that very probably, then, this extra stimulus to 
which you refer would not be necessary; am I correct in that? 

Commissioner KtuyKENDALL. No. I tell you, I do not know whether 
there has been a diminution or an increase. 

Mr. Dincett. But if there has been no diminution there would be 
no need for this stimulus which would be furnished by the change in 
regulations as offered by H. R. 6790 and other similar bills? Is that 
a fair question ? 

Commissioner KUYKENDALL. Well, it is undisputed that there has 
been a marked diminution in the production activities of the pipeline 
companies over a course of years. 

Mr. Dincety. But, of course, you have the independent producers, 
the big oil companies, and so forth. 

Commissioner KuyKENDALL. Yes. 

Mr. Drncetxi. You have no figures to give me at this time on that 
particular thing ? 

Commissioner Kuy KENDALL. No: I could not intelligently give you 
any information. 

Mr. Drncetxi. But, to return to my original question, if there has 
been no diminution in exploration, would it be fair to say there is at 
this time no need for the stimulus to the industry offered by H. R. 
6790; am I correct in that ? 

Commissioner KuyKENDALL. Well, I would not want to go that 
far. I would say if there had been no diminution, that might be an 
indication that no further stimulus were needed. But I would not 
say it proved a point, by any means. 

Mr. Drneew.. Particularly in view of the tax advantage offered to 
the industry / 

Commissioner KuykKENDALL. I am sorry; I did not hear the question. 

Mr. Drncett. Particularly in view of the tax advantage offered to 
the industry. 

Commissioner KuykENDALL. Well, we are not the Internal Revenue 
Service. 

Mr. Dinceti. No, no. But you are supposed to know the gas indus- 
try. 

‘Commissioner KuyKenpauu. I agree with you that the tax advan- 
tages they have are helpful to the industry, and I guess that was the 
purpose of it. 

Mr. Drncewi. I would like to go into, with you, if I might, a num- 
ber of questions. Tell me, does the Commission’s report on this H. R. 
6790 constitute a unanimous report of all five members of the Com- 
mission ¢ 
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Commissioner KuykENDALL. Actually, there were 3 Commissioners 
present, only 3. The other two were out of town on business when it 
was approved. I am told by the other two that they give the general 
principle of this bill endorsement. They reserve the right to suggest 
amendments or to make criticism, if they deem it necessary, so I could 
not say that they were in accord on every word that is in it. But, on 
the general need for legislation, we are in accord. 

Mr. Dinceti. Would you see to it that any amendments that they 
might care to suggest or that any criticism they might have to make 
to the bill is made available to this committee ? 

Commissioner KuykenpDALL. Yes. That was arranged for this 
morning when I first became a witness here. 

Mr. Dinceti. And you will see that is inserted in the record ? 

Commissioner Kuykenpauu. Yes. I asked for that privilege this 
morning. 

Mr. Dincett. In the majority report, I notice that the Commission 
has advocated that the Natural Gas Act be amended to provide a flex- 
ible discretionary standard for pricing or evaluating natural gas. 
What consideration would you give to the interests of the consumer in 
this flexible discretionary standard 4 

Commissioner KuykeNDALL. Our standard would be, I am sure, to 
give the consumer the lowest rates we could, consistent with the neces- 
sity of providing an incentive for the producers to stay in business 
and discover more gas. 

Mr. DrnceitL. Would you use market price to determine the reason- 
ableness of other market prices in this discretionary system of yours? 

Commissioner KuyKENDALL. We would use the market price and the 
other standards that are set forth in the bill. 

Mr. Dineen. Mr. Kuykendall, I notice on page 2 of your statement 
a sentence reading this way: 

However, as I stated, States hereafter may not fix producer prices when the 
gas is destined for interstate markets. The bill preempts this area for the 
Federal Government. 

Does that mean that there will be no regulation at all in this area? 

Commissioner KuyKeNnDALL. No. The regulation would be exclu- 
sively by the Federal Government in that area. 

Mr. Dinceti. How big a backlog do you have in the granting of 
certificates of public convenience and necessity ? 

Commissioner KuykEeNDALL. I gave that figure today; it is already 
in the record. 

Mr. Diner. I believe you gave it as something like 1,600? 

Commissioner KuykKENDALL. That sounds like it. 

Mr. Drnceiy. How long will : take you to clear up that backlog ? 

Commissioner _KuyKenpatu. I do not know. It will depend on 
how many more applications we get in the meantime. 

Mr. Drneett. Do you think that this bac klog which you have in 
the granting of these certificates of convenience and nec essity has any 
impact on the desire of the industry to make an effort to get out of 
Federal regulation ? 

Commissioner KuyKeNnpDALL. No; that is our backlog. They make 
the applications, and it is for us to process them. 

Mr. Dineett. Do you think that makes the industry more or less 
desirous of being exempt from Federal regulation ? 
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Commissioner KuyKenpatu. Well, I think that the entanglement 
of bureacuracy in which they find themselves certainly makes them 
more desirous—makes them desirous to get out of it. I want to say, 
though, concerning that backlog, that not all of that is our fault. 
Included in there are, I do not know how many, a number of appli- 
cations where we cannot process them until we get more information 
from the producers, from the applicants, and we have asked for that 
information in virtually all those cases. 

Mr. Dine. I am not expressing criticism of the Commission at 
this time. I want you to understand that. I understand you have a 
backlog of cases, and I understand it would be a substantial stimulus 
for the industry to get away from something which they might be 
willing to live with if they had less of it. I am trying to find out 
information. 

Commissioner KuyKENDALL. Of course, the worst backlog and the 
most important backlog is our backlog on rate cases. 

Mr. Drneeiit. How many are those? 

Commissioner KuyKenpatu. That is in the record. 

Mr. Drnceti. That is in the record? Just give me that number; 
I may not have been paying attention. 

Commissioner KuyKrenpDALL. Well, I could not give it to you by 
giving one number. That was set forth in the Commission’s report 
which was filed. 

Mr. Drinecetxi. Will not the Macdonald bill substantially eliminate 
the problem of this backlog of some 1,600 cases for certificates of con- 
venience and necessity / 

Commissioner KuykenpDaLu. No; I do not think it would. There 
is one feature of Mr. Macdonald’s bill I discussed 2 years ago, and 
Mr. Heselton’s bill also, where they ignore a very salient fact, and 
that is that many small producers are in a unitized field where the 
gas is sold by a unit operator, and there are many other situations 
where the gas goes through a processing plant and is sold by the 
processor after it leaves the tailgate of the plant. There may be 
producers of virtually every size who have interests in that field. 1 

now of no way to separate the little producers from the big produ- 
cers in such cases as that. 

Mr. Dincertxi. But, under those circumstances, the little producer 
would be protected because he would not be compelled to go through 
the redtape. The man who would go through the redtape and diffi- 
culty would not be the little producer but would be rather the unitized 
field or would, rather, be the processing plant which absorbed it. 

Commissioner KtuyKenDALL. That is the way we are handling it 
now. We have not only told these little producers that they do not 
have to file for certificates in those situations, provided they are get- 
ting only a percentage of the sale of the gas, but we have told them 
they could not, and we just require the certificate for the unit operator 
or the processor. Now, we have similar programs with rate sched- 
ules, and that gets rather involved. Some of them insist on filing 
their rates. If they are a signatory party, we let them do it. 

Mr. Dincetu. Tell me: Do you or any members of your Commission 
or staff have any amendment to this bill? 

Commissioner KuyKenpDALL. Not at this time. We want to see 
what the evidence is, what the facts are, what arises, and, as was 
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indicated this morning, if we do, we will come back at the conclusion 
of the hearing with them. 

Mr. Drxceti. Have you held any conferences with Mr. Kendall 
about it, then? 

Commissioner KuyKENDALL. No. 

Mr. Dincetx. Tell me this: Has the Phillips Petroleum Co., or, 
rather, did the Phillips Petroleum Co. in the Phillips case produce 
evidence tending to show it was entitled to a 1214-percent rate of 
return ¢ 

Commissioner KuyKENDALL. I do not know. Maybe they did. 

Mr. Drincetu. Would that 1214-percent rate of return become the 
fair field price or the reasonable market price under this H. R. 6790? 

Commissioner KuyKENDALL. Well, we are talking about entirely 
different things. 

Mr. Dincetu. I just wondered if you might consider that might 
tend to become the 

Commissioner KuykKENpALL. Of course, rate of return and field 
prices are two different things. I might add that there is a lot of 
difference between asking the Federal Power Commission for some- 
thing and getting it. 

Mr. Dincett. Tell me this now, sir: How many millions of dollars 
of rate increases have you suspended or denied which will be revived 
on the reasonable market-price basis by section 5 of H. R. 6790? 

Commissioner KuyKenpDALL. I heard you, but I do not grasp it. I 
guess I am getting tired. 

Mr. Dinceii. Let me repeat that. I am not trying to hound you. 

Commissioner KuykKENDALL. I know you are not. 

Mr. Dinceit. How many millions of dollars of rate increases have 
you suspended or denied which will be revived on the reasonable 
market-price basis by section 5 of H. R. 6790? 

Commissioner KuyKENDALL. I just do not understand that question. 

Mr. Dincetu. Let me ask you this: You have suspended or denied 
a certain amount of rate-increase requests; am I right in that? 

Commissioner KuyKENDALL. Yes. 

Mr. Drnerii. Of that suspension of rate-increase requests, how 
much or how many millions of dollars will be revived by the reason- 
able market-price portion of section 5 of H. R. 6790? 

Commissioner KuyKENDALL. Oh, the figure would be, I think, about 


$16 million. I got that figure while I was in the office after the session 
this morning. 





Mr. Dineetit. What is the price of old reserves, in other words, 
reserves which have been found in the past? I mean, what is the 
average rate per thousand cubic feet ? 

Commissioner KuykENDALL. I just do not know. 

Mr. Dincet. Would 10 to 14 cents be a fair figure ? 

Commissioner KuykKENDALL. On old pipeline reserves? 

Mr. Dincetu. Yes. 

Commissioner KuyKENDALL. I just do not know how it would aver- 
age out. It is a lot less than that with some companies, but the com- 
panies in the Appalachian area, it isa lot more. I think it would be 
less than that. 

Mr. Dineei. Tell me, new reserves which are being signed up run 
about how much per thousand cubic feet? . 
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Commissioner KuyKENDALL. I have no idea 

Mr. Dinceti. Would 20 to 25 cents be a fair figure for today ? 

Commissioner Kuykenpaui. Well—you are talking about reserves 
or about sales price of contract ? 

Mr. Dinceti. New reserves that are being signed up by the gas 
companies. 

Commissioner KuykenpDAuL. Well, that would sound to me like an 
awfully high figure. I do not think any of them would pay that much 
for it. 

Mr. Dinceii. Would you — to give me a reasonable figure / 

Commissioner Kuyxenpar. I do not know, but I know 20 to 25 
cents is the very highest bracket of producers’ sales prices to pipelines 
now, and I would just assume from that, that they would not pay that 
much for reserves in the ground. 

Mr. Dincevy. If I may, sir, I want to return to just one more point, 
and then I know we all want to get home to dinner. The question of 
whether gas shall have been purchased by arm’s length competitive 
bargaining i is one of the things you will have to consider in fixing 

rates under the new procedure ; am I correct / 

Commissioner KuyKENDALL. Yes. 

Mr. Drnce.yv. How are you going to determine whether or not arm’s 
length competitive bidding has occurred 4 

Commissioner KuyKenpatn. I will tell you how I think I would go 
about it. First, if we should have a situation where an affiliated com- 
pany is dealing with another, why, right aw ay there we assume with- 
out any further evidence that it is not at arm’s length. There will be 
some of those sales. 

But, secondly, I would want to get such information as this: with 
what other buyers, did the seller negoti: ite, or with what. other sellers 
did the buyer negotiate? In how big a hurry was the buyer to get 
his gas? Was he desperate? Did he have simply to get what gas ‘he 
could to meet his market demand or did he have time to look around 
and make the best bargain that was available and vice versa with the 
seller? In other words, ascertain not only whether or not there was 
honest negotiation, but also the relative bargaining position of the two 
people. 

It might be interesting to know how much they bargained, how 
many times they talked it over, what counterpropositions there were, 
and so forth. 

Mr. Drncett. Will you do this on your own motion or wait for 
testimony / 

Commissioner KuykeNnDALL. I believe the law provides we can do 
this on our own motion. 

Mr. Dincetit. How will you find out or determine whether deal- 
ings take place through straw men / 

Commissioner KuyKenpauu. Well, I do not see the relevancy— 

Mr. Dinceti. A straw man being used for the purpose of raising 
prices. 

Commissioner KuykenpALL. Well, maybe you have encountered 
that in your law practice or in your real-estate deals or other trans- 
actions; that does happen. 1 do not believe that would be too much 
of a point in the ultimate decision for us to make, which is, is this a 
reasonable market price? I do not believe that we would have any 
problems with straw men in the industry. 
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Mr. Drineevu. Let me ask you this. The bill as drafted says that 
the Commission shall not consider costs. Would a bill be scceptante 
to you which weuld say that the Commission shall consider costs ¢ 

Commissioner KuykeNpatL. I guess you were not present during 
my colloquy with Mr. Bennett then. 

‘Mr. Dincety. I may not have been. 

Commissioner KuyKENDALL. I went into all of that. I made it clear 
that I do not think it should be a mandatory requirement that the 
Commission consider costs of any kind; that any authority in that 
respect should be permissive. 

Mr. Dinceti. Let me ask you this: If you considered costs along 
with other things in the bill, for example, the reasonableness of all 
the provisions of the contract as they relate to prices under a definite 
pricing clause, the quality of the natural gas being purchased, the 
conditions of deliver y, and whether the price as determined by it will 
assure to consumers of natural gas a continuing adequate supply there- 
of, and the other conditions which are set down, wouldn’t that give 
you a fair degree of discretion ? 

Commissioner KuyKENDALL. Yes. 

Mr. Drncet.. So you could consider that along with all the other 
things, you could consider that along with the other things here ? 

Commissioner KuYKENDALL. Consider what; you mean costs ? 

Mr. Dincetx. Costs; but to say you shall consider those costs, among 
other things. 

Commissioner KuykEeNDALL. I do not think we should be compelled 
to have cost evidence in all cases. I think it should be permissive. 

Mr. Dinceti. Don’t you think you are going to wind up in a regular 
snowstorm of law suits if you do not consider costs? 

Commissioner KuyKkenpatu. No, I do not; and we have that snow- 
storm of law suits now. Iam hoping we can get rid of them if we get 
some sensible legislation. 

Mr. Dinceti. Is that the reason you want to do away with the exist- 
ing practice, just to get out from under a load of work ? 

Commissioner Kuykenpatn. No. I want to get a system of regu- 
lation approved by Congress that is in accord with accepted economic 
principles of free enterprise and yet protect the consumers in their 

right to reasonable prices. 

‘Naturally . 1 am interested in the Commission overcoming its backlog 
because it is bad for the industry and bad for the consumers and bad 
for the Commission. 

Mr. Dinceii. Let me ask you this question, then: You do not like 
the existing law; am I correct ? 

Commissioner Kuykenpau. I do not think it is applicable, prop- 
erly applicable, to the producing industry, as I have explained here a 
number of times today. 

Mr. Dincett. Do you think you can, then, administer the existing 
law fairly with that frame of mind? 

Commissioner KtykKENDALL. I went into that this morning, and Mr. 
Macdonald thought he was reading views that expressed a view con- 
trary to mine, when actually he was reading one of my deci isions. 

Mr. Drncetx. I did not ask you what Mr. “Macdonald s said, sir; I just 
as asking you whether with this dislike that you have for existing law. 
do you think you can administer the existing law properly and fairly ? 
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Commissioner Kuykenpatu. I do, and if I ever get to the point 
where I do not think I can, I will resign. 

Now, every C ommissioner, in fact I would think almost every pub- 
lic official, enforces laws that he does not quite agree with in principle, 
but his duty is to enforce the law no matter how unwise he things it 
might be, and that is the way I look at it. 

Mr. Drnceti. Very well. Thank you very much, Mr. Chairman. 
I appreciate your indulgence. 

The CuatrmMan. Mr. Heselton / 

Mr. Hesevron. Mr. Chairman, I realize the hour is drawing late. 
It is nearly 5 minutes of 7. And I realize Mr. Kuykendall has been 
on the stand for nearly 2% hours. 

That is not my choosing that you should be here at this hour. 
There are a great many qeustions that I would like to ask as a matter 
of clarifying the record in terms of considering what I regard as very 
complex and very difficult legislation that has been submitted to us. 

However, I will attempt to illustrate by a few questions, and then 
I will make a unanimous-consent request. 

Prior to the hearings I asked the chairman if he would be good 
enough to prepare or have prepared a comparative print between 
the bill H. R. 6790 of this Congress, the one before us or one of the bills 
before us, and H. R. 6645 of the last C ongress which, as you know, was 
passed by the Congress and vetoed by the President. He did so. 

There are many points in the comparative print which I find 
extremely difficult to understand, although it has been prepared, 
know, by the extremely capable head of our legislative counsel. 

ie ou do not have it before you, and so I will simply read to you from 
page 3, the very last portion of the ¢ omparative print, point 11. 

ommissioner KtyKENDALL. I have it here, Mr. Heselton. 

Mr. Heseiton. You have it? Then you will note it says that as 
far as H. R. 6645 is concerned, there was no provsion regarding dis- 
position of pending rate cases or for continuation of any such cases. 

Under the present proposed legislation it says, under 11, that it 
provides that pending rate cases “involving increases under definite 
pricing clauses in existing producer contracts shall be dismissed, and 
those involving increases under indefinite pricing clauses are to be 
concluded, and the prices to be paid under such indefinite pricing 
clauses are to be determined and fixed. 

Do you understand that ? 

Commisisoner KuyKenpatu. I think I do, Mr Heselton. 

Mr. Heseiton. Would you, just as briefly as you can for the pur- 
poses of the record, state what this is and why you understand it is 
in the new proposal ? 

Commissioner Kuykenpati. We have four hundred and some pro- 
posed rate increases which we have suspended, and where we have not 
completed our study, held hearings, and determined them and dis- 
posed of them. 

Those various increases of the producers have arisen by reason of 
several different kinds of provisions in their contracts. 

Some of the contracts provided for a definite known fixed escalation. 
Some of them came about by reason of favored nations clauses. Some 


of them came about, perhaps, by reason of contracts being renego- 
tiated. 
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Anyway, we have those four hundred and some cases. We also 
have a much lesser number but, perhaps, bigger in volume of work 
involved in investigations of rates where we started an investigation 
of our own motion of a rate because we thought the rate level might 
be too high. 

Those cases, those rate cases, where the increase occurred by virtue 
of a fixed known escalation under this bill, as I understand it, would 
be abolished, and the escalated price would become the permanent 
price. If the escalation occurred for any other reason, we would con- 
tinue the investigation. 

Mr. Heseiron. Mr. Chairman, if that is the case, I would like to 
ask you specifically with reference to the recommendations that were 
made to us the other day as to two amendments, and I do it more for 

urposes of clarifying the record than otherwise. I realize that you 

rave been asked questions, but so far as I can determine, the record is 
not clear as to what your opinion is, and I understand the full Com- 
mission, and maybe I am incorrect in this, has not expressed any opin- 
ion with reference to these amendments. 

I want to read, first, from the statement of Mr. Charles H. Ken- 
dall, page 4: 


It is recommended, however, that an additional authority be retained in the 
Commission, that is, to review price increases resulting from definite pricing 
clauses in existing contracts when such increases do more than reflect addi- 
tional or increased taxes. To the extent that step-up clauses in existing con- 
tracts result in prices which exceed the reasonable market price, the Commission 
should continue to have authority to limit the increase to such part thereof as 
does not result in a price exceeding the reasonable market price. 

I understand that that ties into the portion we have been discussing. 
It, however, would be additional language. 

I do not understand the language that is before us concretely. 

First, do you approve of that ? 

Commissioner KuyKenpatt. I would not want to say that at this 
time, either commit myself or the Commission, and the Commission 
has not discussed it. 

Mr. Hesetton. I am just asking for your personal opinion at the 
moment. 

Commissioner KuykenpAti. I am not prepared to give it to you, but 
I will, before these hearings are concluded. If you w ‘ant to know Ww hy 
I am not prepared at this t time to give it to you ‘T can tell you the con- 
siderations I have in my mind and about which I will make a resolu- 
tion of the question. 

Mr. Hesetron. As long as you have suggested it, go ahead and 
tell us. 

Commissioner KuykrenpALt. Well, I do not want to lengthen the 
hearing. 

Mr. Heserron. I do not want to, either. It is not my doing, and 
it is not your doing, so go ahead and tell us. 

Commissioner KuyKenpart. As I understand the theory of this 
bill, it is that all existing contracts will stand except those containing 
these clauses that are not fixed, these indefinite pricing clauses, and 
the bill, in effect, finds that such clauses are not in the public interest, 
and will have to be eliminated. 

I might say parenthetically with my experience, and I said it 2 
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years ago, I do not like those clauses, and I think it is wise that they 
be eliminated. 

So, in substance, this bill finds those escalation clauses to be con- 
trary to public policy. 

So, then, we hoes the situation where this bill leaves all existing 
contracts standing except those with—the phrase “malignant” has 
been used—clauses in the contracts. 

Mr. Hesevron. That was used repeatedly before this committee 
in 1955 by one of the witnesses. 

Commissioner KuyKkenpba. I think that is legal and fair enough 
to strike down those clauses which are bad, which are contrary to 
public policy. 

I think it is legal to leave standing all the rest of them. 

Now I see and understand perfectly why the administration has 
proposed what it has proposed. But I want to point out this situa- 
tion: In addition to those contracts that have fixed escalations, there 
are many, many contracts that have no escalations at all. They are 
completely fixed with one stated price throughout the term of the con- 
tract, and in some cases that term of the contract is the duration of 
the gas coming from a certain well or wells. 

Those low-priced contracts would be required to stay where they are. 

Many producers who have fixed escalation contracts also have these 
extremely low-priced contracts. 

Now, is it fair or legal or equitable to put a ceiling on or put con- 
trols on those contracts that have fixed escalations in them, but do 
nothing about those fixed price contracts that have no escalations in 
them ? 

In other words, it seems to me that it may be said that we would 
have regulations working in only one direction. It would be working 
only downward. 

Unless Mr. Kendall’s recommendations can be construed as mean- 
ing that we should have a duty to fix the price, when we reviewed an 
escalation, even above the escalated price, if we found it was neces- 
sary, and I do not believe that is what he recommended; I think that 
there could possibly be a constitutional question presented. 

I do not say there is, and I would want to be sure that by letting 
the low prices stand and putting regulation over the contracts which 
have fixed escalations, that there is nothing which has been done 
that would make this bill unconstitutional in that regard. 

I would like to point out also that the gas that is being sold under 
these existing contracts must continue to be sold. 

I do not see how the producer could be given the privilege of stop- 
ping deliveries if he were dissatisfied with the price allowed him by 
the Commission when we reviewed a fixed escalation. 

So there we have a real compulsion on him to sell his gas whether 
he wants to or not. If that same producer has other low-priced con- 
tracts which he cannot get out of, and if, on the whole, he is being 
compelled to lose money, and that could arise, I think, is that con- 
stitutional ? 

I point out also that the whole theory of the bill so far is that on 
the new contracts the producer can walk away and abandon his con- 
tract, it is null and void, if he is dissatisfied with the price which 
the Commission fixes. 
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I think that is wise, because otherwise producers will be very chary 
about entering into contracts and submitting them, because they will 
feel they are hooked right then, and would be powerless, no matter 
what the Commission does. 

I think if the producers have that privilege of declaring the con- 
tract void if they do not like what we do, we, perhaps, will thereby 
receive some guidance as to what would be a fair price. 

All that is based not on coere ion, but on the theory of people freely 
entering into contracts, but having them being reviewed by us. 

I feel confident that Mr. Harris and his colleague, Mr. O’Hara, 
with the knowledge they have, had reasons, and I think I have stated 
probably what they were, or most of them, for framing the bill as 
they did. 

I would like to hear what all these witnesses say on this subject, 
and then form the best conclusion I can, and give it to you. 

Mr. Hesevron. When you refer to the witnesses, you mean wit- 
nesses who are to testify ? 

Commissioner Kuykenpati. I am referring to some of these wit- 
nesses whom I understand participated in conferences where they 
arrived at a statement of principles which Mr. O’Hara said he used 
in getting his bill drafted. 

Mr. Hesevron. And you are referring to what you anticipate 

The Cuairman. Will the gentleman permit me to say something? 

Mr. Hesevron. I have been patient so far, Mr. Chairman, and I 
want to be fair to you but I want to follow my point. 

You refer to what witnesses have already stated about the merits or 
demerits of the two amendments suggested, do you not? 

Commissioner KuyKENDALL. No; ‘T refer to witnesses yet to come. 

Mr. Hesevron. That is what I mean, yet to come; who already 
expr essed their opinions of the merits of the amendments? 

Commissioner KtuyKENDALL. No. I want to hear what their opinion 
is. I have not heard it expressed yet. I assume they will express it. 

Mr. Hesevron. Did you see a statement yesterday or this morning 
to this effect : 

“If (the two amendments are) adopted,’ the four complained, “they could so 
alter the legislation as to make it a guarantee that the intolerable burdens, 
confusion, and uncertainty which now pleague the FPC and the industry would 
continue.” 

Did you see that? 

Commissioner KuyKenpALL. Yes; I think I saw a copy of that out 
in the hall when you people were conferring here privately this 
morning. 

Mr. Heseiron. Did you see the additional sentence: 





“They are contradictory to the principles behind the Harris-O’Hara bills and 
their enactment would make the legislation largely meaningless.” 

Did you see that ? 

Commissioner KuyYKENDALL. I read that statement. 

Mr. Hesevron. Are you referring to that, in part, as the additional 
witnesses who would be coming here whom you would want to hear 
from, their opinion ? 

Commissioner Kuykenpatn. No; I did not have in mind any of 
these people whose names are there. 

Mr. Hesevton. Do you agree with the statement made? 
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Commissioner KuyKeNDALL. No; I do not. 

Mr. Hesetron. Do you disagree? 

Commissioner KuyKENDALL. I agree with very little of it. 

Mr. Hesevton. What is that? 

Commissioner KuykrenDau. I would agree with very little of it. 

Mr. Hesextron. What part of it do you agree to? Do you want to 
see the text? 

I am quoting from an article in the Journal of Commerce, Wash- 
ington Bureau, on Thursday, May 9, 1957, as follows: 

A joint protest was issued by Russell B. Brown, general counsel of the Inde- 
pendent Petroleum Association of America; Charlton Lyons, president, Mid- 
Continent Oil & Gas Association; William H. Curry, president, Rocky Mountain 
Oil & Gas Association; and S. F. Bowlby, president, Western Oil & Gas Associa- 
tion. 

Will you hand that to the witness? It is in the second column. 
After you have read it, will you kindly indicate what portion of it 
you agree with and w hat portion of it you disagree with ? 

Commissioner KuyKenpaut. As for the first statement— 


that the intolerable burdens, confusion, and uncertainty which now plague the 
FPC and the industry would continue 


I would say I do not agree with that. I think that their burdens and 
our burdens would be. greatly minimized even though the amend- 
ments Mr. Kendall sugggested were put on. 

I think they would still be much better off if they had a different 


form of regulation even though it included the amendments sug- 
gested. 





They are contradictory to the principles behind the Harris-O’Hara bills and 
their enactment would make the legislation largely meaningless— 
that more or less hits at what I would like to hear. I have stated what 
I thought was the theory of Mr. Harris in his bill. 

I would like to find out from these hearings what the theory is and 
what the reasons are, pro and con. 

Mr. Hesetron. That, I think, is the full quotation, Mr. Chairman. 

Commissioner KuykKenpatu. These are not the people that I want to 
hear from, and I do not even know whether these people 

Mr. Hesetron. Who do you want to hear from? 

Commissioner Kuykenpati. I want to hear from—could I have a 
list of the witnesses who are scheduled to come up? 

I want to hear from people in the other segments of the industry. 
I would like to hear from Mr. Hedrick, Mr. Heyke, Mr. LeBeouf, and 
Mr. Dougherty; and Mr. Boatwright—well, he is an economist. I 
do not know what he would think about that. I do not think he would 
testify on that very much. [Laughter. | 

I am sorry. 

Mr. Hesetron. You can pick out whomever you want to and put 
his name in the record. 

Anybody else you want to hear from? 

Commissioner KuyKeEnDaAtL. I did not mean to indicate that because 
he is an economist I would not want to hear from him. But on this 
point it may be a matter of economics, but I am of the belief that this 
time that it is primarily not in his realm. 

Mr. Hesevton. Have you any other witnesses? 
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Commissioner _KuyKeNnDALL. No; those are primarily the ones I 
would want to hear from. 

Mr. Hesetton. You would be interested in hearing from any rep- 
resentatives of the mayors’ organization ¢ 

Commissioner KuyKENDALL. Yes. I was just going to add that I 
would be willing to hear from them. 

Mr. Hesevron. I wanted to remind you on that. 

Commissioner KuyKenpALL. We de not have the list of witnesses 
against the bill ? 

Mr. Hesetron. You would like to hear from them, too? 

Commissioner KuyKreNpALL. Yes. 

Mr. Heseiron. Do you have any more? 

[ interrupted you in what you said. I want to get into the record 
your helpful comment. I would like to have the record clear as to 


your commentary or comments or observation or philosophy as to the 
second amendment: 


With respect to that portion of the bill which prescribes prince ‘iples for the 
guidance of the Commission in determining reasonable market price, it is rec- 
ommended that there be deleted the prohibition upon the consideration by the 
Commission of costs. While it is expected that more appropriate regulation will 
result from the abandonment of the public utility rate base formula, it is not 
inconceivable that the Power Commission may in some cases feel the need of 
cost data in the process of exercising its judgment and discretion. 

I realize you have said a good deal about that already. But what 
I want to have in the record right following that quotation is your 
specific direct comment. Do you or don’t you agree with that amend- 
ment personally / 

Commissioner KuyKeNDALL. Mr. Heselton, I do not want to haggle 
with you, but I think I covered this very clearly, and I do not like to 
be pinned down toa specific amendment. 

Mr. Hesetton. That is exactly what I want to do, to pin you right 
down at this moment, and with all due respect to you, you are the 
Chairman of this Commission and you have come here with a vast 
amount of experience. You have given us an extensive statement and 
analysis of the legislation. 

You are held in high regard by both the proponents and opponents 
of the bill. I think we are entitled to have from you your opinion at 
this moment, not 1 day from now, or 10 days from now, or 3 weeks 
from now, as to what you think of that recommendation that was 
made at least 2 days ago by another responsible witness before this 
committee. 

Commissioner KvuyKenpDatn. All right. Let me see whether I can 
accommodate you or not. 

Mr. Heseviron. Thank you. 

Commissioner KuyKenpAtit. Would you ask your question again? 

Mr. Hesevtron. Mr. Reporter, will you repeat the question 

(The question was read by the reporter. ) 

Commissioner KuyKenpatt. I will read this sentence, I guess it is 
the same one you have there. This may be repetitious. I will read 
this sentence and then give you an answer. 

Mr. Kendall said: 


With respect to that portion of the bill which prescribes principles for the 
guidance of the Commission in determining reasonable market price, it is recom- 
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mended that there be deleted the prohibition upon the consideration by the 
Commission of costs. 

If that is your question I can answer it specifically. 

Mr. Hesevron. I want your comment on the entire paragraph. You 
heard Mr. Kendall testify, did you not ? 

Commissioner KuyKenpaty. Yes; I was here all the time. 

I would say that I agree with the whole paragraph, Mr. Heselton. 
Did you want me to read the next sentence / 

Mr. Hese_ron. You agree with what ? 

Commissioner KuyKkeNpALL. The whole paragraph. 

Mr. Hesetron. That is good enough for me. 

You do not agree, as I understand your testimony, that after the 
elimination of the word “costs” in section 13C, line 24, it would be of 
any value whatsoever in terms of anyone, whether it be the producer, 
the distributor, the carriers or the consumers, to give the Commission 
the power to consider costs specifically among the five factors enu- 
merated in that section ? 

Commissioner KuyKENDALL. It was a question of that nature that 
I thought you were asking me a minute ago where I said I did not 
want to be pinned down to making a specific recommendation for an 
amendment. 

Mr. Hesevron. I see. 

Commissioner KuyKenpaty. I think I have answered it. I recom- 
mend that we have permissive authority but not mandatory authority. 

Mr. Hesevron. And you say that even though the bill itself, which 
is a work of art, provides that the reasonable market price is the price 
which the Commission, exercising its judgment and discretion in 
weighing, among other things direc ctly relev: ant to the issue, all factors 
enumerated prev viously, determines is the reasonable market price—in 
other words, you do not want or you oasa not want the Commission 
to be directed to even consider and weigh the costs as a factor in arriv- 
ing at a decision as to what was the re asonable market price / 

Commissioner KuyKenpauu. No; I have not said that at all. 

Mr. Hesevron. Well, that is what I understood you to say. 

Commissioner KuykENDALL. I said, and I gave examples of situa- 
tions where I thought we might not need to consider costs. 

Mr. Hesetron. I understand you did, Mr. Chairman, but my diffi- 
and this is a very complex piece of legislation, one of the most 
complex I ever saw, and I think one of the most complex anyone else 
ever saw—my difficulty is in understanding why you resist the right, 
the direction, the congressional direction, to take this into considera- 
tion when you are not bound to do anything about it after you have 
considered it. 

Why shouldn’t you be willing to have a direction that you include it 
among the other factors that are specified as important in arriving at 
a reasonable market price ? 

Commissioner KuykKEenpDALL. Well, I am certainly willing to con- 
sider it if it is in the record, but I do not favor a law that compels cost 
evidence being introduced in every case. 

Mr. Heserron. Well, again I know the hour is late, and I certainly 
am not going to impose on you or the members who have been good 
enough to stay here—and there are very few—at length; but T am 
going to have in the record, if I can, some things that "T want you to 
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agree with or disagree with individually, and then I want to make 
a comment about the right of other members of the Commission to ex- 
press their points of view, and then make a unanimous-consent request. 

In the first place, I have not the slightest doubt but that you agree 
wholeheartedly with this language: 

I feel that any new legislation, in addition to furthering the long-term interests 
of consumers, plentiful supplies of gas, should include specific language protect- 
ing consumers in their right to fair prices. 

Now, you may consider that a loaded question, but that was in the 
veto message of President Dwight D. Eisenhower in February 1956. 
I simply w ‘ant the record clear for our use in the future that you sub- 
scribe to that wholeheartedly. There cannot be any question about 
that ? 

Commissioner KuyKENDALL. I do. 

Mr. Heseiron. Thank you. 

I want to ask you whether you agree that one of the basic purposes 
in the original enactment of the N Jatural Gas Act was the protection of 
the consumers against exploitation in terms of unfair prices 4 

Commissioner KuyKenDALL. I do. 

Mr. Hesevron. You recognize that has been so stated in the Supreme 
Court decisions over and over again? 

Commissioner KuyKENDALL. Yes. 

Mr. Heseiron. Now, you would not have any objection, in your 
further consideration that you wanted to give to these two amend- 
ments, if you came to the conclusion that they strengthened the pur- 
poses of the Natural Gas Act, as I have just expressed them, and you 
have agreed, and if they carried out that admonition of the President 
when he vetoed the bill, you would not have any hesitancy in report- 
ing to this committee, would you, that you subscribed to what Mr. 
Kendall said he thought were proper : amendments ? 

Commissioner KuyKenpatt. That is right. 

Mr. Hesevron. Is that right? 

Commissioner KuykEenpa.L. I pointed out there might be a consti- 
tutional question. I do not say there is, and I hope there is not. 

Mr. Hesertron. Will you submit to the committee your final and firm 
judgment as to that as a part of the record so that it might be included, 
and there may be no misunderstanding on anybody’s part ? 

Commissioner KuyKENDALL. Yes; I will. 

Mr. Heseiron. You said also the other members of the Commission, 
you had reserved their rights to express their views, and I was here 
when you asked for that permission, and it was granted. 

I want it clear that I understood you said there were two of the 
Commissioners, in terms of going over the statement submitted which, 
after all, was only a summary of the legislation, except for the last 
paragraph, who had apparently reserved their rights to express their 
points of view. They are not listed as witnesses before this committee. 

I want to be sure that they are entitled, so far as you are concerned, 
and I know the chairman will agree to it, to submit written statements 
expressing fully their points of view, not only as to the bills that are 
before us, not just the Harris-O’Hara bill so-called, but all the other 
bills that are presented to us today, and make any comments, any 


suggestions of amendments, any reserv ations they want to make: is 
that right? 
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Commissioner KuyKEnpDALu. I agree that each and every member 
of the Commission should be afforded the right to express his views 
on every bill being considered by this committee, either orally or in 
writing or both. 

Mr. Heseton. I am not trying to trap you at all, but Claude L. 
Draper, I believe, was associated with you on the Commission; was 
he not? 

Commissioner Kuykenpati. That is true. 

Mr. Hesetron. In a statement furnished this committee on May 9, 
1955, which is incorporated in the record of the hearings in part 2, 
pages 1847 and 1848, a very short but convincing, in my opinion, 
statement, he had this to say, in part: 

I have always held the belief, strengthened by repeated statements in various 
court decisions, that one of the main purposes of the Natural Gas Act was to 
prevent unreasonable charges from being passed on to the ultimate consumer. 

And he then went on to advocate the passage of a bill that I had 
filed at that time, H. R. 4924, which is identical with the bill Mr. Mac- 
donald questioned you about, and as to which I understood you held 
some reservations of a rather marked degree. 

Commissioner KUYKENDALL, Yes. 

Mr. Hesetton. Do you agree that insofar as the fundamental pur- 
pose of or one of the main purposes of the Natural Gas Act is con- 
cerned it was, as so stated in that communication by Mr. Draper to 
the late Percy Priest, our former chairman, on May 9, 1955? 

Commissioner KuYKENDALL. I agree with the part of it you read. 
I do not recall the rest of it. 

Mr. Hesettron. All I want you to do for the record is to agree with 
the part I read. 

Now, Mr. Chairman, there are a great many other questions I would 
like to ask Mr. Kuykendall. I think it would be useful to have the 
other members of the Commission extended the right to extend their 
statements and to be asked questions on them, if they choose. 

I realize that that is in the discretion of the chairman. 

There are, however, some questions that I believe would be impor- 
tant in the consideration of this very complex and difficult proposal. I 
cannot do that unless I continue further, and the witness has already 
been on the stand 3 hours. I do not think it is fair to keep him on 
the stand any longer. 

I do not want to burden the other members of the committee or the 
staff of the committee or the reporter. 

I would like to ask unanimous consent that I be permitted to sub- 
mit a series of questions to the Chairman of the Commission, and I 
would be perfectly willing to submit them to you before they are sent 
to him, which I believe to be pertinent in our consideration of these 
bills, and ask that he file answers to those questions so they may be 
incorporated at this point in the record, if it is agreeable to you. 

The Cuamman. As long as they are pertinent to the legislation. 

Mr. Heseuron. I would be perfectly willing to submit them for 
your ruling as to whether they are pertinent or not. They are ques- 
tions, I think, which are important, but I will defer to you to eliminate 
any question which you believe is not pertinent. But I think it will 
shorten it up. It is only fair to the witness and everybody else to get 
off the stand now. 
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The Cuarrman. I think the gentleman is entitled to this informa- 
tion. 

Mr. Hese.ron. Are you willing to do that? 

Commissioner KuyKENDALL. Yes, I would be glad to answer those. 

The Cuarrman. I am sure the Chairman of the Commission or any 
other gentleman of the Commission would be willing to answer any 
questions. 

Mr. Hesevron. There is one other request I would like to make. 

Yesterday afternoon, Mr. Chairman, I called your secretary and 
asked if you would be good enough to bring up to date two tabula- 
tions. One was a tabulation that you furnished as to the gas reserve 
holdings of major companies. You will recall, Mr. Chairman, that 
was incorporated in the hearings last year. 

The other was a question asked right previous to that by our former 
colleague, Judge Klein. I think they are pertinent to the hearings, 
and if they are available I would like for them to be incorproated at 
this point in the record. 

Commissioner KuyKENDALL. Mr. Heselton, I think one of those re- 
ports may be sane to you tomorrow. It is going to take about a 
week to compile the other. 

Mr. Hesevron. I do not believe our record will be closed out then. 
Is that agreeable to you? 

The CHatrman. Oh, yes. In fact, I think that information will 
be filed with the committee by representatives of the industry or who- 
ever is going to give us that information. I think it was brought to 
us during the last hearings also, and it will be brought up to date. 

Mr. Hesetron. I have no further questions. 

(The information requested above follows :) 


Congressman Heselton requested that an up-to-date report of the natural-gas 
reserves of large producers be furnished, similar to the one supplied the com- 
mittee in the spring of 1955. Except for the natural-gas reserves of pipeline 
companies which are also producers of natural gas, no reserve data are filed 
with the Commission. A study was made, however, of the registration state- 
ments filed with the Securities and Exchange Commission, annual reports to 
stockholders, Moody’s Manual, and Standard & Poor’s reference material. The 
data on the attached tabulation shows up-to-date information, where available, 
for the same companies as were included in the tabulation furnished in the 
spring of 1955. 

These 32 companies controlled 122.5 trillion cubic feet of gas reserves as of 
recent dates. This is 51.5 percent of the total estimated reserves of 237.7 trillion 


cubic feet in the United States at the end of 1956, as reported by the American 
Gas Association. 
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Natural gas reserves of certain large producers 














| Natural gas reserves 
Company 

Trillions 
Date | of enbic 

| | feet 
Phillips Petroleum Co__- ; d ...| Sept. 30, 1956 17.2 
Unioa Produciag Co. --.-.---- oiiicamat = ere, | C” 4.3 
Stanulind Oil & Gas Co-_- Dec. 31, 1953 - 19.9 
Humble Oil & Refining Co-- : ; hie sec eke .-| Dee. 31, 1954-_ __-- 16.0 
Magnolia Petroleum Co--.---. s ‘ what 1955. 9.7 
Shell Oil Co__---- : 7 ; Dee. 31, 1955_ __- 5.5 
Champlin Oil & Refining Co. (formerly Chicago Corp.)--. ----| Jan. 31, 1955... 1.5 
Atlantic Refining Co- .-| Dee. 31, 1956-- -- 3.2 
Shamrock Oil & Gas C orp-- i jnioets Siasdabrenlnskt Sas 2.6 
Skelly Oil Co__--- a : .-| Dec. 31, 1955-- -- 2. 

Gulf Refining Co-_- ; is . LOBES Bas (2) 
le See Satan pan dtcunk me pabeee<sirere | Dee. 31,:1054.....- 3.7 
Gulf Oil Corp--- : Dee. 31, 1955_-. 4.0 
Texas Co._--- Sad i233 % ‘ bo taeceenl 6 qutceicraa 11.5 

Carthage Corp- Pe as : oak nae | (2) 
Republic Natural Gas Co--_- : Pereresere ries! ILE OLE 2.5 
Superior Oil Co_-_-_.-- ; suai ; ..| Aug. 31, 1955. 2.7 

Cities Service Gas Producing Co- | (2) 
Sunray Mid-Continent Oil Co. (formerly Sunray Oil Corp. Ra | “Jan. 1, 1955. .-- 1.9 
Union Oil Company of California ---.-- | Dee, 31, 1954. | 1.9 
Continental Oil Co--- ‘ em Aug. 31, 1954_. 2.2 
Southwest Gas Producing Co., Inc___- , ‘ _| Dee. 31, 1955___- a 

Panoma Corp--.- f : S ithe () 

La Gloria Corp-.---- ‘ : “ $5 ask betes | (2) 
i (eS : i een Dec. 31, 1954_- _- 3.7 
Ohio Oil Co-- s : ----| Sept. 30, 1955.... -| 2.0 
Western Natural Gas Co.. | May 31, 1955_- 1.7 

Abercrombie, J. 8., Co-_- 5 : | (2) 
Tidewater Oil Co. ‘(formerly Tide Water Associated Oil Co.)-.---- Dec. 31, 1956__..-_| 2.5 
Sinclair Oil & Gas Co__---- a eamire Dec. 31, 1953__-- 't.7 
El Paso Natural Gas Co-__-- se 7 --| Dec. 31, 1955. ...- 5.1 
Panhandle Eastern Pipe Line C ° , Rock Peek iern ; 3.1 
ah ee ae [ i aise acta held al 122. 5 


1 No data av .vailable subsequent to that winaied't in 1955. 
2 Figures not available. 
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Rate increase proceedings which include ‘market value” for pipjeline company’s 
own production, or prices paid to affiliated producers through Apr. 30, 1957 





Computed 

Docket Adjusted test year Total difference 

Company No. ending— requested between 

increase ! | field price 

| and cost? 

I. PENDING CASES 
Colorado Interstate Gas Co- - _....--| G-2260 2__| December 1954 (actual) __| $6,325,000 | $7, 493, 192 
Do. aan ane ....-| G@-2576_-. -| March 1954............-- 10, 269, 000 7, 871, 246 
Do... , ------| G-11717.-.| September 1956..........| 3, 137,000 10, 753, 945 
El Paso Natural Gas Co__......_______--- G-4769_...| July 1954.._......- ...-| 17,903,000 | (11, 626, 692) 
Natural Gas Pipeline Company of America_| G-3123---_- | June 1954_- .....---| 10, 702,000 4, 577, 171 
Do : .| G-12157_. September WE cine .| 5,365,759 3, 520, 664 
Olin Gas Transmission C orp G-8559_ | October 1954_........--.} 1, 071, 000 1, 573, 191 
Panhandle Eastern Pipe Line Co___.....| G-2506_...| March 1954_________..__- 7, 134, 500 | 3, 408, 566 
Southern Natural Gas Co___- senwd] GG cas fe Ps banka cen 6, 163,600 | (830, 852) 
II. COMPLETED CASES 

Cities Service Gas Co.4__.................| G@-2410__..| December 1953_-__-...--- 9, 500, 000 5, 348, 408 
El Paso Natural Gas Co_-_-_____- | GRRE Sc) BE Bi ianvenn<scskwan 14, 800, 000 (985, 605) 
Panhandle Eastern Pipe Line Co.5- G-1116....| December 1952--...-..-- 21, 400, 000 4, 169, 052 


! The amount shown represents the annual increase in wholesale sales requested in the subject proceeding 
over and above the level of the rates either last established by the Commission or still pending before the 
Commission as a result of the company’s immediately prior rate increase proposal. 

2? Amounts indicate that field price is higher than cost, except for amounts in parentheses. In computa- 
tion of costs, credit was not taken for the effect of statutory depletion allowance or intangible well drilling 
costs, except for Colorado Interstate Gas Co., which is computed pursuant to the treatment in docket No. 
G-1115. 

3’ Company’s claimed support for this rate increase proposal was based initially on costs associated with 
its own production, but in the subsequent formal hearings, the company also relied on ‘‘market value’’ 
for its own production. 

* Difference between claimed field price and computed cost of production of gas purchased from an affiliate. 


5 This case was completed in April 1954, but was remanded to the Commission for further hearings, by 
decision of the court of appeals. 


The Cuarrman. Mr. Kuykendall, let me thank you on behalf of 


the committee. You have had to undergo a pretty severe—I do not 
want to use the word “severe”—a rather lengthy questioning here, 


which I think has been very helpful in connection with making the 
record of this legislation clear 

Now, Mr. Moss, who had to ens e, had some questions that he wanted 
to ask of you. I told him that we would make an effort to make it 
convenient that he have an opportunity to elicit the information that 
he wants, whatever way that would be best for it to occur. 

Of course, we will arrange for it that way, and I am sure since you 
are here all the time, you would be available at any time the committee 
would like to have you and the other members of the Commission. 

Commissioner KuyKENDALL. Yes, sir. 

The Cuatrman. The committee will adjourn until 10 o’clock in the 
morning, at which time we will meet in our own committee room. 

(Whereupon, at 7:35 p. m., the committee recessed, to reconvene 
at 10 a. m., Friday, May 10, 1957.) 











NATURAL GAS ACT 


(Regulation of Producers’ Prices) 


FRIDAY, MAY 10, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
Old House Office Building, Hon. Oren Harris (chairman) presiding. 

The Cuarrman. The committee will come to order. 

The first witness this morning, at the resumed hearings, will be 
the Honorable Russell Brown, the general counsel of the Independent 
Petroleum Association of America. 

Mr. Brown, you have appeared before this committee heretofore, 
and most of the members have known you for some time. We are 
very glad to welcome you back again. 


STATEMENT OF RUSSELL B. BROWN, GENERAL COUNSEL, INDE- 
PENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. Mr. Chairman, I appreciate very greatly the many 
times you have courteously treated me here before this committee, 
and before I start I want to say this in behalf of the proponents of 
these two bills: Those of us 

The Cuatrman. I hope we can have order in the committee, and 
not have so much stirring around during the course of these hearings. 
I know how important it is to everyone and how interested they are, 
but it does seem that we can have proper decorum and order. 

The Chair would like to ask the cooperation of those who are 
attending these hearings. 

Mr. Brown. Mr. Chairman, I was about to say that those of us 
associated in the producing branch are grateful to the two proponents 
of these bills for the effort they have made to solve what we think is 
a very complicated and difficult problem. 

I speak for and as general counsel of the Independent Petroleum 
Association of America. I have also been requested to say to this 
committee that the following groups have accorded themselves with us: 

Southwest Pennsylvania Producers Association. 

Kansas Independent Oil & Gas Association. 

Kentucky Oil & Gas Association. 

East Texas Oil Association. 

New York State Oil Producers Association. 

Bradford district, Pennsylvania Oil Producers Association . 

Independent Oilmen & Landowners Association of North Dakota. 
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North Texas Oil & Gas Association. 

National Stripper Well Association. 

Independent Oil Producers & Land Owners Association, Tri-State, 
Inc. That is Illinois, Indiana, and Kentucky. 

Louisiana Independent Producers & Royalty Owners Association. 

San Joaquin Valley Oil Producers, Association of California. 

Ohio Oil & Gas Association. 


I will file these names and their authority with the clerk, if I may. 
(The list referred to is as follows :) 


FOLLOWING WIRES AND TELEPHONE CALL RECEIVED AUTHORIZING IPAA TO REPRE- 
SENT ASSOCIATIONS IN Support oF Harris-O’HARA NATURAL GaAs BILLS 


From Charles E. Loane, president, Southwest Pennsylvania Producers Asso- 
ciation: “This is to authorize you to represent the Southwest Pennsylvania 
Producers Association at the hearing Harris-O’Hara natural-gas bill. This asso- 
ciation concurs with the action taken by the gas committee and the directors 
of the IPAA to support the bill since it does afford some small measure of relief 
from the present burden. The association appreciates greatly your personal 
help and that of the IPAA.” 

From Tom Orr, executive secretary, Kansas Independent Oil & Gas Associa- 
tion: “Request IPAA represent this association in support of Harris-O’Hara 
gas bill hearing Wednesday.” 

From O. H. Horne, president, Kentucky Oil & Gas Association: “We concur 
with report and recommendations of IPAA natural gas committee on the Harris- 
O'Hara bills. Would be pleased to have IPAA represent us at hearings in sup- 
port of said bills and so authorize.” 

From E. J. McCurdy, Jr., president, East Texas Oil Association: “Since it 
would be very hard at this late date for me to appear in support of the Harris- 
O’Hara gas bills tomorrow, May 8, I earnestly request you represent the East 
Texas Oil Association, and this is your authority to make our expression in 
favor of the bill. Weare behind IPAA 100 percent.” 

From John D. Bradley, president, New York State Oil Producers Association : 
“Please express New York State Oil Producers Association’s support of Harris- 
O’Hara natural-gas bills at May 8 hearing.” 

From G. G. Bauer, executive secretary, Bradford District Pennsylvania Oil 
Producers Association: ‘““Authorize you to represent our association in support 
of Harris-O’Hara natural-gas bill.” 

From Hugh E. Palmer, president, Independent Oilmen & Landowners Asso- 
ciation of North Dakota: “Independent Oilmen & Landowners Association of 
North Dakota authorizes IPAA to represent them in support of Harris-O’Hara 
natural-gas bill.” 

From George W. Anderson, Jr., executive vice president, North Texas Oil & 
Gas Association: “North Texas Oil & Gas Association endorses and supports 
the Harris and O’Hara bills on natural gas and authorizes IPAA officials to 
testify for our association in support of this legislation.” 

From M. G. Powers, president, National Stripper Well Association: “You and 
officers of IPAA are authorized to represent our association in hearings to sup- 
port Harris gas bill. If possible, low-volume gas wells in stripper class should 
be eliminated from controls which would certainly simplify regulations and 
encourage many little operators to keep such wells in production.” 

From C. E. Brehm, president, Independent Oil Producers & Land Owners 
Association, Tri-State, Inc.: “You are hereby authorized to represent the Inde- 
pendent Oil Producers & Land Owners Association, Tri-State, Inc., in testimony 
starting May 7 supporting Harris-O’Hara natural-gas bills.” 

From W. S. Axtell, president, Louisiana Independent Producers & Royalty 
Owners Association: “Will appreciate your representing LIPRO on the Harris- 
O’Hara natural-gas bills.” 

From L. R. Seaman, president, San Joaquin Valley Oil Producers Association : 
“We shall appreciate it if you will represent our association in the support of 
the Harris-O’Hara natural-gas bill.” 

Telephone call from Ira M. Korst, executive secretary, Ohio Oil & Gas Associa- 
tion, requesting IPAA represent their association in appearance on Harris- 
O’Hara bills. 
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Mr. Brown. Mr. Chairman, I have quite a long statement here cov- 
ering the various phases of the problem and, if it is satisfactory with 
the chairman, I think I can briefly state our points. We will have 
copies of my detailed statement available for all the members of the 
committee and, unless the committee requests, I think I can probably 
summarize more briefly. 

The CHarmman. Mr. Brown, under the rules of the House, which 
require that, insofar as practical, statements be filed by the witness 
and then an oral summary be presented, under that authority of the 
rules of the House, your statement will be received for the record, 
and you may present your oral comments. 

(Mr. Brown’s prepared statement is as follows :) 


STATEMENT OF RUSSELL B. Brown, GENERAL COUNSEL, INDEPENDENT PETROLEUM 
ASSOCIATION OF AMERICA, IN Support or H. R. 6790 anp H. R. 6791 


My name is Russell B. Brown. I am general counsel of the Independent Petro- 
leum Association of America, a national trade association with membership in 
every oil- and gas-producing area in the United States. The membership of 
the association is composed of producers of both oil and natural gas, including 
land and royalty owners. 


IPAA POSITION ON PENDING LEGISLATION 


The membership of the association is vitally interested in the issue involved 
in the proposed legislation. Our association closely followed the legislative 
investigations and studies that led to the Natural Gas Act of 1938, and has been 
concerned with subsequent developments that have brought the matter before 
the committee at this time. 

At the outset I wish to state that our association fully endorses and vigorously 
supports the enactment of H. R. 6790, introduced by Congressman Harris, and 
the identical companion bill, H. R. 6791, introduced by Congressman O'Hara. 

Our association recently had occasion to review and consider this matter at 
the midyear meeting of the association held in Biloxi, Miss., April 29 and 30, 
1957. The directors of the association, after having the benefit of a careful 
study of H. R. 6790 and H. R. 6791 by the natural-gas committee of the associa- 
tion, endorsed these bills. A copy of the report of the committee, which was 
later approved by the directors, is attached. 


THE PROBLEM 


At present, as a result of the decision of the Supreme Court of the United 
States in the Phillips case in 1954, the Federal Power Commission is regulating 
independent producers of natural gas as public utilities. This is being done 
under the provisions of the Natural Gas Act of 1938, a law which the history 
shows was not designed to apply to the local function of producing natural gas. 
The results are exactly what might be expected—burdensome, confusing, and 
frustrating. The effect is detrimental to consumers as well as producers, but 
more important, the situation created cannot but adversely affect the Nation 
with respect to both normal economic growth and the national security. 

The Natural Gas Act of 1988 was designed to apply to the utility-service aspects 
of the interstate movement of natural gas. Natural gas, however, is a com- 
modity, and the production of it has none of the characteristics of a utility 
service. A public utility has the function of rendering a public service, not 
producing a product or commodity. To illustrate, in the utility service of dis- 
tributing manufactured gas, the price of the commodity involved, namely, coal, 
from which the gas is made, has never been regulated as a public utility. The 
public service of distributing gas, either manufactured or natural, is a public 
utility, but the commodities coal or gas are not. A public utility is given certain 
privileges and protections. The function of producing natural gas enjoys none 
of these. To treat it as a public utility, as is now being done, cannot but lead 
to the warped results with which we are now faced. 

The need for legislative clarification is patent. No better proof could be cited 
than the fact that the FPC, after almost 3 years, has been unable to prescribe, 
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under the present law, clear and definite standards and procedures. The Com- 
mission has only one mandate, the 1938 act, which it must apply to both interstate 
pipelines and producers, despite the extreme disparity in their characteristics. 
This predicament not only hampers the producers of gas in their normal function, 
but it also imposes upon the producers of gas additional and unnecessary costs 
which, in the: end, the consumers must pay. To illustrate the degree of this 
burden upon the consumer, I know of one instance where the producer has 
budgeted funds for the current year, to take care of his case now pending before 
the FPC, an amount equal to about 10 percent of total revenue derived in previous 
years from sales to natural-gas companies. 

The FPC finds itself compelled to ignore the simple fact that the local activity 
of gas production, like that of any other commodity, is not a public-utility service. 

It appears that the only way to correct this situation is through further 
legislative directive. 


DIFFICULTIES OF SOLUTION 


The difficulties of solving the problem aimed at by the bills (H. R. 6790 and 
H. R. 6791) now before this committee are peculiar to a democratic nation under a 
Constitution such as is ours. 

Our Constitution has divided the authority and responsibility of governmental 
processes into three distinct divisions. 

Each of these divisions, pursuing their own authority, have expressed views 
on this problem. 

The legislative division, exercising its authority to initiate, debate, and approve 
proposals for final acceptance into law governing our country, have made deter- 
minations on three separate occasions. 

The Congress first reached a determination in the Natural Gas Act of 1938. 
This act was completed as a law by the approval of the executive branch of the 
Government. 

Under this law, the industry and the administrative division of Government 
operated for 16 years. 

During this time, vast volumes of this preferred fuel were discovered and made 
available, for millions of homeowners, on an expanding scale that is unprece- 
dented. Industrial uses were also expanded, until this source is relied upon to 
provide energy to a very large part of our industry activities. 

Vast pipeline transportation systems moved natural gas from the areas of 
production to areas of consumption throughout the concentrated areas of popu- 
lation of the United States. 

These efforts resulted in supplying an ever-increasing consuming public with 
a fuel, the convenience, effectiveness, and cost of which was such as to stimulate 
an economic expansion rivaling that of any other throughout the history of the 
development of our Nation. 

In the 1938 law, the Congress made clear its intent by including a provision 
which says plainly that the law shall not apply to the production or gathering 
of natural gas. Acting under that directive, the Federal Power Commission for 
16 years interpreted the law as excluding it from exercising authority over 
producers of natural gas. 

During this 16-year period, there were those in Government and outside who 
advocated the extension of controls into the production function. Considerable 
effort was directed to this end. To allay the fears and apprehensions resulting 
from such efforts, and to make certain by restating the intent of the law, the 
Congress, in 1950, passed a bill known as the Kerr bill. This act, however, was 
denied realization as a law through the exercise of the veto by President Truman. 

The FPC continued to apply the law as not being applicable to independent 
producers until 1954. At that time the third branch of our Government, the 
judicial, entered the scene. In the decision of the Supreme Court of the United 
States in the Phillips case, the Court interpreted the law as having the effect 
of extending Federal authority into the production function. The FPC, acting 
under this interpretation of the Court, has assumed jurisdiction over all independ- 
ent producers whose gas eventually moves into interstate commerce. 

The Phillips decision and subsequent actions of the FPC created much con- 
fusion and uncertainty within the producing branch of the natural-gas industry. 

Recognizing the seriousness of the situation, the President of the United 
States in July 1954 created and established the Cabinet Committee on Energy 
Supplies and Resources Policy to study and report on a number of special prob- 
lems, among them the natural-gas problem now before your committee. 
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The President made a high appraisal of the necessity to study this problem. 
He dignified the study as being made in the interest of the national security. 
He composed the committee from those men whom he had already designated to 
positions of highest responsibility and greatest authority. They were the Direc- 
tor of the Office of Defense Mobilization, as Chairman, and the heads of the 
Departments of State, Treasury, Defense, Justice, Interior, Commerce, and Labor. 
It is doubtful that in our entire history a problem has had such careful study on 
such high level of the Executive. The results of this study by the committee 
thus created has been made available to the Congress. 

That report stated in part: ““* * * that the problem of natural-gas regulation 
should be approached from the viewpoint of assuring adequate supplies and the 
discovery and development of additional reserves to support such supplies, in 
the interest of national defense, an expanding domestic economy, and reasonable 
prices to consumers.” 

The report stated that in order to secure these objectives it is essential to 
give due consideration to (1) the operations known as the production of natural 
gas, (2) the transportation of gas in interstate transmission lines, and (3) the 
distribution of gas in nrunicipalities. 

With regard to the first of these functions the report says: “* * * we believe 
the Federal Government should not control the production, gathering, processing, 
or sale of natural gas prior to its entry into an interstate transmission line.” 

As to the second, the report says: “The interstate transmission of natural gas 
by the interstate transmission lines and the subsequent sale of such gas for 
resale is a public utility function and should be under the regulation of the 
Federal Power Commission. In considering the certification of new lines and 
applications for increased rates based on new or renegotiated purchase contracts, 
the Commission should consider, in order to provide protection for the consumer, 
not only the assurance of supply but also whether the contract prices of the 
natural gas which the applicant has contracted to buy are competitively arrived 
at and represent the reasonable market field price giving due consideration, in 
the interest of competition, to the reasonableness and appropriateness of contract 
provisions as they relate to existing or future market field prices.” 

In regard to the third function the committee advised that “the several States 
of their political subdivisions should continue to provide the public-utility regu- 
lation of distributing companies in accordance with usual utility practices.” 

Following these separate recommendations the report concludes: “Thus the 
complete cycle of natural-gas production, transmission, and utilization will be 
appropriately regulated: the production and conservation of natural gas by 
the State conservation commissions; the interstate transmission of natural gas 
by the Federal Power Commission; and the distribution by the local public 
utility commissions.” 

The Congress was also concerned about the situation that developed following 
the Phillips decision. 

In an effort to allevate this situation the Congress again in 1956, for the third 
time, took action with respect to this problem and passed what was known as 
the Harris-Fulbright bill. This bill was vetoed by President Eisenhower. 

Thus we now have before the Congress a proposal that attempts the solution 
of a problem that has had the concern of Congress for more than 20 years. On 
three occasions the legislative branch of Government has taken action to make 
sure that Federal authority was not exercised over independent producers of 
natural gas. 

On one occasion the executive approved the action of Congress. On two 
occasions the executive declined to approve the legislation action. 

On one occasion the jundiciary denied realization of the obvious intent and 
understanding, over a period of 16 years, of both the legislative and executive 
branches. 

Here we have, therefore, a problem which has had the attention of all branches 
of our Government. It is a problem on which there is a conflict of views as 
between the branches of government. It has become apparent that in order to 
reconcile these conflicts, some adjustments in the position and viewpoint of the 
respective branches of government must be made. 

The difficulty in finding a solution to this problem arising from the conflict of 
views between the three branches of government is further aggravated by a 
divergence of interests and conflincts of viewpoint between the various branches 
of the natural-gas industry. 
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The natural-gas industry, as pointed out in the President’s Cabinet Committee 
report, is divided into three branches or functions, namely (1) the production of 
natural gas, (2) the transportation of gas in interstate transmission lines, and 
(3) the distribution of gas within municipalities. 

First, there is the function of production. This activity encompasses the 
entire effort of discovering the gas, bringing it to the surface, gathering, proc- 
essing, and sale. The sale is the final incidence of the process and provides the 
compensation that is necessary to sustain the complete function. It is an activity 
highly competitive among the thousands of individuals and companies engaged 
therein. It enjoys no exclusive area of operation and no assurance of reasonable 
compensation to its individual members. It has no monopoly in regard to area 
of search or as to market outlet. The very nature of its operations makes 
impossible the application of public utility regulations. 

Second, is the function of interstate transmission. This involves the trans- 
portation of natural gas from areas of production to areas of consumption. In 
order to provide the necessary incentives and to avoid costly duplication of 
facilities, the nature of the operation is such as to require public utility regulation. 
To provide regulation of this function was the purpose of the Natural Gas Act of 
1938. 

Third, is the function of distribution. The activity of local distribution within 
municipalities has long been recognized as a public-utilty servce. 

The wide difference in the characteristics of the three functions involved in the 
natural-gas industry gives rise to divergent views and conflicts of interest. 

These conflicts within the Government and within the industry are cited 
in order to bring the problem, and the possibiilty of a solution thereto, into 
proper perspective. They demonstrate, in our judgment, the difficulty of a 
quick, easy, and complete solution that will compose all differences of view. 
They are cited in order to point up why it is necessary for all concerned to 
be pliable in their position so that at least some improvement can now be 
realized in the intolerable situation that exists today which threatens all ele- 

‘ ments of the natural gas industry, the consuming public, the peacetime eco- 
nomic welfare, and the national security. 


CONCESSIONS BY PRODUCER 


In supporting the bills here under consideration, the producers represented in 
the membership of our association have conceded much. 

The bills would, for the first time, constitute a congressional mandate for 
limited control of the function of producing natural gas. As a result, these bills 
are not entirely to the liking of our association. It has long been the position 
of our association that the entire function of producing and gathering natural 
gas, including the field sale thereof, should be free from Federal regulation. 
Our association has had a long history in its position in this regard. 

During the long period of time in which consideration was being given to 
drafting legislation to control the interstate transportation of natural gas, 
which was finally concluded in what is now known as the Natural Gas Act of 
1938, representatives of this association were present urging the clarification of 
the position of the producer of natural gas. 

Following the passage of this act, a test case came before the Federal Power 
Commission in 1940 under the heading of Columbian Fuel Corp. Representa- 
tives of this association intervened in that case for the purpose of again clari- 
fying the position of the producer. The decision in that case was that, under 
the Natural Gas Act, the Federal Power Commission did not have authority 
over the production and gathering and field sale of natural gas. 

During the past several years beginning in 1947, our association has partici- 
pated with others in an effort to clarify and make certain the producers’ 
status and to free from any Federal regulation whatever all producers and 
gatherers of natural gas. 

Notwithstanding our historic position in this regard we now feel that ac- 
tion by Congress is imperative in order to bring about at least some improve- 
ment in the present unbearable situation. 

Although our association endorses and supports the enactment of H. R. 
6790 and H. R. 6791, I feel we would be remiss in our obligation to this com- 
mittee and to the Congress if we did not make clear that these bills are not 
wholly in accord with our thinking and that they represent what we consider 
as very substantial concessions on the part of producers. These bills also, we 





NATURAL GAS ACT 173 


feel, create inequities and place burdens upon producers which they should not 
be compelled to suffer. 

Some of the features to which I refer as concessions are as follows: 

1. Basic jurisdictional change.—Section (2) of the bill would amend section 
(1) of the Natural Gas Act so as to expressly include within the jurisdiction 
of the Federal Power Commission the sale of natural gas under producer con- 
tracts. This to us is a major concession which involves a basic change that 
would constitute action by the Congress, for the first time, to expressly sub- 
ject producers to Federal regulations. 

2. Objectors or protestants.—The bill provides that any objector or protestant 
which “is or may be” affected, may file objections or protests. This is broad 
in its effect and instead of clarifying the present unbearable administrative 
workload and confusion it could add thereto, since the FPC will not have 
authority to screen objectors or protestants and limit them to those who show 
a real interest in the proceeding. 

3. Burden of proof—rThe bill also provides, in respect to both new contracts 
and existing contracts, that the pipeline company or the producer has the burden 
of proof in showing that the price involved is proper and meets the standards of 
the law. In practice, it is our opinion that this burden will usually fall upon 
the producer. We feel that through this concession the producer will have a bur- 
den that should rest upon those who object to or protest the contract. In this 
respect the bill assumes that every contract made in good faith is in violation of 
the law, whereas orderly procedure would suggest that upon a showing that the 
contract has been made through arm’s-length negotiations, the burden of proof 
would shift to the objector or protestant. 

4. Ground for protest.—Section (4) of the bills pertaining to new producer 
contracts provides, among other things, that an objection or protest may be filed 
on the ground that the contract contains a type of indefinite pricing clause ‘“‘con- 
trary to the public interest.” This fmposes upon the FPC undefined responsi- 
bility, involving unbridled discretionary authority, without being accompanied 
by legislative standards. 

5. Time limit on FPC action.—With respect to new contracts, section (4) of the 
bills provides that hearing shall be set “promptly,” and after hearing the FPC 
shall determine the issues raised. No time limit is fixed with respect to setting 
the hearing or determining the issues. ‘With repect to indefinite pricing clauses, 
the FPC is also required to set the matter for hearing “promptly” but is not re- 
quired to make its determination within any fixed period. Indefinite delays per- 
missible under the bills could work a hardship on either the consumer, producer, 
pipeline, or distributor. 

6. Unnecessary administrative burdens.—Under the bills each new contract and 
every indefinite pricing clause in both new and old contracts are subject to FPC 
review for determination of a “reasonable market price.” In each such proceed- 
ing, if protests or objections are filed, FPC determinations are required ; whereas, 
in the interest of time, lessening of administrative burdens and elimination of un- 
necessary cost, automatic approval is suggested if the “reasonable market price” 
has previously been determined for the field or area involved. 

7. Voiding of escape clauses—The bills made invalid the so-called escape 
clauses.. Many of these clauses were placed in contracts at a time when the 
FPC publicly disclaimed any jurisdiction over producer prices and were made 
in good faith. They are a part of a valid contract. To now cancel such pro- 
visions by legislation without giving the parties thereto a right to revise or re- 
negotiate other provisions of the contract creates an inequity which borders 
upon, if it does not involve, confiscation of property. 

8. Indefinite pricing clauses.—With respect to indefinite pricing clauses in old 
contracts, FPC determinations are binding on the producer. The producer has 
no escape from the FPC determination. In new contracts the producer will be 
acting with knowledge of the law. In old contracts, however, he will have had 
no warning. Even though the price involved constitutes the consideration which 
induced the producer to execute the contract, it may be altered by the FPC, yet 
the producer will be bound by all other provisions of the contract. This again 
borders upon, if it does not involve, confiscation of property. 

Despite the apprehensions we have as a result of these concessions, we feel that 
in the national interest as well as our own the time has come to clarify as much 
of the confusion that now exists as is possible. 

We feel that the time has come to measure disadvantage against advantage in 
arriving at the best solution now available and trust to future experience for 
further guidance. 
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BENEFITS DERIVED 


The proposals now before your committee (H. R. 6790 and H. R. 6791) are 
in our opinion a definite and substantial step in the right direction. These bills 
would bring about vitally important improvements over the present situation. 
Among the benefits derived are the following: 

1. Cost basis outlawed—Of utmost importance, the bills would require the 
Federal Power Commission to recognize natural gas as a commodity and prohibit 
it from considering cost or controlling the prices of producers on a public utility 
eost-of-service basis. In so doing, it would remove the most inappropriate 
element in the present method of controls now being exercised over producers. 

2. Producers declassified—Under these bills, independent producers would 
cease to be classified as natural-gas companies under the act. 

3. Controls limited.—The bills would limit Federal controls of producer sales 
to those made to natural-gas companies only. There would be no controls over 
field sales to gatherers or gasoline plants. 

4. Freedom from dedication.—The bills would provide, with respect to new pro- 
ducer contracts that, if the FPC determination is adverse to the producer, the 
contract is void and the producer is free to look elsewhere for a market outlet, 
thereby being freed of dedication of gas reserves. 

5. Stabilizes operations——The bills would provide with respect to new con- 
tracts that, upon approval of definite pricing clauses, FPC jurisdiction over 
such clauses terminates, thus providing a price floor on which the producer may 
plan his operations. 

6. Elimination of burdens.—The bills would remove producers from certificate 
proceedings, reporting, and other regulations except limited price controls. 

7. Validates fired prices.—The bills would provide with respect to old producer 
contracts that fixed prices, or definite pricing clauses therein, are validated. 

8. Permits flexible pricing.—The bills would permit indefinite pricing clauses 
to escalate up to the “reasonable market price.” 

9. Dismissal of cases.—The bills would provide for the dismissal of many cases 
now pending before FPC. 

10. Definite standards.—The bills would provide the Federal Power Commis- 
sion with a definite legislative guide in exercising the limited controls authorized 
over producers of natural gas. It should thereby lessen the administrative 
burden now faced by the Commission and eliminate much of the confusion and 
delays now faced by producers. 

11. Reestablishes confidence.—The bills in our opinion, will go far in reestab- 
lishing confidence within the producing branch of the industry and will encour- 
age activity now greatly needed in order to provide the growing needs of gas 
consumers. 

CONCLUSION 


The producers of natural gas are now under controls which are unhealthy for 
them and harmful to the best interest of the consuming public and our Nation. 

We believe these controls must now be relaxed and clarified. 

For these reasons, our association endorses the proposals presented in H. R. 
6790 and H. R. 6791. 


SUPPLEMENT TO STATEMENT OF RUSSELL B. BROWN ON H. R. 6790 AND 
H. R. 6791 


RE ADMINISTRATION AMENDMENTS 


Since preparing my statement, Mr. Charles H. Kendall, General Counsel, 
Office of Defense Mobilization, speaking for the executive branch of the Gov- 
ernment, has proposed two amendments to the bills. These are (1) that the 
FPC retain authority to review price increases resulting from definite pricing 
clauses in existing contracts, and (2) that the provision in the bills prohibiting 
consideration of costs be deleted. 

These amendments would wipe out the two principal benefits that these bills 
would confer upon producers. 

In addition, they would largely perpetuate the intolerable burdens, con- 
fusion, and uncertainty that now plague the FPC and the industry. To incorpo- 
rate these amendments, in my opinion, would make H. R. 6790 and H. R. 6791 
largely meaningless to producers. 
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The membership of our association, of course, has had no opportunity to 
consider these amendments. I personally would be opposed to these amendments. 
In my opinion, the vast majority of producers would be opposed to them. If 
these amendments are included in the bills, I am confident that the producing 
industry would be unalterably opposed to the bills. 


REpoRT OF NATURAL GAS COMMITTEE, INDEPENDENT PETROLEUM ASSOCIATION OF 
AMERICA, SUBMITTED AND APPROVED AT THE MipYEAR DrtrRectTors’ MEETING, 
Brtoxt, Miss., Aprit 29-30, 1957 


The Natural Gas Committee of the Independent Petroleum Association of 
America, recognizing the importance of the problems facing the industry today, 
met in session Saturday afternoon, April 27, 1957, to consider such problems and 
its recommendations to this association. 

It is my privilege to report to the directors of the association that the member- 
ship of the committee, fully appreciative of its responsibility, was well repre- 
sented and took a most active interest and part in the work of the com- 
mittee. We were fortunate to have the benefit of the counsel of the officers 
of the association and several guests attending the meeting of the committee. 

Your committee recognizes and now recommends, the reaffirmation of our 
long-established policy that the function of producing, gathering, and field 
sale of natural gas should not be controlled by the Federal Government. Federal 
regulation is not in the public interest. It will not best serve the consumer 
of this vital natural resource. The producer will suffer as well as the household 
consumer. 

The Federal Power Commission, as an agency of the Federal Government, 
under the directives of the Supreme Court in the Phillips decision, in fact, is 
regulating independent producers of natural gas, including the field sale of this 
commodity, as a public utility. 

Utility type of control is not applicable to the production of natural gas and 
will, in the opinion of your committee, result in great harm to the consuming 
public. Incentive so necessary in this industry cannot be predicated upon the 
fixed-cost theory of public-utility regulation. 

Recently, through the interest in this subject of Congressmen Harris, of 
Arkansas, and O’Hara, of Minnesota, there has been introduced in the Con- 
gress of the United States, legislation that would improve the situation as it 
now exists. 

This legislation is not wholly in accord with our thinking. It does not fully 
accomplish the objectives that we would like to attain. However, it is a step 
in the right direction. Under this bill limited relief from Federal control is 
obtained. Such control as is provided is not public-utility-type control. Field 
sales must be controlled upon a commodity basis. The onus is placed upon 
the Federal Power Commission to determine field prices upon a basis that will 
assure a continuing adequate supply for the consuming public. 

Your committee believes it is in the best interest of the industry and the 
consuming public that the Harris and O’Hara bills be endorsed and supported 
by this association. 


Your committee, therefore, recommends the adoption of the following reso- 
lution: 


Be it resolved, That the Independent Petroleum Association of America, in 
midyear directors’ meeting, at Biloxi, Miss., on April 29, 1957, endorse and 
approve the Harris and O’Hara bills, as introduced in the Congress of the 
United States, and urge that all members of the association energetically sup- 


port its enactment. That the officers of the association be directed to effectuate 
the policy of the association as herein declared. 


CLARENCE T. Smitu, Chairman. 
JoHN F. Lynou, Vice Chairman. 

Mr. Brown. May I say first-—— 

Mr. Hesevton. Mr. Chairman, may I say it is easier, I tihnk, for 
any of us who are trying to follow the statement, if the witness would 
summarize consecutively so we can follow the statement, and not 
jump around. I assume Mr. Brown is quite willing to do that. 

Mr. Brown. I would be glad to do it in that way, and if there is any 
detail that I do not touch orally which you would like further clarifi- 
cation on, I would be glad to do that. 
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I want to begin first by stating that the question involved here is 
indeed a complicated question. It has involved the consideration of 
the three branches of our Government on various occasions. For 
three times the legislative branch of the Government has attempted to 
solve the question of what to do with the independent producer. 

On one occasion the executive branch of the Government has ap- 
proved; on two occasions the executive branch has disapproved the 
efforts of the Congress. 

On each occasion the Congress has made some effort to clarify the 
position of the independent petroleum producers, and the one instance 
in which the judiciary had a part in this action was the Phillips case, 
where they held that the 1938 act was not restricted as we interpret 
the language to be, and should include some application of the pro- 
duction and gathering. 

We recognize that because of these various considerations and the 
various divisions of government, as well as the peculiarities of this 
industry, the Government is not only divided into three divisions, but 
the activity in this industry is divided into the production, the trans- 
portation, ‘and the distribution. 

So, in order to compose all of those differences, we must take into 
consideration the influence this has on these various divisions of our 
industry. 

I want to say first, Mr. Chairman, that our association has taken 
these two bills which are now under consideration, one introduced by 
yourself and one introduced by Congressman O’Hara, under the 
numbers of H. R. 6790 and H. R. 6791, and submitted them to our 
committee for the purpose of study, and a study was made of the 
effect of the two bills, and reported to our directors’ meeting recently 
at Biloxi, Miss., and at that time our directors approved these two 
bills and urged their passage. 

I have a copy, which I have attached to my statement, of the action 
of our directors on that occasion. 

In doing this, Mr. Chairman, I want to point out that this is not 
the type of bill that we would have introduced originally as solving 
our problem. Our thinking was more in accord with the language in 

the 1938 act which said that it was not intended to regulate the 
production and gathering. 

Acting under that we have operated some 16 years. There was 
some concern. We were present at the time of the passage of the 1938 
act, and we felt we had sufficient assurance. 

Following that, there were some in the administrative branch who 
advocated some further control, and in the Columbian case, as has 
already been outlined before your committee by the chairman, we 
appeared and intervened; and this case again affirmed the position 
that we had theretofore had, that the terms of the law, the 1938 law, 
did not apply to the production and gathering. 

So we S oalaved our position to be clear, and went ahead on that 


assumption. 

There were some who still had some concern that perhaps the exemp- 
tion did not adequately protect production and gathering. That 
concern reached its climax probably in 1947, after some in the Power 
Commission had indicated they had power to exercise control, and 
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we were not able to supply enough gas into the transporting distri- 
buting lines. 

So the Power Commission was very reassuring, and issued order 
139 in which they said they did not expect to exercise jurisdiction. 

Acting on that, contracts were made, and we have continued to 
supply gas to the transporting lines. 

When this bill was offered, we recognized in it that the basic 
jurisdiction contemplated some change. ‘Heretofore, there had never 
been a legislative statement that under any condition there was to be 
any exercise of administrative control over the production. 

lowever, in this bill, there is a concession that we have finally 
agreed to, not because we thought it was the best legislation, but be- 
cause we thought the time had come when it was more important 
6 get this question. clarified than to have it clarified in accordance 
with any one person’s or group’s thinking. 

So, for that reason, we have agreed to the provisions in this bill 
that we thought were not beneficial to us, because we recognized in the 
bill, (1) a determination to clarify our position, (2) that the cost 
basis would be outlawed, (3) that the producers were declassified as 
natural-gas companies, and (4) there was a limitation on the control. 

After the first consideration of our contract, we were then to be 
left free to proceed on our usual activities, 

So these are some of the concessions that we felt we made, and 
these are the reasons we made them, because we thought on the whole 
it greatly improved our situation. 

For that reason, we sincerely hope that the committee will approve 
this measure 

Since we have been here attending these hearings, there has been a 
proposal to amend the bill in two different manners. I feel I should 
read to the committee what I have submitted to those members I 
have had an opportunity to contact. The position I have read to ea 
is attached to the back of my statement, and from that statement I 
will read. 

Since preparing my statement, Mr. Charles H. Kendall, General 
Counsel of the Office of Defense Mobilization, speaking for the execu- 
tive branch of the Government, has proposed two amendments to the 
bills. These are (1) that the FPC retain authority to review price 
increases resulting from definite pricing clauses in existing contracts, 
and (2) that the provision in the bills prohibiting consideration of 
costs be deleted. 

These amendments would wipe out the two principal benefits that 
these bills would confer upon producers. 

In addition, they would largely perpetuate the intolerable burdens, 
confusion, and uncertainty that now plague the FPC and the in- 
dustry. To incorporate these amendments, in my opinion, would 
make H. R. 6790 and H. R. 6791 largely meaningless to producers. 

The membership of our association, of course, has had no op- 
portunity to consider these amendments. I personally would be op- 
posed to these amendments. In my opinion, the vast majority of 
producers would be opposed to them. If these amendments are in- 
cluded in the bills, I am confident that the producing industry would 
be unalterably opposed to the bills. 
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As I state in that, I have not had an opportunity to confer with 
our entire membership, but those that I have had an opportunity to 
confer with, I have read this statement to them. And up to this 
time, I have complete agreement from those in our leadership that 
I have talked to. 

So we felt we owed it to this committee to express our views as 
early as possible on those two provisions, as well as state our general 
position of approval of the legislation proposed here. 

I believe that summarizes pretty well the paper I have, which is 
more detailed and is before you, and I would be glad to answer any 
questions or try to explain further our position upon request. 

The Cuatrman. Thank you very much, Mr. Brown. 

I believe, if it would be agreeable to the members of the commit- 
tee, in order that everyone might have an opportunity to get the 
few questions that they have in mind, at the outset we could have 
general agreement that each member would have about 5 minutes to 
start with, and then those who have more extensive questions will 
have an additional opportunity to proceed with further questions. 
If there is no serious objection to this procedure, I think we will start 
accordingly. 

I think in view of the fact we have been starting here at the top of 
the committee, it might be equalizing that we would start at the 
bottom this time. 

Mr. Loser, do you have some questions ? 

Mr. Loser. Thank you so much, Mr. Chairman. I do not quite 
understand about the “bottom.” [Laughter. ] 

Mr. Brown, I just wanted to express my appreciation for the 
frankness with which you have discussed this matter, and your ex- 
pression of the opinion of your association, your associates, or the 

eople whom you represent, with reference to the suggestions made 
y Mr. Kendall representing the administration. 

I take it, if I understand you correctly, that your organization 
would oppose these bills should the amendments recommended by 
the Office of Defense Mobilization be adopted. 

Mr. Brown. I don’t think I am in quite a position to give you an 
honest statement on that. As I stated, I have not had a chance to 
submit it to the entire membership. I have consulted with as many 
of my leaders as I could, and read them this statement that I have 
just read to you; and so far, I have had unanimous agreement with 
the statement I have read. 

And, based on that, I would doubt if our membership would sup- 
port the bill with those amendments. 

Mr. Loser. Would you state for the record just what is or who is 
the Independent Petroleum Association of America? 

Mr. Brown. We are an organization of producers of oil and gas 
from every oil and gas producing section of the United States. We 
have been organized since 1929. 

Mr. Loser. Then your association is made up wholly of producers? 

Mr. Brown. Producers. 

Mr. Loser. Of oil and gas? 

Mr. Brown. That is correct. 

Mr. Loser. And the members of your association are the independent 
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producers as opposed to what someone has referred to as the major 
oil companies ¢ 

Mr. Brown. Yes. I think that isa fair distinction. In other words, 
we have taken our membership from those in the operating field, 
and some of them have grown up rather large since we started. 

Mr. Loser. Yes. 

Mr. Brown. But I mean generally it is confined to the smaller 
units. None of the large, so-c: called major oil companies are members 
of our association. 

Mr. Loser. I believe you stated that you did hear the testimony 
of Mr. Kendall. 

Mr. Brown. Yes. 

Mr. Loser. And if I remember correctly, at least by inference, he 
stated that the President would not approve this measure unless it 
did carry the suggestions made by the Office of Defense Mobilization. 

Mr. Brown. That interpretation might be given. I hope that that 
is not the case. 

Mr. Loser. Thank you so much. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Avery? 

Mr. Avery. Not having heard the statement, Mr. Chairman, I think 
I will defer the questioning. 

The Cuarrman. Mr. Heselton ? 

Mr. Hesston. I think we ought to alternate. 

The Cuatrman. If you could t use your time 

Mr. Hesevron. I prefer to have it the other way. 

The Cuatrman. Mr. Dingell? 

Mr. Dineen. Thank you very much, Mr. Chairman. 

I might also join in the remarks of my colleague about the bottom 
of the committee. 

Mr. Brown, I would like to thank you for your courtesy in appear- 
ing here this morning. 

Let me ask you this first question: You represent the independents 
in the industry, do you not ? 

Mr. Brown. Some of them. 

Mr. Drnceitt. What would be the assets of the largest of the inde- 
pendents that you represent, sir? 

Mr. Brown. I never thought of that. Some of them have grown 
up rather large. 

Mr. Dinceii. You represent the Phillips folks ? 

Mr. Brown. They are members of our association. 

Mr. Dinceti. And they, of course, are not just large, they are 
mighty big. 

Mr. Brown. Well, they have grown very fast since we have been 
organized. 

Mr. Dinceixi. A good bit of this growth has occurred since the 
Phillips case, has it not ? 

Mr. Brown. I hadn’t noticed any unusual growth since the Phillips 
“ase. 

Mr. Dincexxi. No, but there has been a regular, steady growth. 

Mr. Brown. It has been a continuous growth. It is a very well- 
managed company, I think. 
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Mr. Diner. So they and other members in your industry have 
been able to live with this Phillips case, am I correct, sir? 

Mr. Brown. With or in spite of, I don’t know which is preferable. 

Mr. Dincetxi. Mr. Chairman, I might also say, when I get to the 
end of my 5 minutes, I hope you will stop me. 

The Cuarrman. The Chair will be as liberal as possible under the 
general agreement. 

Mr. Drege. Tell me, I believe you have read H. R. 6790. 

Mr. Brown. Yes. 

Mr. Drncetu. It outlaws indefinite price contracts, but only as to 
new contracts; is that right ? 

Mr. Brown. Yes; it outlaws four specific types of definite pricing 
clauses. 

Mr. Drncetx. And it does not outlaw these indefinite price contracts 
as to contracts which already exist. 

Mr. Brown. That is correct, as I understand it, but they would be 
subject to review by the Commission. 

Mr. Drtnceti. Of course, existing indefinite price contracts are 
rather substantial in amount; are they not ? 

Mr. Brown. I would assume so. 

Mr. Dineeiu. And, of course, the new contracts, we can assume, 
would be a very small percentage of those contracts for some time 
to come; that would also be a fair assumption ? 

Mr. Brown. I would think so, although it is growing pretty fast, 
I would say. 

Mr. Dincetx. Let me refer, if I may, to the City of Detroit case. 
You are familiar with it? 

Mr. Brown. I am not familiar with it. I know something of it. 

Mr. Dinceii. City of Detroit v. Federal Power Commission and 
Panhandle. 

Mr. Brown. I know something about it. 

Mr. Drincetu. In the bill—let’s see where it is, I am trying to find 
the citation—I believe in section 13G, no, 13F, I beg your pardon, 
appears— 
allowance of operating expense for natural gas produced, or purchased from an 
affiliate, by a natural-gas company. 

You do not represent any natural-gas companies as such; you rep- 
resent independent producers? 

Mr. Brown. No. Only independent producers that might be now 
classified as natural-gas companies. 

Mr. Dincetx. Are you in favor of that section of the bill, sir? 

Mr. Brown. That section deals largely with regulating the rates of 
natural-gas companies, and I think it is a fair statement of the neces- 
sities of that case. 

Mr. Dinceti. Of course, your people would have no objection to 
having that stricken from the bill; would they? I mean, it does not 
affect your people. 

Mr. Brown. Since it is not of direct concern, we would not be one 
of the advocates, one way or the other. Our only argument on that 
would be that we think it is necessary in the operation of this industry, 
of an industry of this character, that the operation be uniform, and 
that whatever we are accorded, that they should have the same rights. 
That is generally our point of view. 
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Mr. Dincey. If there is a reasonable ground for cataloging, in 

other words, sorting out, the various classes of producers and the 

various classes of carriers, and so forth, you would have no objection 
to making any reasonable distinction that would be necessary ? 

Mr. Brown. I would rather say that is a matter I would leave more 
to the concern of those directly affected, but I would try not to inter- 
fere with it. 

Mr. Dincetu. I see. Tell me this, then, sir: You said that you were 
familiar in a general way with the case of the City of Detroit v. Pan- 
handle and the Federal Power Commission. 

Mr. Brown. Yes. 

Mr. Dincetu. In that case, I believe the holding was that regardless 
of the fact that there was need for money for new exploration and 
development which the industry could get, that they still had to use 
as a starting point the rate base utility method of computing rates; 
am I correct ? 

Mr. Brown. Yes, I understood that to be. I am not very familiar 
with ratemaking, but I understand that to be. 

Mr. Dineexx. And they did give the industry an opportunity to get 
this new money for exploration and development, but required them 
to get it based on the old rate cost concept. 

Mr. Brown. That is right. 

Mr. Dinceti. Well now, tell me, would it not be a fair statement to 
say that this particular section will overturn legislatively the ruling 
in the Supreme Court case of the City of Detroit v. Panhandle? 

Mr. Brown. I would say it certainly would clarify the position 
under it, and to some extent would overrule it. 

Mr. Dincety. And, of course, it would clarify it more or less in 
favor of the pipeline companies; that would be a fair statement, also; 
would it not ? 

Mr. Brown. I think any clarification would be in their favor; yes. 

Mr. Dinceiyi. Let me ask you this question, very fairly: Does not 
this bill mean a price rise to the consumer ? 

Mr. Brown. I don’t think the bill does. 

Mr. Dincetx. But acting under the changed law, the producers will, 
of course, secure price rises because of a different method of computing. 

Mr. Brown. There would be times when it would, of course, and 
times when it would not. I don’t think that the bill itself is designed 
as a price-increase bill, if that is what you mean. 

Mr. Drncett. I did not say it is designed as a price-increase bill, at 
least at this particular time. 

Mr. Brown. Yes. 

Mr. Dincetx. But I think it would be fair to say that under this bill, 
it will be much easier for utility companies and for producers and 
for pipelines to secure increases in prices; am I correct ? 

Mr. Brown. I would say that the ease would come because of the 
lack of detailed regulation, and because we would get fair treatment. 
I think the Power Commission does a good job, and it is a very diffi- 
cult job, and whatever clarification they need to make their position 
more effective, I think the legislative branch might well give it to them. 

Mr. Drncext. Would it not be fair to say that your opposition to 
the utility cost rate base method is based on the fact that it limits the 





Ee 


182 NATURAL GAS ACT 


rate of return to the, in your case, independent producers, or to the 
other people in the industry ; is that correct ? 

Mr. Brown. I wouldn’t think so. My personal—and I think that 
applies to most of the producers—opposition to the use of the utility 
base is that it is completely inapplicable to the character of our opera- 
tion, and you get lost in the procedure. The procedure would be so 
confusing as to add very greatly to the consumers’ costs, and therefore 
discourage consumer use, and we lose our customers. 

Mr. Drncetxt. Mr. Chairman, I am going to ask to defer at this 
point and yield whatever time I might have. I believe I have hit 
my five minutes. 

The Cuatrman. The gentleman has consumed 4 or 5 minutes 

Mr. Younger ? 

Mr. Younger. No questions. 

The Cuamman. Mr. Moss? 

Mr. Moss. Mr. Chairman, I have no questions at this time. 

The Cuarrman. Mr. Heselton? 

Mr. Hesevron. Thank you, Mr. Chairman. 

I shall take more than 5 minutes, and therefore I will confine myself 
to two preliminary questions. 

Mr. Brown, I noticed the statement you read at the end of the oral 
statement, and of course I noticed, as you know, the statement you and 
other officials made on Wednesday or Thursday which was printed in 
the Thursday edition of the Journal of Commerce. 

Mr. Brown. Yes. 

Mr. Heserron. A quick reading indicates that the statement you 
have presented to us this morning is much more restrained, and that 
leads me to ask you, when was this statement you presented this 
morning prepared ? 

Mr. Brown. That statement was prepared on the day—the evening 
of the appearance, the first day’s appearance, before the committee. 

Mr. Hesexton. I did not catch that. 

Mr. Brown. The evening of the first day’s hearing on these bills. 

Mr. Hesston. Was it issued at the same time the statement was 
issued to the press by you and Mr. Lyons and Mr. Curry and Mr. 
Bowlby ? : 

Mr. Brown. No. The statement that I have just read to you was 
prepared by ourselves in our office for the purpose of submitting to our 
members, which we did by telephone as much as we could that 
evening. 

The other statement was prepared the next day. I think when 
I agreed to it was the next day, I believe. 

Mr. Hesexton. All right. Then the statement which appeared in 
the press was the more current statement, is that right? 

Mr. Brown. I imagine—well, this is current now, because I am just 
now presenting it to the committee. 

Mr. Hesexton. I beg your pardon ? 

Mr. Brown. This would be the more current, because this is the 
first time I have presented it to the committee. 

Mr. Hesexvton. Well, in terms of dates, if I understand you cor- 
rectly, the statement which appeared on May 9 is the last statement 
issued ; is that right ? 
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Mr. Brown. Well, that was a press statement, and it followed—no, 
the last statement issued is the one I have just read to you. That is 
the first time it has been issued. 

Mr. Hesexron. That is what I want to get clear. 

Mr. Brown. Yes. 

Mr. Hesevron. You did not say in the statement to the committee 
this morning that if the two amendments are adopted, “they could 
so alter the legislation as to make it a guaranty”—TI underline the 
word “guaranty”—“that the intolerable burdens, confusion and un- 
certainty which now plague the FPC and the industry would con- 
tinue,” did you? 

Mr. Brown. No. That came, that was a separate statement to this. 

Mr. Hesevron. I understand. I thought we had established that. 

Mr. Brown. Maybe I missed your question as to what was the 
point of it. 

Mr. Hesevron. Obviously, in 5 minutes I am not going to be able 
to get an answer to the first question, but I will try it. 

Mr. Brown. Thank you, sir. 

Mr. Hesevtron. There are two different statements before the com- 
mittee. I have already read the press statement. 

Mr. Brown. Yes. 

Mr. Hesevron. You heard me read it before the committee ? 

Mr. Brown. Yes. 

Mr. Hrsevron. You heard me read it from the press. 

Mr. Brown. Yes, sir. 

Mr. Hesevron. You authorized the issuance of that statement ? 

Mr. Brown. Yes, sir; I authorized the issuance of it; yes, sir. 

Mr. Hesexiron. I just read the first sentence in that statement, and 
you understand what I read ? 

Mr. Brown. Yes. 

Mr. Hesevron. There is a difference between that statement and 
the statement you have submitted to the committee this morning; 
is that right ? 

Mr. Brown. I think there is. 

Mr. Hesevron. Why? 

Mr. Brown. I would say the only difference is that that is a joint 
statement; this is an individual statement. 

Mr. Hesevron. That is the only reason ? 

Mr. Brown. That would be my guess at it. 

Mr. Hesetron. All right. 

Let me read the second sentence of the press statement : 

They are contradictory to the principles behind the Harris-O’Hara bills and 
their enactment would make the legislation largely meaningless. 

There is no such statement as that in this statement you presented 
to us this morning, is there? 

Mr. Brown. I think the same implication is there. 

Mr. Hesevron. Where ? 

Mr. Brown. Where we said we did not agree to it. 

Mr. Hesevron. You think that is the same? 

Mr. Brown. The words are not the same, but the implication; that 
is my feeling. 

Mr. Hesevron. Mr. Brown, you are a very able lawyer, and you have 








184 NATURAL GAS ACT 


been before this committee, and we all respect you. Let’s not fence 
about this thing. 

Mr. Brown. I am not trying to fence. 

Mr. Hesevton. They are two completely different statements; are 
they not ? 

Mr. Brown. What I am trying to say is, I am in accord with both 
of them, if that helps. 

Mr, Hesevron. You are in accord with both. Well, which one do 
you feel is the better one, the one you submitted to us this mor ning or 
the one you submitted to the press? 

Mr. Brown. Naturally, the one I wrote. 

Mr. Hesevron. You wrote this one this morning? 

Mr. Brown. I wrote it. 

Mr. Hesevron. Who wrote the one submitted to the press ? 

Mr. Brown. Well, I think that is a joint composition. 

Mr. Hesetron. Are you part of the composition ? 

Mr. Brown. I was part of it. 

Mr. Heserron. You had something to do with the author of it ? 

Mr. Brown. That is correct. 

Mr. Hesevron. Did you suggest the language? 

Mr. Brown. No. 

Mr. Hesevron. Did you draft the statement ? 

Mr. Brown. No. I agreed to it. 

Mr. Hesertron. You agreed to it. 

Mr. Brown. That is right. 

Mr. Heseiron. Was there any objection, after it was issued, on the 
part of any people with whom you are associated ¢ 

Mr. Brown. Not that I know of. 

Mr. Hesevron. Then there is no reason why you should submit a 
different statement to the committee this morning. 

Mr. Brown. Well, this statement I am making this morning is my 
statement. 

Mr. Hesevron. I understand. Why did you not submit the state- 
ment you submitted to the press ? 

Mr. Brown. Because that was not my statement. 

Mr. Hersevron. Is that the only reason? 

Mr. Brown. Well, I felt it a duty to the committee to explain as 
fully as I could, which I did in a little more detail. 

Mr. Heseiton. You think the statement you submitted this morning 
is the more full statement; is that right? 

Mr. Brown. I think so, and then it has the additional value of 
having been submitted to many of my members. 

Mr. Heserron. When you say, in addition, the amendments would 
largely perpetuate, instead of saying the burdens, and so forth— 
instead of saying that it would guarantee that the intolerable burdens, 
and so on, would continue, and that the enactment of the amendments 
would make the legislation largely meaningless, you think that is an 
expansion on the press statement; is that right? 

Mr. Brown. Well, I hadn’t gone into whether it was an expansion 
or not. 

Mr. Hesevron. You had not? 

Mr. Brown. No. 

Mr. Heserton. Would you say so now? 
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Mr. Brown. I think that is a matter of interpretation. I think they 
both say that we think the amendments would destroy these bills. 

Mr. Hesetron. All right. You stand on both of them. 

Mr. Brown. That is right. 

Mr. Heserton. Firmly, with both feet on each. 

Mr. Brown. That is correct. 

Mr. Hesetron. Well, so much for that, for the time being. 

How much time have I taken? Did it take me 5 minutes to get that? 

The Cuarrman. A little more. 

Mr. Hesevron. A little more. I will suspend and we will go at it a 
little later. 

The Cuarrman. Mr. Macdonald? 

Mr. Macponatp. Mr. Brown, how many members do you have in 
your Independent Petroleum Association ? 

Mr. Brown. I think there is a direct membership of about 8,000. 

Mr. Macponarp. About 8,000. 

Mr. Brown. And then there is an associate membership which runs 
that up considerably more, but I think the actual direct membership is 
8,000. I do not keep that. 

Mr. Macponatp. Does Mr. David Searles represent your associa- 
tion ? 

Mr. Brown. No. 

Mr. Macponarp. Does Mr. David Searles have any connection 
with you? 

Mr. Brown. Not that I know of. 

Mr. Macponaup. Well, from the number of members that you have, 
it would seem to me that you pretty well encompass the entire field. 

Mr. Brown. We have some from the entire area; I put it that way. 
We do not represent everybody, no, but we represent a very large 
segment. 

Mr. Macponatp. How many independent producers are there in the 
country ¢ 

Mr. Brown. That would be hard to determine. I would say in the 
nature of 13,000. 

Mr. Macponap. That certainly jumps, as the figures we had 2 years 
ago were estimated at 9,000. 

Mr. Brown. I don’t know. I think,. everytime you look at it, you 
get a different figure, depending on how you approach it. For in- 
stance, a lot of people would say that includes a royalty owner; some 
would classify only those who actually do the operating; another 
would classify those who have an interest in an operation. So that 
probably makes the difference. 

Mr. Macponatp. In our conversation, when I refer to independent 
producers, I am excluding royalty holders. 

Mr. Brown. That is what I assumed, and that is what I tried to 
point out; that makes the difference in numbers. It depends on 
which way you approach it. 

Mr. Macponarp. But, in any event, and I agree with you that you 
get different figures depending on who you are talking to—— 

Mr. Brown. That is right. 

Mr. Macponatp. You represent quite a segment—— 

Mr. Brown. That is right; that is true. 

Mr. Macponatp. Of the independent producers of America. 
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Mr. Brown. I think that is true; yes. 

Mr. Macponatp. At these secret meetings which originated with 
Mr. Morgan from the White House, the White House counsel, via 
Mr. Kuykendall, as was testified to yesterday, were you ever con- 
sulted—— 

Mr. Brown. No. 

Mr. Macponatp. About these secret meetings ? 

Mr. Brown. No; we were not in on those. 

Mr. Macponatp. Did you or anybody from your organization— 
were they ever represented at these secret meetings ? 

Mr. Brown. Not that I know of. 

Mr. Macponatp. Do you know who Mr. David Searles represents ? 
I was told yesterday by Mr. Kuykendall that he ame! the pro- 
ducers of America. 

Mr. Brown. I would suspect that he does represent a number of 
producers. He comes from a very large law firm, and I think they 
have a very large clientele. 

Mr. Macponaup. Yes, sir. As a guess, would you say that he repre- 
sented the larger producers, the 9 companies that control most of 
the reserves and produce 80 percent of the gas? 

Mr. Brown. The character of his law business, I would say, would 
indicate that we would represent the larger ones. I do not know, to 
be honest about it. I know he represents some, but I don’t know just 
who they are. 

Mr. Macponaxp. All right, sir. Do you ever have any dealings 
with these larger firms? 

Mr. Brown. Oh, yes. 

Mr. Macponaxp. Did you ever have any occasion to deal with Mr. 
Searles as representing any of these ? 

Mr. Brown. I have known him and talked to him for a long time. 

Mr. Macponap. I am not talking about talking. 

Mr. Brown. I have never had any dealing w ith him. 

Mr. Macponatp. You have never had any arm’s-length dealing be- 
tween the firms he represents and some of the smaller firms? 

Mr. Brown. Some of the firms, yes, but not him personally. 

Mr. Macponatp. Not personally. Are you familiar with the bill 
which I introduced the same day Mr. O’Hara and Mr. Harris intro- 
duced these bills ? 

Mr. Brown. I think I understand it generally. 

Mr. Macponatp. I am sure you do, sir. 

Mr. Brown. Yes. 

Mr. Macponatp. Would you not say it would be a great benefit to 
the independent, the truly independent producers who produce or who 
comprise 97 percent of the total number 

Mr. Brown. My question now—— 

Mr. Macponatp. Wait.a minute; let me finish. 

Mr. Brown. Iam sorry. 

Mr. Macponatp. Who comprise 97 percent of the total producers, to 
come out from under all Federal regulation? Do you not think it 
would be beneficial to them ? 

Mr. Brown. I had rather the contrary point of view on that, because 
it seemed to me that put a ceiling on syrowth, and I had a feeling that 
all of the members would instinctively, who do not like Federal con- 
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trol of their operation, rather than to get into that when they got up 
to that ceiling, they would either quit growing or would begin getting 
out. I rather had a feeling it would put a ceiling on individualistic 
growth. That was my reaction. 

Mr. Macponavp. Sir, as I understand it, there are not too many 
individuals, and I repeat the word “individuals,” who can grow to 
such an extent that they produce 2 billion a year; would you agree 
with that asa fair statement ? 

Mr. Brown. Well, not individuals, but small companies could, and 
some individuals could. 

Mr. Macponatp. How many small companies do, as a matter of fact ? 

Mr. Brown. I never analyzed it. 

Mr. Macpona.p. Sir, if you take a look at the reports filed with the 
FPC in 1955, you will see that there are very few indeed. 

Mr. Brown. I would say that there are not too many of them. 

Mr. Macpona.p. Is that your only objection to having the people 
whom you represent, the smaller producers, come out from under 
Federal regulation ? 

Mr. Brown. I think that it is desirable they come out from under 
regulation, because every group is trying to sell and to grow into the 
other group or larger group. 

Mr. Macponarp. That is the true American way. Weare all famil- 
jar with it, and we are all for it. 

Mr. Brown. That is right, and everything that has a tendency— 
and that was my primary objection to your bill—that has a tendency 
to put a lid or ceiling on that desire to grow is, in our judgment, bad. 

Mr. Macponawp. Yes, sir. If you had the choice, in representing 
these small, independent producers as you do, to have just the big 
fellows held under it, or have everybody held under, which choice 
would you take? 

Mr. Brown. I don’t know. I would have to study the effect of it. 
Frankly, I don’t know. 

Mr. Heserron. Will you lift your voice? You are talking to the 
other side. 

Mr. Brown. I am sorry. My answer to that is, I don’t know. 
I would have to study the various effects and confer with the people 
influenced by it. My impulse would be that you cannot very well 
divide the actual production except by natural-gas companies, and 
that is divided. 

Mr. Macpona.p. Right, sir. 

Would your objections be very limited if provisions were put in our 
bill which would prevent the larger companies from breaking up into 
smaller cata: for purposes “of evading this ceiling? 

Mr. Brown. I don’t see that that would answer my objection to the 
bill. I doubt if it would. 

Mr. Macponaxp. As I understand your objection to the bill, and 
I do not mean to consciously misinterpret you, but the only reason 
you have given me is that you feel that a ceiling of 2 billion would 
put a ceiling on these people which would limit ‘their initiative e, and 
we would stop the traditional American system of growing as 

ig as you can get to be without violating the antitrust laws. 

“i ‘Brown. That would be my primary objection and, as I told 
you, our operations are such that we must continue to sell to and trade 
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with all groups, and when they are under different regulation, I think 
you would further complicate our problem. 

The Cuarrman. The gentleman has consumed the full time on his 
first round. 

Mr. Hale? 

Mr. Hate. Mr. Brown, just one question. 

On page 13 of your statement, you say the bills would— 
require the Federal Power Commission to recognize natural gas as a commodity 
and prohibit it from considering costs. 

In so doing, it would remove the most inappropriate element in the present 
method of control. 

Now, the suggestion has been made that on page 14 of the bill, 
line 24, the three words “consider costs or” ought to be omitted. The 
effect of that omission would be to enable the Commission to consider 
costs along with the five other factors specified on page 15 in sections 
(a) to (e), and in subsection (3) on page 15, line 15. 

What I would like you to do is to comment on the possible omission 
of the word “costs” on the last line of page 14. 

Mr. Brown. I have tried to analyze the effect of that. Of course, 
the consideration of costs in this kind of an activity so complics ites the 
whole procedure of regulatory processes that we think it would burden 
any effort to arrive at a proper price; that it would slow and very 
greatly interfere with the effective administration of the bill. 

We thought that the fact that this eliminates the consideration of 
costs simplified the procedure. 

Now, to strike the word “costs” out of that, I am not quite sure 
as to how that w ould affect us. My first impression is that probably 
if the word “costs” had not been in there originally, that they would 
not have given much consideration to costs, because they cannot use 
the public utility concept. 

But now that it has been raised, and there is a legislative history of 
the purpose of it, my feeling would be that every time they go to 
consider a price, costs w ould be one of the first considerations, and 
that would bog down the whole proceeding. 

Mr. Hate. What I want to know, briefly, and I can put this very 
briefly, is this: If those 3 words, the last 3 words on line 24, page 14, 
were omitted, would you still support the bill ? 

Mr. Brown. I am not sure. I think we probably would, but we 
would not be as enthusiastic as if it were left in. 

Mr. Hate. I think it was Mr. Kuykendall who suggested that the 
producers themselves might in many cases be very much benefited by 
the Commission’s considering costs. 

Mr. Brown. That is conceivable, all right. But that would be the 
individual cases; and if it were applied in all cases, I think it would 
greatly bog down the whole processes of administration. 

Mr. Hare. Of course, costs are not always easy to arrive at in this 
kind of business, or in a public utility, is that not correct ? 

Mr. Brown. Well, it certainly would not be easy to arrive at in 
this. 

Mr. Hate. I have tried utility rate cases. Where you have a utility 
which constructed a generating plant maybe in 1870 or 1880, it is 
very difficult to get costs in a situation like that. 
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Mr. Brown. In the oil producing or the gas producing, the con- 
sideration of costs is very difficult, because in one instance you would 
be supporting costs which are intolerable. In one case a man drills 
a well at a cost of $1 million, and he has got an ultimate recovery of 
gas of $200,000. He does not walk off and leave that well, he con- 
tinues to produce it, but to use the ordinary measure of costs would 
be such as to price him out of business. He couldn’t sell that gas if 
he was required to sell it at that price. 

On the other hand, there are so many activities in which there is 
no way of telling how much gas you have discovered until after 
you have produced it. We think we know what we will get, but we 
say we are going to produce $800,000 worth of gas, and we may pro- 
duce $2 million or we may produce $100,000. 

That is the most difficult phase of trying to use costs in this, and we 
are sincere about that, not that we want to bog this down, but we 
believe that would slow down the processes of administration. 

Mr. Hate. That is all, Mr. Chairman. 

The Cuarrman. I am sorry, Mr. Jarman, I had overlooked you 
since you were not in your place down there. 

Mr. Jarman. Mr. Chairman, I have no questions at this time of 
Mr. Brown, but I think in fairness to his position expressed in the 
statement this morning to the committee, and in the news release 
which was referred to by my colleague, Mr. Heselton, it might be ap- 
propriate to quote a paragraph or two from Mr. Brown’s statement 
this morning. 

The paragraphs I would quote end with this sentence : 

These bills also, we feel, create ineqiuties and place burdens upon producers 
which they should not be compelled to suffer. 

Prior to arriving at that particular sentence, the witness, Mr. 
Brown, said, in part, on page 9: 

In supporting the bills here under consideration, the producers represented 
in the membership of our association have conceded much. 

The bills would, for the first time, constitute a congressional mandate for 
limited control of the function of producing natural gas. Asa result, these bills 
are not entirely to the liking of our association. It has long been the position 
of our association that the entire function of producing and gathering natural 
gas, including the field sale thereof, should be free from Federal regulation. 
Our association has had a long history in its position in this regard. 

Then on page 10, at the top of the page, the statement continues, 
in part, and Mr. Brown says: 

During the past several years beginning in 1947, our association has partici- 
pated with others in an effort to clarify and make certain the producers’ status 
and to free from any Federal regulation whatever all producers and gatherers 
of natural gas. 

Notwithstanding our historic position in this regard we now feel that action 
by Congress is imperative in order to bring about at least some improvement in 
the present unbearable situation. 

The final paragraph that I think I am justified in rereading this 
morning, in line with the questions and answers a few moments ago, 
is the followi ing: 


Although our association endorses and supports the enactment of H. R. 6790 
and H. R. 6791, I feel we would be remiss in our obligation to this committee 
and to the Congress if we did not make clear that these bills are not wholly in 
accord with our thinking and that they represent what we consider as very 
substantial concessions on the part of producers. 
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And he concludes that paragraph with the sentence that I first read, 
which is: 


These bills also, we feel, create inequities and place burdens upon producers 
which they should not be compelled to suffer. 

The only point I make, Mr. Chairman, is that I think in the light 
of public statements which the witness has made to the press, as well 
as in the statement made to the committee this morning, his position 
has not been basically inconsistent. Thank you. 

The Cuatrman. Mr. Aver y, it was not fair to you a while ago, you 
had just walked in and I called on you, and we will give you another 
turn. 

Mr. Avery. Mr. Chairman, there is just one little matter I would 
like to get Mr. Brown’s views on. 

The statement was made yesterday, Mr. Brown, that—and I think 
I am recalling the figures correctly—about 50 percent of the natural 
gas producers now would fall under Federal regulation, and about 
o0 percent of them would be under State 1 egulation, and I am assum- 
ing that that means their product moved only in intrastate commerce. 

Would you agree that would be about a reasonable division there ? 

Mr. Brown. I have not seen a recent figure, but my guess is that 
that is substantiglly correct. 

Mr. Avery. Then, I cannot convince my own self past that point, 
would that mean necessarily that every pure thaser of natural gas was 
either under State or Federal regulation ? 

Mr. Brown. I think that is true. 

Mr. Avery. In other words, every State has a regulatory body which 
would approve, shall be say, the price of gas at the well head, if it 
moves only in intrastate commerce ? 

Mr. Brown. No; that is not quite true. There are a lot of the States 
which make no effort to control the price. They do control the 

Mr. Avery Conservation ? 

Mr. Brown (continuing). The conservation of ga But some of 
the States do not make any effort to control the pr ice. 

Mr. Avery. Then there would be some producers that are not 
controlled—— 

Mr. Brown. As to price, that is correct. 

Mr. Avery (continuing). As to price? 

Mr. Brown. That is correct. 

Mr. Avery. Well, have you any idea as to the percentage on that? 

Mr. Brown. No; I am sorry, I do not have any figure that would be 
helpful. 

Mr. Avery. Would you say whether it is a substantial number of 
producers, or very small number ? 

Mr. Brown. I would say it is relatively small in volume and number 
that are controlled as to price in intrastate sales. 

Mr. Avery. Is it not true in the States that do have regulatory 
bodies that control the price, within those States there are both 
producers and consumers? 

Mr. Brown. That is true. 

Mr. Avery. So that a rate which was established by a State body 
would not necessarily be predominantly in favor of the producer? 

Mr. Brown. No. As a matter of fact, most of those are minimum 
prices. 
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Mr. Avery. Minimum prices? 

Mr. Brown. Yes. 

Mr. Avery. Well then 

Mr. Brown. To be sold under a certain price. 

Mr. Avery. I suppose that would bear out a conservation measure 
as much as—— 

Mr. Brown. That is correct. I think most of them stem back to the 
conservation. 

Mr. Avery. Conservation. 

Mr. Brown. Yes. 

Mr. Avery. Well, the point I am trying to establish is, there has 
been some concern here : among the members of the committee that if a 
fair and reasonable price was going to be established to a degree on 
prevailing field price, and a substantial number of States were in- 
volved in fixing that price, whether that prevailing price would be a 
fair and reasonable price. What is your opinion on that? 

Mr. Brown. I have assumed that the prevailing price to which that 
refers is the prevailing price for gas in interstate commerce, that was 
the asumption I had, and I do not know whether that is the way the 
Power Commission treats it or not, but I assume they would. 

Mr. Avery. I believe it was testified yesterday by Mr. Kuykendall 
that the Commission did take into account, maybe not to the same 
degree, but always did take into account a prevailing price based on 
the rate spytoved by a State regulatory body. 

Mr. Brown. I did not catch that in the testimony. I would say 
generally the price for gas that goes into intrastate is lower than that 
which goes into interstate. I believe you would find that so. 

Mr. Avery. Generally speaking, that was going to be my next 
question. 

Mr. Brown. I think you will find that to be true, because most of 
the gas which is consumed intrastate is used for carbon black and 


things of that kind, where it uses large volumes and the price is usually 
low. 


Mr. Avery. It is not 

Mr. Brown. Here lately, there has been an expansion of that. 

Mr. Avery. In other words, it is not necessarily because they take 
into consideration different factors. It is more usually, if it is lower, 
based on the fact that the consumption is greater and a greater per cent 
is used for industrial purposes? 

Mr. Brown. Partially. But I think in fairness, I should say there 
is a lot of gas today going into intrastate that would normally flow 
into interstate if it were not for the Federal control which is now being 
exercised. I think we are losing a lot of interstate gas because people 
would rather sell it cheaper in intrastate than to be controlled. 

Mr. Avery. I just want to repeat that statement to make sure I 
understand you. I think that is rather significant. Are you testify- 
ing that quite a number of producers would rather sell to intrastate 
distributors at a lower price rather than to go through the long, in- 
volved process of being approved, having their rate approved by Fed- 
eral regulatory bodies? 

Mr. Brown. Because of the controls, I would rather say. I think 
that is true. That would be my judgment. 

Mr. Avery. Well, what other control is there besides price? They 
are not interested in conservation. 
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Mr. Brown. I know. But I say the controls, which involves the 
reports. Itisatremendousthing. As I pointed out in my statement, 
one company I overhead made a budget estimate that year that 
amounted, just for handling one case before the Power Commission, it 
amounted to 10 percent of the gas he sold last year. That gives you 
some idea. Just preparing reports and getting them ready is a tedious 
job. That does not mean there is anything unfair about it. It just 
means the process of control are cumulatively expensive. 

Mr. Dincett. Would the gentleman yield ? 

Mr. Avery. I would be happy to yield if I have any of my 5 minutes 
to yield. I presume I have consumed 6 minutes already. 

Mr. Mack (presiding). The Chair would grant the gentleman per- 
mission to yield, if he so desires. 

Mr. Avery. I have no objection. 

Mr. Drncetu. I would just like to know the name of that company, 
if I could. 

I say I would just like to know the name of that company which 
spent 10 percent of its gas sales in fighting 1 case before the Federal 
Power Commission. You know the consumer paid the cost of that 
litigation. 

Mr. Brown. I got that in the relationship of attorney and client, and 
I don’t know whether it would be well to reveal it without their 
agreement. I assume it is available to everybody, I don’t know. 

Mr. Dincetx. I wonder whether it is proper to say that, and then 
not to divulge the name of the case. 

I thank my colleague. 

Mr. Brown. I did not recognize any impropriety, or I would not 
have mentioned it. 

Mr. Dincetu. I beg pardon? 

Mr. Brown. I did not recognize any impropriety in stating a fact 
and they saying I did not want to tell you who it was. I did not want 
to do that. But I don’t think it would be fair, because that is their 
business. 

Mr. Dineen. Of course, we are anxious to get all the information 
possible in this committee. 

Thank you very much, Mr. Avery. 

Mr. Macx. Mr. Flynt? 

Mr. Fiynt. No questions. 

Mr. Mack. Mr. Younger? 

Mr. Youncer. No questions. 

Mr. Mack. Mr. Dies? 

Mr. Dies. Mr. Brown, were you present at the hearings in 1955 
when we heard witnesses—— 

Mr. Brown. Yes. 

Mr. Dres (continuing). From all over the Nation ? 

Mr. Brown. I was present much of the time; yes. 

Mr. Dres. Were you present when we examined the representatives 
of consumer groups and the mayors of various cities ? 

Mr. Brown. I think so; part of the time I was here. 

Mr. Dres. You recall that the chief objection voiced during those 
extended hearings was to the indefinite price step-up clause in con- 
tracts? 

Mr. Brown. I think that was the impression I got. 
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Mr. Dies. Do you recall that I questioned each witness with refer- 
ence to existing contracts that had definite clauses, and that there was 
no objection from any source that I can recall now, to such contracts, 
because if a producer entered into a contract with the distributor and 
it was definite and known, the distributor made his provision, made 
his preparation, to meet the contract. 

But where it was indefinite, the distributor and the consumer group 
found objection to it. Do you recall generally that that was the 
burden of the testimony ? 

Mr. Brown. That was the impression I got, and that is why, al- 
though we think many of the evils of indefinite clauses were part of 
the contract and part of the consideration, that we approve this bill. 
It was that sort of testimony which made us think we ought to go 
along in deference to their position. 

Mr. Dies. And do you recall there was no suggestion about having 
costs included as a factor? 

Mr. Brown. I don’t recall that. 

Mr. Dries. For the simple reason that the costs of one producer 
would be entirely different from the costs of another producer, and 
cost would not be any criterion. An inefficient producer would have 
a higher cost than would an efficient producer, and it would vary from 
field to field, and would be such a complicated factor that it could only 
contribute to confusion. Is that not a fact? 

Mr. Brown. I left that hearing with the feeling that there was 
general accord that costs were too difficult and too indefinite to be 
used, and that is why we agreed to that. 

Mr. Dres. Could you give us any information as to who is responsi- 
ble for injecting these two amendments at the last moment, and what 
was the motive behind it? That is what has discouraged many of us 
who feel that we ought to have some legislation, that as a result of 
these secret meetings held at the White House or under White House 
supervision, that they now come forward with two amendments which 
appear to me will completely destroy any chance we have to get any 
legislation. And it has all the earmarks that somebody does not want 
legislation. 

Do you have any information which has come to you through the 
grapevine [laughter] as to what we are confronted with here? 

Mr. Brown. I am sorry. Frankly, I was shocked when they were 
presented to this committee; I had no information of such purpose 
or from where it could come, and I have no more information than 
the committee, than has been presented here. 

Mr. Dres. There is just one other thing. Of course, the consumer 
groups naturally are looking for cheap gas, just like we are looking for 
cheaper automobiles. We cannot get them down in Texas, and, of 
course, the people who live in the automobile area and who have en- 
joyed tremendous increases every 2 or 3 months, it seems to me they 
would not want any regulation, because they want to sell their auto- 
mobiles at the highest possible price and pay their labor an increase 
every few months. 

But are they not overlooking this fact: that if they succeed by 
Federal fiat in trying to make us sell our oil at the price they would 
like to give for it, that we may go into great industrial development 
in the gas-producing States and cut them off from this gas? 
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What I mean is this: Take the State of Texas. We have tremendous 
reserves, and we are sharing those reserves with all these consuming 
States, and they are building industries on the strength of it, and we 
have been willing to do it. But let’s assume that these representatives 
from these consuming States are not satisfied to pay us a reasonable 
market price for our gas, and they undertake by this ratemaking utility 
base to control us. Will not that have the effect of moving industries 
into the gas-producing areas and defeat the very purpose that these 
gentlemen have in mind? 

Mr. Brown. I am inclined to think it will have a lot of that effect. 
I think it is basically unsound, is my principal objection to it, because 
there is no other commodity controlled on a utility base. And when 
you start controlling it, you break down our laws and our principles. 

Mr. Dres. Do you i know of : any way, as the representative of this big 
association, that you can find out for me just exactly how the adminis- 
tration stands on this gas legislation ? 

Mr. Brown. I am afraid my abilities do not go that far. 

Mr. Dries. Thank you, sir. 

Mr. Rocers. Will the gentleman yield? 

Are you talking about today or tomorrow? 

| Laughter. | 

Mr. Dies. Well, I am completely at a loss here. We went through a 
lengthy hearing in 1955. I attended, I think, every meeting. 

I never got as tired of anything in my life, coming here day i in and 
day out, and I thought we had legislation that the administration 
wanted and would accept. 

Then I read the veto message, and I said, “Well, they are not object- 
ing to the legislation, they are objecting to the fact that some lawyer 
was going to contribute the sum of $2,500, to some Senator.” And I 

said, “They are for the legislation.” 

Then I find out that our chairman introduced a bill which I under- 
stood was acceptable to the administration, although it made conces- 
sions that we were not really prepared to make last year and the year 
before that; and now we discover, to our amazement, without any 
explanation—we cannot get it from the witnesses who have speared 
before us—that there are two amendments which change fundamen- 

tally and radically the entire legislation. 

Talk about the Phillips decision. W hy, if you adopt these two 
amendments, then you have got the Phillips decision at its worst. 

I would like for somebody to give us a little information as to 
who brought this about at this secret meeting. Who was present, and 
who induced the administration to sponsor such far-reaching amend- 
ments as this? 

Do you think that you can discover who is back of this thing for us? 

Mr. Brown. I am’afraid I have no facilities that could make that 
available. I wish I did. I would like to know. I had assumed that 
these were all right, these two bills. 

Mr. Dries. Well, who advocated it? Have you ever heard it advo- 
cated ? 

That is another thing. With all the mayors who showed up here in 
1955, and all the consumer groups, there was not any point made 
about these two amendments. Now, where was it pulled out of the 
hat? 
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Mr. Brown. We thought these bills met the various complaints of 
the last hearings and, although we did not like them in all respects, 
we thought for the sake of getting a bill we ought to go along and 
approve ‘them. 

And we do approve them wholeheartedly. But we did not expect 
that, and I don’t know where it came from, these two amendments. 

Mr. Dries. Was there anybody in the industry ever approached 
about these two amendments? 

Mr. Brown. As far as I know, no. 

Mr. Dies. Thank you, sir. 

Mr. Mack. Mr. Moss? 

Mr. Moss. I have just two questions, Mr. Chairman. 

Mr. Brown, yesterday, Commissioner Kuykendall made this state- 


ment, and I just want to find out if you agree with these two state- 
ments : 


Producers may be in difficulty if they are barred from using some element of 
cost. 

Would you agree with that statement ? 

Mr. Brown. No; I do not. 

Mr. Moss. You think that costs should be ruled out completely ? 

Mr. Brown. I don’t think they would be in difficulty, because you 

can arrive at a reasonable price without considering costs. I think 
you get into more difficulty by considering costs. 

Mr. Moss. We go to another point here: 

People who want to submit such evidence when they deem it pertinent should 
be able to do so. 

Mr. Brown. Well, I can see where a lot of producers might improve 
their situation by having that one case considered on costs, but I think 
it would confuse the whole issue. I think that an administrative body 
such as the Power Commission, regardless of what some one individ- 
ual’s situation is, ought to set down the rules. 

And the fact that someone might improve himself should not deter 
their moving on in the general rule direction. So I would not agree 
with that. 

Mr. Moss. I did not have the opportunity to hear all of the testi- 
mony on the , ast gas bill, and I have not had as much opportunity as 
| would like to study some rather important material in connection 
with this one, but I am rather intrigued by the statement on page 11 
where you refer to standards of the law in arriving at price. 


I wonder if you might be helpful to me by telling me what. those 
standards would be. 


Mr. Brown. Which? 

Mr. Moss. In arriving at the reasonable price which the Commission 
would———. 

Mr. Brown. Page 11 of the bill? 

Mr. Moss. The standards they would use. 

Mr. Brown. Are you referring to the bill, or my statement ? 

Mr. Moss. To the bill. 

Well, page 11 of your statement : 

The bill also provides, in respect to both new contracts and existing contracts, 
that the pipeline company or the producer has the burden of proof in showing 
that the price involved is proper and meets the standards of the law. 

Mr. Brown. Yes. 
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Mr. Moss. In determining price. 

Mr. Brown. Ths bill provides that the producer or the purchaser 
have to prove that price comes within the standards. 

Mr. Moss. What standards? 

Mr. Brown. Those laid down—— 

Mr. Moss. What standards? 

Mr. Brown (continuing). In this bill. 

Mr. Moss. Are those fixed or variable standards? 

Mr. Brown. Variable standards, the basis on which the prices are 
arrived at and factors arrived at, at arm’s length. 

Mr. Moss. You would have to know the variable standard as well as 
the fixed standard to prove your case ? 

Mr. Brown. That is correct. That burden is put on the producer 
in this section. That was one of the objections we had which we 
finally withdrew. 

Mr. Moss. Would you not have to know what the variable stand- 
ards were in each case? 

Mr. Brown. Well, they are pretty well defined. 

Mr. Moss. If you were going to prove—— 

Mr. Brown. They are fi; rirly well defined, I think, in the law, and 
the regulations which would come out under it. I think that is what 
would control us. 

Then under these new regulations, if someone objects, the burden 
of proof would be—what I am pointing out there—the burden of 
proof would be on the purchaser. 

Mr. Moss. If he knew what the standards were. 

Mr. Brown. On the producer, that is right. 

Mr. Drncetx. Did you say on the purchaser? 

Mr. Brown. On the producer. 

Mr. Moss. The producer ? 

Mr. Brown. Yes. 

Mr. Moss. And you feel the standards under this bill are clearly 
enough stated so that there would be no difficulty ? 

Mr. Brown. No. We say we shouldn’t have that burden, but we 
recognize that under the provisions of the bill, it might just as well 
be on us if we are going to accept this bill as a whole. We don’t like 
it, but we accept it and we think we could live with it; that is right. 

Mr. Macponaxp. Will the gentleman yield just for one question ? 

Mr. Moss. Yes, I would be very happy to. 

Mr. MacponaLb. Sir, is it not a fact that at any point that you go 
for an increase, you have to know, as a basic part of the reason for in- 
crease, what the cost of production is? 

Is it not perfectly standard procedure for the FPC to come down to 
check your books to see what your costs are? Therefore, without the 
basis of a cost, without a cost basis, there is no basis. 

Mr. Brown. The point we are trying to make is that it isn’t ap- 
plicable to this kind of an activity because of the variations in it, as I 
have tried to illustrate. 

Mr. Macponap. Yes, sir. 

Mr. Brown. Of course, you can illustrate those by the day. 

Mr. Macponap. This is for my own information and is not a 
needling question. 

Mr. Brown. Yes. 
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Mr. MacponaLp. What is wrong with having costs in each individual 
case looked into, to help establish the rate? Why are costs so sacro- 
sanct that you should not look at them ? 

Mr. Brown. I don’t think there is any objection to looking at the 
costs. It isn’t because we are afraid to show the costs, but because, 
in a regulation based on costs, you get bogged down. You never 
get any final conclusion of the case because there is so much 
variation. 

One producer has an entirely different cost than his neighbor, and 
he has different costs on each well. If you have costs considered, the 
thing. we fear most is that the very necessity of it would mean the 
Power Commission would require all of us to keep books in accord- 
ance with the standards that they would understand and prescribe. 

We do not do that generally, and we do not keep such a set of 
books, and the very burden of that would add very greatly to our 
costs. 

Mr. Macponarp. Did not your industry grow under that very 
formula for 16 years? It was a cost-plus basis, and natural gas that 
used to be a calamity when it was found—you used to cap it over— 
now is a great discovery. 

You have grown under that formula. I cannot see what suddenly 
happened to make it such an onerous burden to do what made—to 
keep a formula under which you have grown so tremendously in 16 
to 18 years. 

Mr. Brown. I doubt if you will find in the industry’s books many 
sets of books which would meet a formula which would be prescribed 
under this sort of law. We have not used it. We have not used it 
for 16 years. 

Mr. Macponap. You have not used it? 

Mr. Brown. Not that. 

Mr. Youncer. Will the gentleman yield for 1 question, the explana- 
tion as to the 16 years? 

Mr. Mack. The gentleman from California has the floor. 

Mr. Macponaxp. I did not hear the answer. 

Mr. Brown. I say, the cost-plus process has not been used by our 
industry in producing. 

Mr. Macvonat. Then my information is incorrect when I under- 
stand that the pipeline companies, before they could get a license, 
had to show reserves, and to build up these reserves they were able 
to charge off the cost of exploration and development back to the 
consumer of gas as part of the rate? 

Mr. Brown. The pipeline companies, yes, but not the producens 

Mr. Macvonarp. I am talking about pipeline companies that are 
in the production industry as w ell. 

Mr. Brown. Well, they have been regulated pretty well as natural- 
gas companies, and utility companies, ‘which is an entirely different 
thing from what we are talking about. 

Mr. Macponarp. But the independent producers have never used 
that cost-plus factor ? 

Mr. Brown. No, we never have used it. 

Mr. Macponarp. Thank you, Mr. Moss. 

Mr. Moss. I have just one additional question. 

You rule out costs here completely; they shall not be used or con- 
sidered ? 








198 NATURAL GAS ACT 


Mr. Brown. That is what the bill provides. 

Mr. Moss. That is what the bill says. Do you know of any other 
business or any other commodity where at least some consideration 
is not given to costs? 

Mr. Brown. I know of no commodity that is regulated on a utility 
basis. 

Mr. Moss. Well, whether or not regulated, costs become an item in 
considering price in anything. 

Mr. Brown. Yes, that is right. 

Mr. Moss. And yet, we are going to direct here the finding of a rea- 
sonable price, but say, “You shall not consider in any degree whatso- 
ever the element of costs.” 

Mr. Brown. That is the provision of the bill that we subscribe to. 

Mr. Moss. Is that not rather an amazing departure from any pric- 
ing formula for any commodity, regulated or unregulated ? 

Mr. Brown. It may be. The point we are making is that, in the 
first place, I know of no commodity that is regulated. 

Second, the activity in the finding and producing of gas does not 
lend itself to that sort of regulation. Physically, it just doesn’t do it, 
and I have tried to point that fact out. 

Mr. Moss. Your statement, I believe, is that it does not lend itself 
to a usual utility-type regulation. 

Mr. Brown. That is right, including the price base. 

Mr. Moss. But going beyond that here—— 

Mr. Brown. That is right. 

Mr. Moss (continuing). You are saying that costs shall not, none 
of its aspects shall, be considered in arriving at a reasonable price. 

Mr. Brown. Of course, as a matter of fact, any commission in its 
reasonable application of a law has an overall understanding of the 
costs of doing business. But when you apply that to one unit of gas, 
you have trouble. 

Mr. Moss. It has an understanding, but it is prohibited specifically 
in this bill from making use of that understanding. 

Mr. Brown. In that particular rate. 

Mr. Moss. In that particular price. 

Mr. Brown. That is right. 

Mr. Moss. That is all the questions I have, Mr. Chairman. 

Mr. Mack. Mr. O’Hara? 

Mr. O’Hara. Mr. Brown, is it not true, since the Phillips decision, 
that there have been a number of increases allowed not only to the 
pipeline companies of gas-rate increases, but also in some instances 
there have been increases granted to the producers under existing 
contracts ? 

Mr. Brown. I think so. 

Mr. O’Hara. Would it not also be true that the cost item, the 
matter of recommendations of Mr. Kendall with reference to costs, 
and the other recommended change of reviewing the existing contracts 
by the Federal Power Commission might necessarily result in a gen- 
eral increase of costs to the consumers because costs might give a 
windfall as well as a deterrent to a price increase; isn’t that true? 

Mr. Brown. That is quite true; yes. 

Mr. O'Hara. So that this is a two-edged sword that we are playing 
around with here in these two suggested amendments? Y 

Mr. Brown. That is right. F 
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Mr. O’Hara. And is it not also true that there could be possibly 
some extraordinarily high increases under the theory of reviewing 
existing contracts in the light of present prices? 

Mr. Brown. That is conceivable, where some areas would be very 
expensive in the actual cost. Some people would like probably to use 
that; but I think you will throw it into confusion as an application 
of an across-the-board effort on the part of the Power Commission. 

Mr. O’Hara. Your point is that you feel that the item, particularly 
of costs, is not an overwhelming or a determining factor, particularly 
in the natural-gas business, as “related to the independent producer / 

Mr. Brown. Yes; and I do not think it is a dependable factor. | 
think that is more important. I do not think it is dependable, because 
in one place you have got a fellow whose cost is practically nothing, 
and another fellow whose cost is 10 times as much as it is actually 
worth. 

Mr. O’Hara. And all of them, both of them, legitimate costs? 

Mr. Brown. That is right. 

Mr. O’Hara. On sales? 

Mr. Brown. That is right. 

Mr. O’Hara. I think that is all, Mr. Chairman. 

Mr. Mack. Mr. Rogers? 

Mr. Rocers. Mr. Brown, I want to compliment you on your state- 
ment. I think you have pointed up the position of the independent 
very ably, especially in a most fair manner in laying before this com- 
mittee and the public the burdens that are being taken on by the inde- 
pendents under this bill, and the very few benefits that’ accrue to 
the independent which, apparently, are attempted to be wiped away 
by the two amendments that the administration has now advocated. 

But, first of all, for the position that you took in regard to the 
danger of bringing this commodity under Federal price regulation, 
and the basic opposition of the independent producer to such practice, 
I want to compliment you. 

Now when you recovered from the shock, that I am sure you under- 
went when the President vetoed the bill that he had indicated on 
numerous occasions he was for, and you read his language in which 
he said that he had—well, in effect, he said that he had put the 
political cat-o’nine-tails to everybody in the business 

Mr. Heseiron. Wouldn’t the gentleman read what the President 
was talking about ? 

Mr. Rocrers. I will make my own conclusion, Mr. Heselton. You 
made yours. 

The CuatrMan (presiding). The gentleman has not yielded. 

Mr. Hesevron. All right. I object to the characterization of the 
veto message, and I ask that the exact words be used. 

The Cuatrman. The gentleman will proceed. 

Mr. Rogers. I repeat, in which he had put the political cat-o’nine- 
tails to everybody in the industry because, as he said in his own words: 


A body of evidence has accumulated indicating that private persons— 
and now here is the important part of it— 





apparently representing only a very small segment of a great and vital industry 
have been seeking to further their own interests by highly questionable activities. 


In other words, he wanted to whip everybody in the United States 
who happened to be in the gas business because, by his own admission, 
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one or two or three people had done something that he did not ap- 
prove of. 

Then he went on in his message and he said : 

At the same time, I must make quite clear that legislation conforming to the 
basic objectives of H. R. 6645 is needed. It is needed because the type of regula- 
tion of producers of natural gas which is required under present law will dis- 
courage individual initiative and incentive to explore for and develop new sources 
of supply. 

Now, Mr. Brown, faced with that language, did you or your pro- 
ducer group or members at that time anticipate that you would be 
confronted with the bill that was introduced, apparently with the 
sanction of the administration, during this session of Congress, the 
bill before us now ? 

Mr. Brown. We hoped that we would have a bill that had that sort 
of approval that he indicated, that the message indicated there and, 
as a matter of fact, we thought maybe these two bills, through them 
we had it and, therefore, we made some concessions that we did not 
like to make, for the sake of getting an understanding between all of 
the divisions of government and all of the divisions of industry to the 
end that we get a bill. 

So we have made some concessions based on the hope that these 
bills represented the administration’s point of view, frankly yes. 

Mr. Rogers. But it was your feeling after this veto message that 
whatever gas bill came before the Congress would be in the nature 
of an exemption bill, as pointed out in the first part of your state- 
ment, did you not? 

Mr. Brown. That is correct. 

Mr. Rogers. When you were confronted with the situation that 
there were a lot of people who were willing to yield to Federal con- 
trol of the price of the commodity, you accepted that reluctantly and 
unwillingly because you were like a drowning man grabbing at a 
straw, were you not? 

Mr. Brown. We felt we needed some clarification of the law and, 
therefore, we accorded ourselves, and accepted that. 

Mr. Rogers. You accepted it; and you accepted the burdens that 
went with it, did you not‘ 

Mr. Brown. That is right. 

Mr. Rogers. Now, one other thing. 

You were not told in advance nor did you have any advice that 
Mr. Kendall was going to come up here and, as the voice of the admin- 
istration, offer two amendments that would literally undo the very 
things that you were trying to accomplish, did you? 

Mr. Brown. I had no preparation for that, no. 

Mr. Rogers. Mr. Brown, in view of the veto message last year, and 
in view of the activities that took place among the different people in 
the oil and gas business, and other interested parties in working to- 
ward a solution to the problem, you could have concluded that the 
President would not veto another gas bill similar to the original Harris 
bill, could you not? 

Mr. Brown. I assumed that a gas bill, in line with his general ex- 
pression, would meet his approval; yes. 

Mr. Rogers. Don’t you think 





Mr. Hesevton. I would like to hear the answer. What did you say? 
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Mr. Brown. I said I assumed that a bill drawn in line with his gen- 
eral statement there would have his approval. 

Mr. Rogers. Don’t you think, Mr. Brown, that there is a possi- 
bility that the attempt of the administration to bring in these amend- 
ments might be for the purpose of taking the President off of the 
hook, so he will not have to veto it again ? 

Mr. Brown. I am afraid I cannot comment on the purpose. I hope 
this, that these two bills can be approved by this committee, and then 
I would hope that he would approve them. 

Mr. Rogers. We had that same hope last year, but we met with 
disappointment. 

There are a lot of other things I would like to say about that. Some 
probably would not be admissible, but let us move into another area. 

The Cicanneelie, The gentleman has just consumed his full 5 min- 
utes. 

Mr. Rogers. Thank you; I will continue later. 

The Cuatrman. Mr. Mack? 

Mr. Mack. Mr. Brown, would I have to have an interest in 2 or 3 
oil wells to join your organization, or what would be the determining 
factor in whether I would be qualified to become a member? 

Mr. Brown. It is an organization of individuals and companies en- 
gaged in the production of oil or gas or who have a beneficial interest 
in that. 

Mr. Mack. As I understand it, I could not qualify by drilling a dry 
hole; is that right? 

Mr. Brown. We have a lot of them who have so qualified. 

Mr. Mack. If I had, perhaps, a one-eighth interest in one small 
oil well, would that qualify me? 

Mr. Brown. I would say that, coupled with implementing that 
interest by paying our membership dues would make you very 
welcome. [Laughter. | 

Mr. Mack. And how much would that cost me? 

Mr. Brown. Well, that costs you from $10 up, whatever you want 
to give. 

Mr. Mack. In other words, it is a minimum fee of 10? 

Mr. Brown. That is right. 

Mr. Mack. Well now, what if I wanted to be an associate member 
in your organization ? 

Mr. Brown. Associate? You would need to have someone with 
whom you are related or associated in business who is a member. 

Mr. Mack. In other words, if my brother had this interest in the 
oil well, then I could join? 

Mr. Brown. Well, I would rather say if your brother and you 
were partners in an interest in the oil well, he could take out the 
primary membership and have you as an associate. That is the 
way that works. 

Mr. Mack. In other words, even the associate members have to 
have some connection with actual production. 

Mr. Brown. Associated; that is correct. 

Mr. Mack. I presume that membership is at a reduced rate? 

Mr. Brown. Well, that is usually nominal. 

Mr. Mack. I assume that that is at a reduced rate ? 

Mr, Brown, That isa nominal rate as a rule; yes. 
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Mr. Mack. I am not familiar—I do not have any interest in oil 
wells, so I do not know what your interpretation of “nominal” would 
be; so would you mind saying what that is? 

Mr. Brown. Somewhere above $10; $10 or above. 

Mr. Mack. In other words then, you have the same requirements 
for your membership as you have for an associate membership / 

Mr. Brown. That is right. Normally, the larger they are in busi- 
ness, the more they subscribe to our work. It depends on their 
interest. 

Mr. Mack. You represent individuals rather than groups of indi- 
viduals; do you not? 

Mr. Brown. I represent only the one association of members. 

Mr. Mack. You represent individual members rather than having 
affiliates like the Independent Oil Producers of Illinois? 

Mr. Brown. I only represent directly the members of our associa- 
tion. Then, on problems where we have a common interest, we some- 
times work together, as in this instance some 14 of those associations 
have asked me to speak for them in this hearing—13 of them. 

Mr. Macx. You do not have the names of those associations listed 
here? 

Mr. Brown. Yes; I just filed it with the Secretary. 

Mr. Mack. I am sorry. I came in at exactly 10 minutes after 10 
this morning. 

Mr. Brown. In the tri-State area of Illinois, Indiana, and Ken- 
tucky, which represents producers all through that area, I speak for 
them here. 

Mr. Mack. I would have enjoyed hearing your entire statement; 
however, I did glance over it hurriedly. 

You have a minimum of $125,000 coming into your organization 
through membership fees? 

Mr. Brown. Through membership fees; yes. 

Mr. Mack. Yes. 

Is that your total income or do you have additional income? 

Mr. Brown. No; we have more because those who are larger will 
pay larger amounts. 

Mr. Mack. How is this money spent? 

Mr. Brown. Primarily in employees who are engaged in research, 
and maintaining statistical and economic studies of problems that 
effect our activities. 

Mr. Mack. None of this money is spent in the form of contributions 
in political campaigns or at other times of the year? 

Mr. Brown. Not a penny of it; since we have been organized, we 
have never done it. 

Mr. Mack. This is all for your administrative work— 

Mr. Brown. That is right. 

Mr. Mack (continuing). In connection principally with legislation 
here on Capitol Hill? 

Mr. Brown. No; it is principally in studying the problems of the 
industry. A part of it affects legislation. 

Mr. Mack. My colleague mentioned a few minutes ago there was 
a contribution made. He said it was nominal, and he is from Texas 
and I am from Illinois, and therefore our interpretation of a nominal 
contribution is a little different. 
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Mr. Dies. I was judging, I may say to the gentleman—I was judging 
by the enormous contributions made to the Republican candidate in 
our recent senatorial campaign. [Laughter. | 

Mr. Mack. At least we have the voice of experience. 

The Crarrman. The gentleman may proceed for a few more min- 
utes. 

Mr. Mack. It was my understanding that this nominal contribu- 
tion made to a Senator from South Dakota last year exceeded one- 
fourth or 25 percent of his entire campaign funds; and it would seem 
to me that that would fall into the category of being a substantial 
contribution. 

The reason I bring this up is for the same reason that my colleague 
quoted the veto message. The veto message of the President said he 
vetoed the bill at the time because of the ‘arrogant tactics of the gas 
lobby. 

Mr. Rocers. Will the gentleman yield there? 

Mr. Mack. Yes. 

Mr. Rocers. Objection was made by my misreading his statement. 
He did not say the gas lobby. 

Mr. Mack. I stand corrected. I think the witness understands what 
I mean. 

I believe that it would be considerably enlightening to the com- 
mittee if we could determine what expenditures were made by the 
various organizations during the last year. 

Now, the Wall Street Journal a year ago quoted a certain figure, 
I believe it was a million and a half, that was raised by an organiza- 
tion called the General Gas Committee, and I have not heard any 
discussion of that as I glanced through your statement. I, for one, am 

very interested in finding out how that money was spent, and where 
a million and a half dollars went to. 

If it cost a million and a half for the administrative expenditures of 
the General Gas Committee, I think it is very inefficient in its admin- 
istration and, therefore, I am interested in knowing something about 
that. 

Now, would your organization know, or was your organization a 
member of that association ? 

Mr. Brown. We were not a member of that. 

Mr. Mack. Is it possible that quite a few or several of your members 
individually were members of that asosciation ? 

Mr. Brown. I imagine that is true; yes. 

Mr. Mack. Do you know of any organization similar to that which 
has been organized during this present year? 

Mr. Brown. I have not see any sign of it except I saw one news- 
paper story which said the mayors’ organization was here. I do not 
know what that is. [Laughter. ] 

Mr. Mack. I would like to know or have your opinion as to whether 
or not the mayors were members of this General Gas Committee last 
year. 

Mr. Brown. I would doubt if they were. 

Mr. Mack. Mr. Chairman, I have some additional questions along 
the same line, but I know I have consumed over my allotted time and, 
therefore, I yield the floor. 
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Mr. Hesetron. I ask unanimous consent that the gentleman be 
given another 5 minutes to extend his questioning. 

Mr. Macx. I appreciate the request, but I do not like to violate the 
agreement made here this morning. 

“Mr. Hesexton. I trust you Ww ill continue later. 

The Cuarman. Mr. Brown, I will take just a very few minutes to 
ask two or three questions. 

Of course, it has been observed that I have refrained from asking 
questions thus far except on occasion, but there are some things that I 
think have been discussed here that, in my opinion, the record needs 
to be cleared on. 

In the first place—and I trust our colleague from Michigan, Mr. 
Dingell, will observe this question—under this proposed bill, it would 
not ‘change in any way the present law with respect to the present 
scheme of utility rate regulation applicable to pipeline companies on 
their utility service ; would it? 

Mr. Brown. That is my understanding; it would not. 

The Cuatrman. A pipeline is a natural gas company ? 

Mr. Brown. That is right. 

The Cuarrman. And, therefore, under this bill it would not change 
the present law or affect the regulation whatsoever regarding that 
operation. 

Mr. Brown. That is my belief, it would not. 

The Cuairman. Now, another matter that needs to be clarified: 
You were asked about the present proposed provisions here with 
reference to indefinite pricing clauses. In the new contracts you re- 
sponded that the Federal Power Commission would have authority 
to determine whether or not such an indefinite pricing clause would 
be prohibited, and there are certain of these objectionable clauses to 
which so much objection was raised 2 years ago that are declared in 
this bill to be against public policy and, therefore, are prohibited ; 
that is true, is it not? 

Mr. Brown. That is my understanding, yes. 

The Cuairman. Now, with reference to the indefinite pricing clause 
in existing producer contracts, in the first place, most of the existing 
producer contracts were actually entered into prior to June 7, 1954; 
is that true? 

Mr. Brown. That is true, yes. 

The CHatrman. In existing contracts, is it not a fact that such 
clauses are permitted to remain in the producer contracts, but the 
seller is prohibited from receiving and the buyer would be prohibited 
from paying under any such clauses a price increase until an applica- 
tion had been made by the Commission for authority to pay such 
increase ? 

Mr. Brown. That is correct. 

The Cuatrman. In other words, under an existing contract any 
indefinite pricing clause could not increase the price to the consumer 
without the Commission’s having authority to rule on it ? 

Mr. Brown. That is my understanding, yes. 

The CHarrMan. You supported the ‘bill that has been referred to 
at various times here, which passed the Congress, in the last Congress, 
the 84th Congress ? 

Mr. Brown. Yes. 
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The Cuairman. Your organization supported that bill, did it not? 

Mr. Brown. That is correct. 

The CHarrMan. Now, I am very much interested in all of the dis- 
cussion that has taken place here as to the effect of costs being in- 
cluded. There are some who have indicated that they felt that costs 
should be discretionary with the Commission. Some have indicated 
that costs should be mandatory in the bill for the Commission’s con- 
sideration. Some have said that the Commission should be prohibited 
from using or considering costs at all, and I heard your statement 
read here a i moment ago. 

This is in no way—the word was used before—to trap you; I am 
not trying in any way to trap you, but you supported the bill before? 

Mr. Brown. That 1s correct. 

The Cuarrman. As a matter of fact, that bill did not prohibit the 
Commission from considering costs, among other things, in determin- 
ing reasonable market price, did it ? 

Mr. Brown. I do not think it did. That is why I said this morning 
that if we had not used the word originally and had not had this ob- 
jection, it might have been more easily accepted. 

The Cuairman. If your industry—and Tam asking for information 
now—supported, and the industry generally, that is the producing 
segment of it, supported that provision in the last Congress, what 
would be the real serious objection, other than the immediate fear 
that jumped up in the industry when that suggestion was made? 

Mr. Brown. You mean, what would be the objection to now striking 
it out ¢ 

The CuarrmMan. To strike out the word “costs” as Mr. Kendall said, 
would be necessary to meet his suggestion 

Mr. Brown. Yes. My feeling, the principal objection, would be, of 
course, we think costs are an unsound element in that study. We think 
that it probably would not have been used had it not originally ap- 
peared in the bill, and then through a legislative debate here in the 
committee being stricken. That gives it a legislative history that 
would make it more seriously treated by the Power Commission as 
an essential element in whatever they did. I think that might make 
a very serious—— 

The Cuatrman. But if in the consideration of the committee the 
reason for that action taken was thoroughly explained, would you not 
have the same result ¢ 

Mr. Brown. That would correct it very greatly. 

The Cuairman. I have consumed my 5 minutes. 

Mr. Dries. Mr. Chairman, you did not deal with these definite step- 
up clauses, this other amendment. 

The Cnamrman. My time is up. 

Mr. Macponarp. I ask unanimous consent that the chairman be 
given an additional 3 minutes. 

The CuarrmMan. I thank the gentleman. 

Mr. Dincetu. I think the chairman is entitled to it in view of the 
fact that he asked a question for me. 

The Cuarrman. I appreciate that, but I think everyone should have 
his usual turn. 

Now, Mr. Dingell, we will return to you. 
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Mr. Dineevt. Thank you, Mr. Chairman. I would be delighted to 
yield to the chairman. 

The Cuatrman. Thank you very kindly. 

Mr. Dineen. May I ask what the ground rules are for this time 
around? What is the time consumed this time around 4 

The CyarrMan. Twelve o’clock will be here in a few minutes, and 
the House will be in session. We will return in the afternoon. 

Mr. Dincetx. In view of that, Mr. Chairman, I will ask to be passed 
over then and let it go on to others who have less questions in order 
to speed things up. 

The Carman. Does any other member have a short question that 
he wants to ask ? 

Mr. Avery? Dr. Neal? 

Mr. Macponaup. Mr. Chairman, is Mr. Brown coming back this 
afternoon ? 

The Cuatrman. Mr. Brown is coming back this afternoon. 

The committee will adjourn until 1: 30 this afternoon. 

(Whereupon, at 12 noon, the committee recessed, to reconvene at 
1:30 p.m. of the same day.) 


AFTERNOON SESSION 1.35 BP. M. 


The Cuamman. The committee will come to order. 
Resuming the afternoon session, my colleague will be recognized 
to continue with his interrogation of Mr. Brown. 


STATEMENT OF RUSSELL B. BROWN—Resumed 


Mr. Macponarp. Mr. Brown, just for the sake of clearing the rec- 
ord, Mr. Dies referred to some secret meetings, and then starte ed talking 
about the Administration’s proposed amendments, meetings held at the 
White House. 

You understand, of course, that I do not know anything about those 
secret meetings, and I had no reference to them in my earlier questions 
to you. My earlier questions went to secret meetings that were testi 
fied to yesterday here by Federal Power Commissioner Kuykendall, 
in which he discussed the formation of a gas bill in which all segments 
of the industry were recognized ; is that correct ? 

Mr. Brown. I assumed that, and my answers were in response to 
that. 

Mr. Macponatp. All right, sir. 

Secondly, I am sorry Mr. Dies is not here, because I do not have any 
automobile manufacturers in my district, so his reference to—I just 
represent a consumer district, and I was wondering if, in Texas, they 
come ups a lot of General Motors people come up ‘and put a Cadillac 
in your garage and just say, “Where do you w ant it put into your 
garage, is you want it backed in or go in head-on ¢’ 

And I have reference to the fact that Mr. Dies felt that that was the 
only industry, your gas industry, that was regulated, and therefore 
he felt that was unfair. 

But I point out to you, and I am sure you agree, that the actual 
circumstances surrounding the selling of the two products are a little 
different. Do you not agree, Mr. Brown ? 
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Mr. Brown. Yes, the selling of our product is under utility regu- 
lation. 

Mr. Macponaup. And properly should be ? 

Mr. Brown. I think so; yes. 

Mr. Macponatp. Due to its necessity—— 

Mr. Brown. Yes. 

Mr. Macponavp (continuing). As a commodity. 

Mr. Brown. Yes. They, the transporters and distributors, are 
given the benefits of a utility, and therefore should be regulated. 

Mr. Macponatp. So all these arguments about comparing them to 
other products is not quite sound. 

Mr. Brown. Well, I interpreted, if I may say, that he was talking 
about the production, and I don’t think production responds to utility 
regulation. 

Mr. Macponavp. All right, sir. 

Also, Mr. Rogers, a good friend of mine as well, and who I am sorry 
is also not here, said you were grabbing at this bill as men grabbing at, 
as I understood him to say, a dying man grasping at a straw, and | 
was wondering whether you felt that the oil industry was in any way 
dying. 

It seemed to me from figures I have seen that it is a very healthful 
industry indeed, and especially in the past year it is getting healthier 
all the time, is it not 4 

Mr. Brown. I think my answer to him on that was that we felt we 
had to give up quite a little in the effort to get a final solution of a 
problem that had concerned 3 divisions of Government as well as 3 
divisions of the industry, and we feel we are willing to give up some, 
and we have. 

Mr. Macponarp. | understand that. 

Mr. Brown. Yes. 

Mr. MacDonatp. Incidentally, I would like to compliment you on 
your presentation. I must say it is a relief to get to talk to a witness 
who responds clearly and unequivocally and with knowledge, and 

certainly you are to be congratulated in your presentation. 

Mr. Brown. I appreciate that. Thank you. 

Mr. Macponap. It is a fact, is it not, Mr. Brown, that since the 
Phillips decision _ been in effect, and the FPC has apparently, at 
least we are told, been regulating you all, that the gas industry has 
prospered considerably / 

Mr. Brown. I think it has continued on, yes. I don’t think it has 
continued as well. I don’t think as much of the gas has gone into 
the consumers’ distributing areas as should, but 
pretty well. 

Mr. Macponap. Sir, I have some figures which the American Pe- 
troleum Institute put together, which seem to indicate clearly that 
each succeeding year since 1954, production of natural gas has gone 
up. 

In 1954, it was 252,133 trillion, would that be? 

Mr. Brown. Trillion. 

Mr. Macponarp. Of gas. The Texas figures are a little high for 
me. 

And in 1955, it got up to 264,502 trillion; and last year, 1956, it got 
up to 292,100 trillion. 


it has gotten along 
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So it seems to me that perhaps the oil and gas industry is scream- 
ing considerably before they have been hurt. I cannot see, no matter 
how we look at this—there were more wells completed since 1954; 
there were 3.974—I am not talking about drilled, I am saying com- 
pleted—and in the last year in 1956, there were 4,275 completed wells. 

Therefore, it seems to me, sir, that the oil industry is screaming 
pretty hard about this regulation when, as a matter of fact, I have 
not seen any figures that would show in the slightest that the Phil- 
lips decision hampered or hurt them in any degree. 

Mr. Brown. I think probably what we are trying to say is that our 

responsibility is to respond to the consumer's requirement for gas. 
We do not think we are doing as well in meeting that requirement 
as we should, and we have tried to point out why. 

I think your figures on total wells, of well completions, is some- 
what accurate. That takes a long time, from the time deterioration 
sets in until it is realized. It is about a 5-year period, I would say. 

This year, during the last year, our explor atory machinery, that 
is, the first that goes out ahead of drilling wells, is falling off. That 
activity is beginning to fall off somewhat. considerably, ‘the number 
of active explor atory companies, and so forth. 

Mr. Macponaxp. Sir, can I just interrupt you at that point? 

Mr. Brown. Yes. 

Mr. Macponatp. It is not necessarily so that Federal regulation 
would be responsible for that, would it? Are not the forward-look- 
ing companies looking to atomic energy as a new source of power? 

Mr. Brown. I do not think 

Mr. Macponarp. Are not the reserves at an all-time high? Is 
there a need for the exploration to keep the reserves up? 

I took a check of the list which showed reserves and findings, and 
it seemed to me, although I do not claim to be any expert in this field, 
but it seemed to me clear from chee king those figures that there was 
a constant relationship between the amount of reserves and the amount 
discovered in any given year, and that the amount of the reserves has 
been pretty constant. 

And there seems to me to be no danger of our running out of re- 
serves of natural gas 

Mr. Brown. You now refer to the natural gas? 

Mr. Macponaxp. Yes, sir. 

Mr. Brown. I think that is true. We have found more reserves each 
year. 

I think the very nature of our situation is such we must find more— 
we do not have a normal year in the operation, if you know what I 
mean. We must do as well as we did last year plus something, and 
therefore the increased amount—I think if you will make an examina- 
tion, probably the records will reflect that there is an enormous num- 
ber of people who want natural gas who are not getting it. 

Now, that is the thing we feel, and we feel a duty to tell you people 
what we think would best accommodate that situation. 

Mr. Macponatp. Sir, is it not a fact that is not just dependent on 
Federal regulation, but the amount or the advisability of having var- 
ious pipelines g going to various places? It is not just finding the gas 
that gets the gas up. 
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Mr. Brown. No, no. It is getting the gas into the line, that is quite 
true, and there are a number of elements th: it go into ‘that. But 1 
think primarily what will keep this going is a desire to supply that 
fellow at the far end who really pays “for the gas. 

Mr. Macponaup. All right, sir. 

Even from a stockholder’s s point of view, is it not also true that the 
companies are having their best year and, therefore, since the com- 
panies are, although I cannot follow some of their bookkeeping 
exactly, that the companies are sharing this increase in business with 
their shareholders, and that the earnings of all the companies have 
gone up since the Phillips decision ¢ 

Mr. Brown. Substantially so, I would think. 

Mr. Macponatp. Well, sir-—— 

Mr. Brown. It should be that w ay, and I think they are. 

Mr. Macponatp. Well, sir, if the earnings are up to a new peak, if 
the reserves are up to an alltime high, if more wells are being dis- 
covered, and all the other things that I have just tried to outline, why 
is the oil and gas industry so interested in changing this field in which 
they are doing so well? 

Because, as a baseball player, you know, a manager never breaks 
up a winning combination, and it seems to me that the oil industry 
is doing very well indeed. 

Mr. Brown. You ask, I think, a very fair and a very interesting 
question. 

The oil industry is concerned about the ultimate effect of this type, 
not just this, but this proposed type of regulation. 

You see, to begin with, it is the only commodity that is being regu- 
lated. We recognize that that causes an unusual trouble. 

Second, the regulations proposed and now in effect, from which 
we want to get some freedom, are inequitable. They are what I inter- 
pret to be a governmental entrapment of the producers. 

If I may, T will explain that. 

Before we had any 1938 act, men were induced to go into this busi- 
ness because they saw in it an opportunity to invest money, and they 
went into it volunte rily. 

After the 1938 act, they recognized if they went into the distribu- 
tion or inter sth transportation, they could not do it voluntarily, they 
had to go into it as a utility and had to take that regulation. 

Producers were not so required, so they felt willing to go on, invest 
more money, make sales contracts. A lot of these contracts had been 
made long before the 1938 law, and have continued on. 

Then later when there was some concern that the Power Commis- 
sion was going to exercise control over producers, the falling off of 
gas into the interstate lines became obvious; and rule 139 was pub- 
lished by the Power Commission, in which they said that there was 
some concern about them going to exercise control, and they would 
not exercise control. 

That induced people to go ahead then with freedom of contract, 
don’t you see? They could make any kind of contract to protect their 
oper ation. So they continued on. 

And, as indicated specifically in this amendment here, where the 
control of the original contract is retained, that simply means that a 
producer who made a contract, faces having a part of his considera- 
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tion taken away from him. He made one contract for 314 cents. 
Maybe with the same man he made another one for 7 cents. 

What he was thinking of was the average of the two. So under the 
amendment the Power Commission assumes the right to void those 
contracts. 

He also kept in his mind that he could withdraw any time; he felt 
free because he had a contract. 

Now they say he cannot withdraw. 

So, for the first time, we have a proposed legislative restriction 
which violates contracts between individuals. 

We recognize, and we have tried to concede, that it is possible 
to make contracts which are not in the public interest in the opera- 
tion of the law, and that is the kind of contract we thought we re 
ceded from, such contracts as certain of the escalation contracts. 

That makes it impractical for the Power Commission to regulate, 
so we said, “All right, make those violations of the law.” 

But the other contracts should not be voided; and if they are 
voided, the contractor ought to be permitted to withdraw and sell 
his gas some other place. But he is not given that privilege. 

I am trying to give you that pic ture. 

Mr. Macpona.p. I am not saying it is a one-way street, by any 
means. It is a complicated business, that is clear. 

Mr. Brown. That is right. 

Mr. Macponaup. Do you not feel that since profit—let’s face it, the 
profit motive is what motivates all business, not just the oil indus 
try—since profit is the motive, do you not think that having this 
very, very special tax depletion allowance more than makes up for 
any handicap that you might have, and certainly adds incentive to 
investment ? 

Mr. Brown. No; I do not. 

Mr. Macponatp. You do not feel that this very unique benefit by 
which you can take off the top 27.5 of your earnings before you pay 
any taxes is a tremendous help to your industry ? 

Mr. Brown. I recognize it as a very sound tax provision for a 
very hazardous industry. 

Mr. Macponarp. It is a very sound provision from your point of 
view, I am sure. 

Mr. Brown. But I do not look upon it as a privilege. 

Mr. Macponavp. I repeat, sir, 1t is a sound provision from your 
point of view ? 

Mr. Brown. Yes. 

Mr. Macponarp. But the word you just used, I think, “privilege,” 
is exactly what it is. It is a privilege which recognizes the fact that 
it isa hazardous industry. 

But I can point out to you that there are many—and if you take 
a look at the figures of the number of business failures we have had, 
unfortunately, in the United States in the last couple of year, or 
perhaps back ‘for the last 4 years, you will find they are very high, 
too, and that there is no assurance in any business that, once entered, 
you are going to have a profit returned to you. 

It just seems to me that any extrahazardous aspects of your indus- 
try are more than compensated for by this 27.5 depletion that runs 
ad infinitum on your tax returns. 
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I talked to, or we had as a witness, I think he was the president of 
the Standard Oil of New Jersey, and he furnished me with a figure for 
Humble, which showed that in the year 1955, Humble saved about $57 
million in taxes for that year. 

This is just on their books and, as I say, it was a double bookkeeping 
business that is hard for a layman to really pin him down exactly, but 
certainly if it shows $57 million tax savings, I would say that is a 
minimum of what was saved under this depletion allowance, and it 
seems to me clear that any company as big as Humble, that our Treas- 
ury—we would not have all this budget-cut talk, in my opinion, if we 
could—-I do not say do away with depletion, and perhaps I am getting 
a little afield at this hearing, since this is not a depletion hearing, but 
since so many of you people talk about the incentive aspect, it seems 
to me clear that your incentive aspect is more than covered by this 
extraordinary tax provision which has been written into the tax laws. 

Mr. Brown. I hope, Mr. Macdonald, you make some detailed study 
on that. The Congress has for years studied this question, beginning 
in 1924, 1925, through 1926, with all of the experts they could eet, not 
from the industry but outside, and they decided that was a reasonable 
approach. 

And then the Congress at that time appointed a watchdog com- 
mittee to see how it affected it, and they came back with the report 
that the industry had not inordinately profited. 

That has been our experience. 

Mr. Macponaxp. I did not use the word “inordinate” profits. How- 
ever to somebody from New England, the profits that are made are 
very high indeed. 

Mr. Bown. Well, I mean by that, they indicated that there was 
no advantage to the industry, but rather, it served as a sound tax 
base for the hazardous type of operation in which we sell a part of 
our capital every time we sell a barrel of oil or a foot of gas. 

So there is a part of the capital gone with that sale, so you have 
got to find a means of reckoning that figure. 

Mr. Macponarp. I do not want to prolong this. How about the 
motion-picture people, whose productive lives are very short indeed ; 
how about people like Ted Williams or other athletes; how about 
our writers, who have just so many books in them? Do you not 
feel that everybody is being depleted daily ? 

Mr. Brown. I doubt if you get many of the writers to say 
that they have given away much of their physical capital. I think 
they all figure they are improving—every one I have talked to. 

Mr. Macvonatp. Well, sir, I have had a little experience in that 
field, and they all feel they have just a few really good books in them. 

However, that is aside—— 

Mr. Brown. That is aside from the oil question. 

The CHarrman. If we can, let us stay within the reasonable dis- 
cussion here. I am sure the gentleman understands that. 

Mr. Macponatp. I appreciate the chairman’s tolerance. 

This one last question, sir: All this business about cost is confusing, 
and the witnesses have been, up to you, confusing about the cost basis. 
But since we have discussed the profit motivation in your industry, 
how can anybody go into the industry or how can you expect an in- 
vestor to take out shares of stock in your company or on some indi- 
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vidual enterprise if he cannot in some way be able to judge what the 
cost of production is going to be? 

Mr. Brown. I think—— 

Mr. Macponatp. He will not go in if he feels the cost of production 
is going to be more than he can get for his gas, will he? 

Mr. Brown. My experience ‘with those people is, they look at the 
money you spend, or invest, and the results you get from that money. 
I do not think many of them look at the cost of a barrel of oil or the 
cost of a foot of gas. They are looking at how successful are you in 
your operation. 

Then they invest on that. I believe that is my interpretation of 
their action. 

Mr. Macnonap. All right, sir. But it does not seem to me—and 
after this I will yield—it ‘does not seem to me that it is possible to 
run in a businesslike w ay any company without knowing exactly what 
the cost of production is, and that in any industry the cost of the 
end product that is peddled to the public, the basic aspect of that cost 
to the public is what it costs to produce. 

Mr. Brown. I think that is true. 

Mr. Macponatp. Why should the gas and oil industry be any dif- 
ferent ? 

Mr. Brown. Well, that is a fair question, and our objection to using 
costs as a base is in our attitude, and in this I think we owe it to you 
people to tell you, you are chasing a fantasy if you try to use costs 
as a base to determine the price of gas, because it is not realistic, and 
I base that on some of the illustrations I made. 

We may find a well which costs X dollars, we will say $700,000. We 
find that at the conclusion of that development of that well, we can 
recover what looks like about $300,000 worth of gas. 

Now we are confronted with: Shall we walk off from that and lose 
the $300,0007 I mean $300,000 above the operation of lifting. Shall 
we go ahead and lose that, or shall we retrieve that ? 

If you add your costs of that well, you have got a cost for that unit 
of gas that is completely out of line. You have got a cost there many 
times what the ordinary cost should be. 

And another illustration I have used is, any time you drill a well— 

Mr. Macponatp. Excuse me, sir. On that very point, I would have 
no objection to the FPC taking into consideration that it cost you a 
a little more to drill a well, and therefore you should get back more 
for the gas going into the pipeline. It will average out in the long 
run, will it not, with somebody with large holdings ? 

Mr. Brown. Then you have got a fluctuating base where the high- 
priced gas is competitively cut off from the market, because the pipe- 
lines are duty bound to the Power Commission to find a gas as 
cheaply as they can: so the first thing you know, this fellow who is 
trying to retrieve a little is priced out of the market. He has priced 
himself out of the market. 

But he may have other operations, and the wherewithal to go in 
and find gas and sell the gas, so he stays in business. And I think 
when you leave it to the Power Commission to take into consideration 
all these—normally, public officials are pretty conscientious men—] 
think when they put their thinking together under the standards here, 
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they have got plenty of room there to provide what is a reasonable 
price. 

And if they trace—— 

Mr. Macvona.p. Inevitably, it seems to me, sir, that you come back, 
when you say “reasonable mar ket price,” the basic thing in that reason- 
able market price is the cost of producing. So you are going right 
around in a circle. 

Mr: Brown. Well, if that were true, this fellow who has a high 
price would not be able to sell in the market, because he could not 
afford to. 

Mr. Macpona.p. I have had letters of complaint from some people 
down in your section—I take it you are from Texas. 

Mr. Brown. Oklahoma; pretty close. 

Mr. Macponaup. They say that going out these days and finding 
natural gas is worthless, because unless” they can get the pipeline to 
take it, they might as well find, I won’t say coal [laughter ], but gravel, 
shall we say. 

So it seems to me that these large companies have done it at both 
ends. They have got us up in the North, and they have got the truly 
independent producer who is some fellow who is fortunate enough 
to have 3, 4 oil wells hit on his land, they have got him by the throat 
as well. 

And it does not seem to me that without Federal regulation that 
is ever going to be changed, and that is why, one of the reasons, I 
introduced this bill, which would free from control the type of person 
that the act of 1938 was never meant to affect in the first place, namely, 
the truly independent producer. 

Mr. Brown. I appreciate the objective. 

Mr. Macponatp. That is why I am amazed that you are not for it. 
But anyway, I yield. 

The Cuatrman. Mr. Heselton? 

Mr. Heseiron. Mr. Brown, on this, what was called in the Journal 
of Commerce article, and I assume was, a news release, and which is 
identified as a joit protest, [ am interested that there were only 
four of you gentleman who joined in it. With you was the president 
of the Mid-Continent Oil & Gas Association, the president of the 
Rocky Mountain Oil & Gas Association, whom I find is listed as a 
witness here before the committee, and the president of the Western 
Oil & Gas Association. 

1 take it from what you said that you knew nothing whatever 
about the possibility that these amendments to which ‘the release 
was addressed were going to be suggested by the witness for the ODM 
on Tuesday morning. 

Mr. Brown. That is correct, I did not know. 

Mr. Hesexron. It came as a shock to you? 

Mr. Brown. That is right. 

Mr. Hesevron. Well, just how did you go about developing this, 
what the article from the Washington bureau of the Journal of Com- 
merce describes as a joint protest? Do you want to tell us? 

Mr. Brown. I would be glad to tell you that. 

I was present when the proposals were made before your commit- 
tee, and when Mr. Kendall made those 

Mr. Hesevron. What is that? 
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Mr. Brown. I was present when Mr. Kendall made these proposals. 

Mr. Heseuron. Yes. 

Mr. Brown. I went back to my office after the hearing was over, 
realizing that I might be called on for an expression on that. 

I sat down and wrote out what my reaction to his proposal was, 
copied it that night, and called as many of my people as I could get on 
> phone that night. I had that with me the next morning. 

I did not see the Wall Street Journal article which mentioned the 
fact that these amendments had been proposed and that the industry, 
someone told me—I had not even seen that yet—that the industry 
was prepared to accept it. 

Someone came to me during the hearing and said, “Are you the 
industry man that says he is prepared to accept these ?” 

And I said, “No.” 

And then he said, “Well, maybe then we ought to have a statement 
on it, stating your views to the contrary. Do you have any views?” 

And I gave him this copy as our views. 

Mr. Hesevron. I guess we are talking at cross purposes. I am 
addressing myself to this so-called joint protest. 

Mr. Brown. That leads exactly to it. 

Mr. Heseuron. Which was published on May 9, so far as I know, 
in the Journal of Commerce. You refer to the Wall Street Journal. 

Mr. Brown. I did not see the one—— 

Mr. Heserron. You have seen this now. 

Mr. Brown. Yes; that is right. 

Mr. Heseuron. And I think you told me this morning you had 
seen it before you presented the second statement. 

Mr. Brown. That is correct ; yes. 

Mr. Hesevron. What I am interested in is, How did you four gen- 
tlemen happen to agree upon this protest ? 

Mr. Brown. That is exactly what I was leading up to. 

Mr. Heserton. I hope you will get to it, because we are under 
limitations of time. 

Mr. Brown. I amsorry. 

While the hearings were going on, one of these gentlemen came 
to me and said——. 

Mr. Hesextton. Which one? Let’s be specific. 

Mr. Brown. I think it was Mr. Lyons, [ am not sure. 

Mr. Heseiron. Yes. 

Mr. Brown. But one of the gentlemen. 

And I said, “All right, here are my views.” 

And sometime after that, they brought back into the room, through 
some of my assistants, that statement, and asked if that was all right. 
And I said, “That suits me and my position.” 

As far as I know, that is it. 

Mr. Hesetron. Where were the other two gentlemen ? 

Mr. Brown. They were, I guess, outside. I wasn’t with them. 

Mr. Hesetron. You do not know how they were induced to join 
in the statement ? 

Mr. Brown. No. I assume the same way. People talked to them 
just like they talked to me. 

Mr. Hersetton. I know, but we know how releases are issued. They 


are not just issued off the cuff, and there some thought is given 
to them. 
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You have told us that one of the gentlemen came to you and asked 
you how you felt about it. 

Mr. Brown. That is right. 

Mr. Heseiton. And you pulled out of your pocket something you 
had already prepared, and said, “This is the way I feel about it.” 

Mr. Brown. That is right. 

Mr. Heserron. And he took it off, and apparently talked with two 
of the other gentlemen, and came back to you and said it was all 
right. Isthat right? 

Mr. Brown. That isright. I believe 

Mr. Hesevron. Thereupon, the release was issued; is that right? 

Mr. Brown. I assumed it was issued. It appeared. It had my 
approval. 

Mr. Hesevron. It was in the newspapers. 

Mr. Brown. It had my approval. 

Mr. Hesexron. It had your approval. 

Mr. Brown. Yes. 

Mr. Hesevron. Now, how many members are there in your associ- 
ation ? 

Mr. Brown. About 8,000. 

Mr. Heseiton. Do you know whether or not the other 7,999 agree 
with you? 

Mr. Brown. I certainly do not. 

Mr. Dincett. Would the gentleman yield at that point, to me, for 
just one question ? 

Mr. Heserton. Yes. 

Mr. Drncett. Do you think it is wise for you to be issuing press 
releases as a representative of an industry group without your knowing 
how your people feel about it ? 

Mr. Brown. I thought it was all right to issue this one. 

Mr. Dincetu. Did you clear it with any of these folks / 

Mr. Brown. No. 

Mr. Dincetxi. You just sort of went ahead. 

Mr. Brown. I explained exactly the processes. I wrote this out the 
night before, I called a number of my people and they agreed with 
me. I haven't talked to 8,000. 

Mr. Hesetron. You called a number of your people? 

Mr. Brown. Some of my people, my officials. 

Mr. Hesevton. Whom did you call? 

Mr. Brown. Mr. Wood—— 

Mr. Hesetron. This isnewstome. Who did you call ? 

Mr. Brown. The president of our association. 

Mr. Heseiron. Who is that? 

Mr. Brown. Mr. Robert Wood. 

Mr. Hesevron. Where is he located ? 

Mr. Brown. He is in Midland, Tex. 

Mr. Hesetron. And you called him? 

Mr. Brown. Yes. 

Mr. Hesevron. Who else? 

Mr. Brown. I talked to Mr. Jones. 

Mr. Hesevron. Who is he? 

Mr. Brown. He is in our office. 

Mr. Hesevron. Where is he located, here ? 
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Mr. Brown. Here in Washington. 

Mr. Hesevron. Who else ? 

Mr. Brown. I talked to Mr. Jameson in our office. 

Mr. Hesevron. Here in Washington ? 

Mr. Brown. He is in Washington. 

Mr. Heseiron. Who else? 

Mr. Brown. I don’t know of anyone else that night. 

Mr. Hesevron. What is that? 

Mr. Brown. I don’t know of anyone else now. 

Mr. Hesevron. And these other three gentlemen were here in 
Washington ? 

Mr. Brown. Yes. 

Mr. Hesevron. Well, there are a lot of other gentlemen around 
here who are competent to issue joint press releases with you in this 
field. 

Mr. Brown. I did not understand. 

Mr. Hesevron. Are there not many others of these gentlemen in 
this room and over at the caucus room perfectly competent to join 
with you in a press release of that importance / 

Mr. Brown. I would think so. I didn’t try to get anybody else. 

Mr. Hesevron. W hy did you not call some of them ? 

Mr. Brown. I didn’t feel called upon to do it. I just agreed to 
this one. 

Mr. Heserron. When you decided to prepare this subsequent 
statement that was presented to us this morning, how many people 
did you call ? 

Mr. Brown. This statement that I presented this morning was pre- 
pared in advance of that. 

Mr. Hesetron. Ahead of that ? 

Mr. Brown. Yes. 

Mr. Hesevron. You got a little madder after you thought about 
it, is that right? 

Mr. Brown. No, I don’t think so. 

Mr. Heseiton. Why stiffen it up a bit? 

Mr. Brown. They both mean the same thing to me. 

Mr. Hesettron. They both mean the same thing. 

I was interested in the line of questions that Mr. Mack opened up. 
Will you tell me whether the Humble Oil & Refining Co. is a member 
of your—what is it—association ? 

Mr. Brown. Association. 

Mr. Hesevron. Of your association ? 

Mr. Brown. They are not. 

Mr. Hesevtron. They are not either a direct member or an associate 
member ? 

Mr. Brown. No. 

Mr. Hesertron. Or an honorary member? 

Mr. Brown. No. 

Mr. Hesevron. Have no connection at all with your association ? 

Mr. Brown. No more than they are in the same neces.’ 

Mr. Hesevron. No. But they have no direct financial— 

Mr. Brown. No. 

Mr. Hesevron (continuing). Or other connection with your asso- 
ciation ? 

Mr. Brown. That is correct. 
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Mr. Hesston. Is the Phillips Petroleum Co. ? 

Mr. Brown. They are. 

Mr. Heseiron. The Phillips Petroleum Co., is that a direct member 
of your association or associate member or honorar y member ¢ 


Mr. Brown. They are a direct. member. 
Mr. Hese ea What is that? 
Mr. Brown. A direct member, and have been for 27 years. 


Mr. Hesevron. And I assume they have been assessed a certain 
amount for membership fees. 

Mr. Brown. No. We do not assess anyone. They subscribe a cer- 
{ain amount. 

Mr. Heseriron. They subscribe. What did they subscribe in the 
last current year? 

Mr. Brown. I think it was $10,000, but Iam not sure. I don’t keep 
the money accounts. 

Mr. Hesevron. Ten thousand dollars? 

Mr. Brown. I think that is it. 

Mr. Hesertron. Do you know how much natural gas reserves they 
own 4 

Mr. Brown. Quite a bit. I don’t know. I understand they are 
one of the largest. 

Mr. Hesevron. One of the top ownerships in the country; is it 
not ? 

Mr. Brown. That is my understanding. 

Mr. Heserron. You saw the tabulation which was furnished at 
my request in 1955, and was placed in the record of the hearings at 
page 23; did you not? 

Mr. Brown. I think I have seen that same statement; yes. 

Mr. Heseiron. At that time, there were, according to the report 
made by the Federal Power Commission at my request, total reserves 
of 211.5 trillion cubic feet in the United States as of December 31, 
1953, according to the American Gas Association. Do you know 
whether that has been increased since that time? 

Mr. Brown. No; I do not. 

Mr. Hesevron. ae have no information in your office ? 

Mr. Brown. No. I don’t keep up with their production rates. 

Mr. Hesevron. Your research people pay no attention to new dis- 
coveries or new wells available in the country ? 

Mr. Brown. In the overall, yes, but not by company. 

Mr. Hesevron. But not so you could furnish us with any infor- 
mation as to what it is as of the last reporting date ? 

Mr. Brown. We do not keep it by companies. We keep it on the 
overall. 

Mr. Hesetton. Why do you not keep it by companies? 

Mr. Brown. Because the overall figure is the one we deal with. 

Mr. Heseiron. What is the overall figure that you know ? 

Mr. Brown. I do not know. I can get it for you. 

Mr. Heseuton. It was more than 221 trillion; was it not? 

Mr. Brown. Quite a bit. 

Mr. Hesevtron. Quite a bit more? 

Mr. Brown. We have those figures, if you would like to have 
them. 

Mr. Hesevron. The Phillips Petroleum Co. as of that time had 
natural gas reserves of 13,000,200,000,000 cubic feet, did they not? 
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Mr. Brown. I don’t remember the exact figure. I assume it to be 
what was reported. 


Mr. Heseviron. That is what it shows. 
Is the Texas Co. associated, directly or indirectly, with your associa- 
tion ? 

Mr. Brown. No. 

Mr. Hesevron. Is the Stanolind Oil & Gas connected with you in 
any way ? 

Mr. Brown. No. 

Mr. Heserron. Is the Magnolia Gas & Oil connected with you in 
any way ? 

Mr. Brown. No. 

Mr. Heserton. So the record will be complete, let me run through 
this list quickly, and you can answer, “yes” or “no.” 

Union Producing Co. ? 

Mr. Brown. T hey are, I think; yes, they are. 

Mr. Hesexron. A direct? 

Mr. Brown. Yes. 

Mr. Hesevton. And I wish to incorporate at this point, Mr. Chair- 
man, the tabulation which I am examing the witness on, which ap- 
pears at the top of page 23 of the hearings of 1955. 

The CuarrmMan. Very well, they will be included. 

(The tabulation referred to is as follows :) 


Natural gas reserves of certain large producers 


Natural gas reserves 


Company 














Volume 
As of— (trillion 
cubic feet) 

Phillips Petroleum Co : poate --| Dee. 31, 1953 13. 2 
Union Producing Co- | Oct. 31,1954 14.0 
Stanolind Oil & Gas Co- | Dec. 31, 1953 | 9.9 
Humble Oil & Refining Co- .| June 30, 16.0 
Magnolia Petroleum Co-___- Dec. 31, 1953 | 17.5 
Shell Oil Co ; pam Sd Fie ce () 
Chicago Corp- --.- . . siete iia (2) 
Atlantic Refining Co- | Dee. 31, 1953 _—s 
Shamrock Oil & Gas Corp. = i Nov. 30, 1954 | 1.7 
Skelly Oil Co | Jan. 1, 1953 | 2.3 
8 ala dak nindulnn ems d dealt ieee, esi Keas SS (2) 
Sun Oil Co acs ; is z ae sk: eee (2) 
Gulf Oil Corp-- ; ‘3 Pasaceucene ot: (2) 
Nn EE zsssaese-| Dee. 31,1063 | 10.5 
Carthage Corp. plant. demon de inks Hl A ees pole (?) 
Republic Natural Gas Co... ___-- ebbe NL dee oii keh cae (2) 
Superior Oil Co_--- : ; | = (?) 
Cities Service Gas Producing Co--.-_- | Dee. 31, 1953 | (2) 
NNN ook on) bc i pas Stages ckekbacaes=n phates -| Jan. 1, 1953 1.5 
Union Oil Company, of California | Dee. al. 1953 | 32.1 
Continental Oil Co biabisiee = Senne blac eS 2.2 
Southwest Gas Producing Co., Inc sale daha stkeetndeanianaii coe Fons aae (2) 
Panoma Corp- --- iahebe Gecchcie pecad gehen Peete a (2) 
La Gloria Corp | 3 
Pure Oil Co- (4) | 3.7 
Ohio Oil Co. i 5 : iS ed Oe eee 1953 | | 
Western Natural Gas Co- May 31, 1952 | 1.4 
Abercrombie, J. S., Co oie cone pie wae eiacunt os ‘ (2) 
Tide Water Associated Oil Co ; ; i : Dee. 31, 1952 | LZ 
Sinclair Oil & Gas Co_- ‘ ; ates ..-| Dec. 31, 1953 | 11,7 
El Paso Natural Gas Co. cSfelietni ae ie a 7 ...| Dee. 31, 1952 3.8 
Panhandle Eastern Pipe Line Co ca ---| Dee. 31, 1954 | 3.5 

Total i . | 91.0 


1 tediaiieny affiliated companies 
2 Denotes data not available. 

3 1.6 trillion cubic feet net. 

4 Not given. 
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Mr. Heseiton. Let me run through this to make it consecutive. 

Shell Oil Co. ? 

Mr. Brown. No. 

Mr. Hersreiron. Chicago Corp. ? 

Mr. Brown. I think they are; yes. They were at one time. 

Mr. Hesetron. Don’t you know? 

Mr. Brown. They were at one time, and I do not know whether they 
are now or not. ‘They were at one time. 

Mr. Heserron, Atlantic Refining Co. ? 

Mr. Brown. No. 

Mr. je ron. Shamrock Oil & Gas Corp. ? 

Mr. Brown. Yes. 

Mr. Hesevron. Skelly Oil Co. ? 

Mr. Brown. Yes. 

Mr. Hesevron. Sun Oil? 

Mr. Brown. Yes. 

Mr. Hesevron. Gulf Oil? 

Mr. Brown. No. 

Mr. Heseiron. Texas Co. ? 

Mr. Brown. No. 

Mr. Hesevron. Carthage Corp. ¢ 

Mr. Brown. I am not sure. I believe they are, but I couldn’t tell 
you on them. I don’t keep the books. 

Mr. Hrsevton. Of course, 1 want you to verify anything you say, 
and if you are wrong about it, correct the record. 

Mr. Brown. Yes. 

Mr. Hesevron. Republic Natural Gas Co. ? 

Mr. Brown. No. 

Mr. Hesevtron. No? 

Mr. Brown. Yes; I believe the Republic is; I would say so. 

Mr. Heseiron. Superior Oil Co.? 

Mr. Brown. No. 

Mr. Hesevron. Were they not last year / 

Mr. Brown. I don’t think so. 

Mr. Hesevron. Were they in 1955? 

Mr. Brown. | don’t remember. They were at one time, but I don’t 
think they were in 1955 or 1956. 

Mr. Hesevron. Are you sure of that? 

Mr. Brown. No. That is what I say, 1am not sure. They were at 
one time, and I don’t know when they withdrew, if they did. 

Mr. Hesevron. It is a rather well-known company. 

Mr. Brown. It is a very successful company. 

Mr. Hesevron. I agree with you on that ; and also well known, not a 
company that you would just toss up and say you knew nothing about it. 

Mr. Brown. Well, I don’t keep up with the specifies. 

Mr. Hesevron. Look, Mr. Brown, don’t you know whether the Supe- 
rior Oil Co. was a member of your associ iation in e: rly 1955? 

Mr. Brown. If I knew, I wouldn’t hesitate a bit to tell you. They 
used to be members, and they may have been in 1955, but I don’t know. 
I will find out, if you want me to. 

Mr. Heseitton. When did they drop out ? 

Mr. Brown. I don’t know, if they did. 

Mr. Heseiron. You do not know whether they did? 


92196—57—pt. 1——15 
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Mr. Brown. I don’t keep up—— 
Mr. Heserron. If they did, were they invited out ? 
* Mr. Brown. I don’t think so. 
Mr. Heseiton. You don’t think so? 
Mr. Brown. I wouldn’t think so. 
Mr. Hese.ton. Well, suppose you look up the facts, and just pre- 
sent a little statement so we will know about it. 
(The following information was later received from Mr. Brown :) 


INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA, 
Washington, D. C., May 17, 1957. 
Hon. OREN HARRIS, 
Chairman, House Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D.C. 


DEAR CONGRESSMAN Harris: During my appearance before your committee 
on May 10, in regard to the Harris-O’Hara bill on natural gas, Congressman 
Heselton inquired, beginning page 448 of the transcript, as to whether or not 
certain companies are members of the Independent Petroleum Association of 
America. At the time I was in doubt concerning the membership of several com- 
panies. I have since checked the records and wish to clarify the status of the 
following companies: 

The Chicago Corp.: This company acquired the Champlin Oil & Refining Co. 
which holds a membership. 

Carthage Corp.: This company is not a member. 

Republic Natural Gas Co.: This company is a member. 

Superior Oil Co.: The Houston, Tex., branch office of this company holds a 
membership. 

Southwest Gas Producing Co., Inc.: This company is a member. 

,anoma Corp.: This company has changed ownership and is not a member. 

J.S. Abercrombie: This individual is a member. 

Very truly yours, 
Russett B. Brown. 


Mr. Brown. I will be glad to do it. 

Mr. Heseiron. Cities Service Gas Producing Co. ? 

Mr. Brown. No. 

Mr. Hesevron. Sunray Oil Corp. ? 

Mr. Brown. Yes. 

Mr. Heseiron. Union Oil of California ? 

Mr. Brown. No. 

Mr. Heseiron. Continental Oil ? 

Mr. Brown. Yes. 

Mr. Heseiron. Southwest Gas Producing Co., Inc. ? 

Mr. Brown. Ithinkso. But some of those names I get lost on. But 
I think they are. 

Mr. Hesevton. Panoma Corp. ? 

Mr. Brown. Panoma; I don’t know. 

Mr. Heseitron. You do not know? 

Mr. Brown. I donot know. 

Mr. Hesevron. La Gloria Corp. ? 

Mr. Brown. Yes. 

Mr. Hesevron. Pure Oil Co. ? 

Mr. Brown. Yes. 

Mr. Hesston. Ohio Oil Co. ? 

Mr. Brown. Yes. 

Mr. Heseitton. Western Natural Gas Co. ? 

Mr. Brown. Well, I get lost, because some of those in the oil indus- 
try are members of ours, and they have a different name for their gas 
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operations, and I am not sure about that. I would be glad to look it 
up, sir. 

Mr. Hesertron. Well, who controls the association, the oil people, 
the gas people, or who? 

Mr. Brown. It is largely oil. 

Mr. Heserton. It is largely oil ? 

Mr. Brown. Yes. 

Mr. Heseiton. And you are appearing here as an oil witness 4 

Mr. Brown. No. Iam appearing here as a gas witness. 

Mr. Hesetron. Oh, a gas witness ? 

Mr. Brown. We have a lot of gas, also. 

Mr. Hesenron. Western Natural Gas Co. ? 

Mr. Brown. That is the one I thought you asked me. 

Mr. Hesevron. Yes. 

Mr. Brown. Iam not sure about that. 

Mr. Hesevton. That is the one we are taking about. 

Mr. Brown. Yes. 

Mr. Heseriton. J.S. Abercrombie? 

Mr. Brown. I don’t believe he is. He was at one time, but I am not 
sure he is now. He would be welcome, I would say, but I don’t know 
whether he is or not. 

Mr. Hesevton. Tide Water Associated Oil Co. ? 

Mr. Brown. No. 

Mr. Heserron. Sinclair Oil & Gas Co. ? 

Mr. Brown. No. 

Mr. Hesetron. El Paso Natural Gas Co. ? 

Mr. Brown. Yes. 

Mr. Heseiron. How many trillion feet of reserves have they; do 
you know offhand ? 

Mr. Brown. I do not know, but they have got rather considerable. 

Mr. Hesevron. Panhandle Eastern Pipe Line Co. ? 

Mr. Brown. No. 

Mr. Hrsevron. Well, I guess probably to save the time of the com- 
mittee and you, I will ask you to submit a list of your membership; 
will you? 

Mr. Brown. The entire list ? 

Mr. Hesevron. Submit it to the chairman. I want to see it. 
Whether we can incorporate the rest of them, I do not know. Will you 
do that ? 

Mr. Dinceii. I would like to see that in the record. 

The Cnatrman. I am not sure that 8,000 names ought to go into the 
record. 

Mr. Hreserron. I am not asking that it go into the record. TIT ask 
that it be submitted. I think it is available, and I know of no reason 
why it should be hidden. 

The CuatrmMan. You may submit it for the record, and I do not 
think the witness has indicated he is trying to hide anything. 

Mr. Hesevton. I don’t think he is. 

Mr. Brown. May I have one explanation ? 

Mr. Heseiron. Yes. 

Mr. Brown. Since they are kept at Tulsa—— 

Mr. Hesevtron. What is that ? 
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Mr. Brown. The names of our membership are kept at Tulsa, Okla. 

Mr. Hesevron. What? 

Mr. Brown. Kept at Tulsa, Okla., the names of the members. 

Mr. Heseuton. Well, the mails are still running, we hope. 

Mr. Brown. I just wanted to get in an explanation. Is it all right 
for me to have time to have those transmitted here from Tulsa? 

The Cuatrrman. Qh, yes, of course. 

(The following letter with respect to the above colloquy was later 
received from Mr. Brown:) 


INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA, 
Washington, D. C., May 17, 1957. 
Hon. OREN Harris, 
Chairman, Interstate and Foreign Commerce Committee, 
United States House of Representatives, Washington, D.C. 


Dear Mr. CONGRESSMAN: During the occasion of my appearance before your 
committee on Friday, May 10, the question of submitting a list of the membership 
of the Independent Petroleum Association of America was discussed during the 
examination by Congressman Heselton. As I advised you at that time, the list 
would consist of approximately 8,000 different names. Many of these would be 
relatively unimportant in the ownership of reserves of natural gas. 

Since it was indicated during the discussion that the full list might not be 
desired by the committee, I am enclosing a list of our officers and some 450 direc- 
tors, which perhaps will serve the purpose of the committee. It is requested, 
however, that the list not be published in the printed record of the hearings 
where it would become available as an indiscriminate mailing list. 

If the committee determines that a full list of our membership is essential, we 
will, of course, be glad to supply it. 

Sincerely yours, 
RUSSELL B. Brown. 


Mr. Hesevron. Well, interestingly enough, that group of natural 

gas companies or oil companies, we call them producers, held as of 
ths at time 91 trillion of the 211 trillion and a half cubic feet of proven 
gas reserves. I wonder if you would—how many research people do 
you have? 

Mr. Brown. I did not understand that. 

Mr. Hesevron. How many research people do you have? 

Mr. Brown. Two. 

Mr. Heserton. Two? Well, probably it is a litle bit difficult to 
ask you this, but I will ask you whether it can be done or not. 

Mr. Brown. That is all right. I will be glad to answer that. 

Mr. Heseiton. Can you indicate how much of the natural gas 
reserves in the country the members of your association control ? 

Mr. Brown. I can indicate, because I glanced over that list. 

Mr. Heserron. Because what ? 

Mr. Brown. I glanced over that list: I say I can indicate. 

Mr. Heserron. You have already done so? 

Mr. Brown. I have not written it down, but I glanced over it, and 
that list looks like about a little over 40 percent—— 

Mr. Hesevton. Forty-three. 

Mr. Brown (continuing). Of the gas spoken of that year. I do not 
remember what was represented in “our association. T imagine that 
is a matter of calculation. We could get that for you if you would 
like to have it. 

Mr. Hrsevron. Could you get it? 

Mr. Brown. I will try to, if you would like it. 

Mr. Hesetron. That is fine. 
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(The following information was later received from Mr. Brown :) 


INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA, 
Washington, D. C., May 17, 1957. 
Hon. OreEN Harris, 
Chairman, Interstate and Foreign Commerce Committee, 
United States House of Representatives, Washington, D. C. 


DEAR Mr. CONGRESSMAN: As reflected on page 454 of the transcript of my 
testimony before your committee on May 10, 1957, Mr. Heselton asked if I could 
indicate the amount of natural gas reserves in the country the members of our 
association control, 

We do not keep in our files the current reserve figures for the members of our 
association and, therefore, could not give an accurate estimate of the reserves 
currently owned by those who are members of our association. I believe a rea 
sonable estimate of the total reserves of natural gas in the United States owned 
by members of our association would be in the neighborhood of 40 percent 
of the total. 

Sincerely yours, 
RUSSELL B. Brown. 


Mr. Hesevron. I am curious about your comments about this bill. 
When did you first see a draft of this bill? 

Mr. Brown. I don’t recall. It was somewhere about the early part 
of April, maybe it was the 12th of April, about that. 

Mr. Ilesevron. You had not seen any preliminary draft before 
that? 

Mr. Brown. No, } hadn't. 

Mr. Hlrsevron. Had you been consulted about the development of 
legislation subsequent to the Presidential veto ? 

Mr. Brown. Yes. I had seen, I guess, a dozen; everybody, I think, 
has been drafting. 

Mr. Hrserrvon. Maybe I confused you or you confused me. You 
had seen drafts ¢ 

Mr. Brown. Oh, yes; I have seen drafts of a bill, not this bill. 

Mr. Heseuron. When did you see the first draft? 

Mr. Brown. Probably soon after the veto last year. I do not re- 
member when that was. 

Mr. Hesevron. How many drafts did you work over? 

Mr. Brown. I don’t recall that I worked over a one. 

Mr. Hesevron. All right. How many did you see? 

Mr. Brown. I imagine three. 

Mr. Hrseiron. You were vitally interested in them, where you not? 

Mr. Brown. That is correct. 

Mr. Heserron. Did you make any suggestions of what should 
into the first draft? 

Mr. Brown. Only during our membership meeting, I would discuss 
the type of bill that I thought would be desirable. 

Mr. Hesevron. And you made suggestions as to what should go into 
the bill? 

Mr. Brown. I don’t recall that I did that. I suggested the type of 
legislation we should have; I do that regularly. 

Mr. Heseiron. What I am interested in is, what portion of this bill 
are you responsible for ? 

Mr. Brown. Not a word. 

Mr. Hesevton. What is that? 

Mr. Brown. Not a word of it. 

Mr. Hesevrron. Not a word of it? 
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Mr. Brown. I approved it, but I did not write it. I wish I had. 
It isa good job of writing. I would like to claim credit. 

Mr. Heserron. I assume you think it is, or you would not be testify- 
ing for it. But you do not approve of the amendments ! 

Mr. Brown. No, I do not. 

Mr. Hesevron. I think you said to somebody that this was a matter 
of concessions; am I right about that ? 

Mr. Brown. Our agreement to this bill, yes. 

Mr. Heseiron. A matter of concession ¢ 

Mr. Brown. That is correct. 

Mr. Hesevron. You thought it would greatly improve the situation / 

Mr. Brown. We thought it was better than the situation we are now 
exercising ourselves in. 

Mr. Hesevron. It was a matter of compromise in order to get some 
legislation that you thought needed clarification ? 

Mr. Brown. I think so. I know that influenced me, my thinking. 

Mr. Hesevron. And you were quite willing to make these com- 
promises ¢ 

Mr. Brown. Well, I wouldn’t say I was quite willing. I think this 
is an important effort to get a very important commodity to its source 
where they need to use it, and we want to sell it, don’t misunderstand 
me, 

Mr. Heseiron. You were not a reluctant dragon about all this, were 
you! 

Mr. Brown. Pardon? 

Mr. Hesetron. You were not a reluctant dragon; you were quite 
willing to see this bill presented; were you not? You just thought 
it was excellent. 

Mr. Brown. I didn’t know about it before it was presented ; I didn’t 
see it. 

Mr. Hesevron. But you approved it? 

Mr. Brown. As a matter of fact, I didn’t approve it when it first 
came out, and substantially said so in letters to my members. 

Mr. Hesevron. You did, or did not? 

Mr. Brown. I did not. 

Mr. Hesevton. You did not. 

Mr. Brown. I analyzed it to the members. 

Mr. Hesetron. What led you to that conclusion ? 

Mr. Brown. Pardon ? 

Mr. Hesevtron. What led you to that conclusion ? 

Mr. Brown. I didn’t like some of the provisions about it. 

Mr. Heseiron. What didn’t you like? 

Mr. Brown. Well, I didn’t like the fact that, for the first time, the 
independent producer was put directly, by legislative act, directly un- 
der the Federal Power Commission. That was my main objection. 

Mr. Hesevron. What else didn’t you like? 

Mr. Brown. I didn’t like the fact that the procedure on certain of 
the escalation clauses required the producer to participate and put 
the burden on him of the proving of his contract 1f someone objected, 
and he has to disprove their objection, I did not like that phase of it. 

Mr. Hrsevton. What else didn’t you like? 

Mr. Brown. I don’t remember the other details. I have got them 
here, I wrote them all out. 
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Mr. Hesevron. You wrote them all down, did you not ? 

Mr. Brown. Yes. There are eight of them. 

Mr. Heseiton. You circulated your objections among your member- 
ship ? 

Mr. Brown. Yes, indeed. 

Mr. Hesevron. Was that in the form of a letter or a bulletin ? 

Mr. Brown. In the form of a letter. 

Mr. Hesevton. Do you have a file copy of that / 

Mr. Brown. Let’ssee. I have it in my office. 

Do we have it here, a copy of that letter? 

I can get that and submit that for you. It was soon after the bill 
was—— 

Mr. Heserron. You see how difficult it makes it for anybody to 
ask some intelligent questions when you cannot get hold of informa- 
tion that you have developed and reduced to writing and circulated 
among 8,000 people, and yet you do not bring it up here at the 
hearing. 

Mr. Brown. I would be glad to furnish it. I set them out in the 
testimony. 

I think this is the letter I sent out first. 

Mr. Hesevron. You think it is? 

Mr. Brown. I am sure it is, because the bill is dated the LOth, and 
this is dated the 12th. 

Mr. Hesevron. This is dated the 12th, and the bill was dated, or was 
filed, the 12th, right? 

Mr. Brown. As I understand it, it was the 10th. 

Mr. Hesevron. The bill was filed the 10th? The 10th, what day 
of the month is that? 

Mr. Brown. It must have been the 10th, but the day of the week | 
do not know. 

Mr. Heserron. The 10th was on Wednesday and, of course, a bill 
is not filed and cannot be filed until the House goes into session, so 
that was Wednesday afternoon some time, right ? 

Mr. Brown. I do not know the process. 

Mr. Hesevron. You know enough about congressional procedure 
to know that we canot file bills until Congress comes in session ? 

Mr. Brown. That is right. 

Mr. Heseron. All right. 

Now, that was Wednesday noon, was it not / 

Mr. Brown. That is right. 

Mr. Heseiton. You could not obtain a copy of the bill until the 
next day, could you? 

Mr. Brown. I assume I got it about the 11th. 

Mr. Hesevron. What is that? 

Mr. Brown. I imagine I got it the 11th. 

Mr. Hesevtron. The 11th? 

Mr. Brown. Yes. 

Mr. Heseiron. And this analysis of these objections of three pages 
was prepared and, I take it, mailed out the same day that it is dated, 
April 12? 

Mr. Brown. It was prepared and dated, sometimes we are late in 
getting it off—it may not have been mailed until the 13th, but about 
that, yes. 
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Mr. Heseiron. You quoted our chairman in his remarks that day ; 
did you not? 

Mr. Brown. Yes, I meant to—— 

Mr. Heserron. He was quoted, as was my good friend and coauthor 
of the bill, Mr. O'Hara, at a press conference that day ¢ 

Mr. Brown. That is right. 

Mr. Hesetron. Here we get to it. After having discussed the fact 
that you were going to have a midyear meeting with the directors at 
Biloxi—I understand my good friend the chairman was the guest 
speaker there; is that right? 

The CHatrman. Yes. 

Mr. Heserron. Good. 

After having announced that 

The Cuatrman. I hope I made a good speech. 

Mr. Hesetron. I am sure you did. I never heard you when you 
did not. 

The Cuatrman. Thank you. 

Mr. Hesetron. Then you get into the new gas bill, and you state it 
has been introduced that week, and you give the number. Of course, 
the number would not be available until the next morning, would it¢ 

Mr. Brown. I would think so, I do not know whether-—— 

Mr. Hesevron. What? 

Mr. Brown. I would think it would be; yes. 

Mr. Hesevron. The next morning. 

Then you said: 

“T am sure that no one—producers, pipelines, distributors, or con- 
sumer groups”—you are speaking for consumer groups? 

Mr. Brown. I was not speaking for them; I was speaking about 
them. 

Mr. Hesevron. “Will be entirely satisfied with the bill.” 

Mr. Brown. That is right. 

Mr. Hesevron. “It is an effort, however, to meet a problem which 
most everyone feels requires prompt attention.” 

Mr. Harr. Mr. Chairman, is this letter going to be incorporated in 
the record ? 

Mr. Hesetron. I hope so. I will say this to my good friend from 
Maine; I will offer it after a while. If I do not, you can offer it. 

Mr. Hater. It seems to me that, if you cross-examine from a letter, 
it ought to be offered. 

Mr. Hesevron. I think you are right. I will offer it at this time. 

The Cratrman. Is there any objection, do you think ? 

Mr. Brown. No. 

The Cramman. I do not see any relevancy to this letter. 

Mr. Hesevron. In my limited legal experience, I think it is relevant, 
and, unless the Chair overrules me, I will offer it. 

The Cuatrman. It may be offered. 

(The document referred to follows:) 





INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA, 
Washington, D. C., April 12, 1957. 


Report No. 744 


To Members of the Independent Petroleum Association of America: 


The midyear meeting of the directors of the association is to be held in 
Biloxi, Miss., April 29 and 30. It is timely. Two of the most vital issues now 
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facing the domestic industry, natural gas and imports, are undergoing crucial 
developments. Important committee reports on other subjects will also be 
submitted for action during the meeting. The officers of the association need to 
have the advice of every member. I take this opportunity to urge a full 
attendance. 


NEW GAS BILL 


Congressman Oren Harris, Democrat, of Arkansas, who is chairman of the 
House Interstate and Foreign Commerce Committee, this week introduced a new 
gas bill, H. R. 6790. 

I am sure that no one—producers, pipelines, distributors, or consumer groups— 
will be entirely satisfied with the bill. It is an effort, however, to meet a problem 
which most everyone feels requires prompt attention. It involves one of the 
most serious problems our industry has ever faced. The bill, as a proposed 
solution, deserves our most careful consideration. 

The bill: has been referred to our natural-gas committee. The committee 
is meeting immediately prior to the midyear directors’ meeting to be held in 
Biloxi, and perhaps will have recommendations for association action at that 
time. I am sure the committee would welcome any reactions and suggestions 
that members of the association might have as to this bill. Mr. Clarence T. 
Smith, Flora, Ill., is chairman of the committee. 

At the time the bill was introduced, Congressman Harris said: 

“This proposed bill is radically different from the bill which passed the 
Congress last year, that would have freed producers of natural gas from Federal 
regulation, which was vetoed by the President. 

“It, in fact, establishes necessary administrative procedure for the regulation 
and control of natural gas, including producers’ prices. 

“It is, in fact, a regulatory measure setting up methods, and a formula, by 
which the Federal Power Commission would administer the program. 

“When the Natural Gas Act of 1938 was passed, there was no thought or 
intention of controlling producers of natural gas, and, therefore, no method or 
procedure was included by which such controls would be effectuated. Notwith- 
standing this fact, the Supreme Court in 1954 held, contrary to legislative history 
and the intent of Congress, that the prices paid to the producers of natural gas 
were subject to the act and, thus, Federal regulation. 

“Since this concept seems to be the national policy, it is essential and impera- 
tive that a practicable and workable plan for regulation be provided.” 

Congressman Joseph P. O’Hara, Republican, of Minnesota, ranking minority 
member of the House Interstate and Foreign Commerce Committee, introduced 
an identical bill, H. R. 6791. Ata press conference, the Congressman is reported 
to have said: 


“All I am authorized to say is that I am sure the President will support the 
principles he has announced several times.” 


It is not clear, therefore, at this writing, to what extent the administration 
will support this new gas bill. 

As Congressman Harris said, the bill would establish administrative procedure 
for the control of independent producers’ prices. 

The bill is intended to lessen the confusion and staggering administrative 
burden now facing the Federal Power Commission, resulting from attempts to 
regulate thousands of independent producers under a law which was not designed 
to apply to them. 

The bill provides that the Federal Power Commission will recognize the fact 
that natural gas is a commodity and shall not consider its production costs or 
use the public utility rate base cost-of-service concept or formula. It will be 
required to regulate the producers’ prices on the basis of the “reasonable market 
price” for natural gas. 

With respect to new contracts, if the Federal Power Commission finds that 
the contract price is in excess of the “reasonable market price,” the new contract 
will be void and the producer will be free to undertake to sell his gas elsewhere. 

Once the price provided for under fixed or definite pricing clauses in new 
contracts is found to be a “reasonable market price,” it is not thereafter subject 
to Commission jurisdiction. Any indefinite price clauses, when they take effect, 
however, are subject to FPC review. 

The most overall objectionable feature of the bill is that it would for the first 
time establish by legislation (as distinguished from the Supreme Court decision 


in the Phillips case) far-reaching Federal controls over independent producers’ 
prices. 
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In proceedings before the Federal Power Commission, the burden of proof 
showing that the producers’ price is a “reasonable market price,’ even though 
arrived at competitively and at arm’s length, is imposed upon the purchasing 
pipeline or the producer, rather than on the party who might object to or protest 
the price. If the producer is interested in sustaining his contract, the practical 
effect of this burden is on the producer unless he can persuade the pipeline to 
assume it for him. The imposition of this burden upon the producer or pipe- 
line reverses customary legal procedure, and violates a basic legal principle, 
which requires the complainant to carry the burden. In effect, it assumes 
one to be guilty until he proves himself innocent. This procedure invites 
irresponsible protests which will complicate rather than clarify FPC operations 
and greatly burden the administrative task of the Commission. It will serve 
to aggravate the confusion that has plagued the industry since the Phillips 
decision. 

Any indefinite price clauses which come into effect in the future, whether 
in old or new contracts, are subject to FPC review on the “reasonable market 
price” standard. In old contracts, definite pricing clauses and also indefinite 
clauses which are already in effect are declared by the bill to be valid, except 
those which are already under review by the FPC. 

We are fortunate in that Congressman Harris, author of the bill, is a principal 
speaker on the program at the midyear meeting in Biloxi. His message will not 
only be timely, but I am sure you will find it informative and constructive. 

Very truly yours, 
RUSSELL B. Brown, General Counsel. 

P. S.—After writing this letter, I am advised of the passing of W. G. Skelly. 


With the death of Bill Skelly, the industry and the United States loses one of 
its most valuable characters and many of us lose a real personal friend. 





R. B. B. 


Mr. Heserron. I was interested mainly in what you had to say 
about the objections. This is on page 3: 

The most overall objectionable feature of the bill is that it would for the first 
time establish by legislation (as distinguished from the Supreme Court decision 
in the Phillips case) far-reaching Federal controls over independent producers’ 
prices. 

Then you discuss the burden of proof and you say: 

The imposition of this burden upon the producer or pipeline reverses custom- 
ary legal procedure, and violates a basic legal principle, which requires the 
complainant to carry the burden. In effect, it assumes one to be guilty until he 
proves himself innocent. This procedure invites irresponsible protests which will 
complicate rather than clarify FPC operations and greatly burden the adminis- 
trative task of the Commission. It will serve to aggravate the confusion that 
has plagued the industry since the Phillips decision. 

Any indefinite price clauses which come into effect in the future, whether 
in old or new contracts, are subject to FPC review on the “reasonable market 
price” standard. In old contracts, definite pricing clauses and also indefinite 
clauses which are already in effect declared by the bill to be valid, except those 
which are already under review by the FPC. 

Now, as a result of that bulletin or message, was some meeting held 
by the directors or any official groups of your organization at Biloxi? 

Mr. Brown. Immediately at that time or within a day, I cannot 

say just what day, that bill, together with that letter, was submitted 
to our natural gas committee, a committee of our membership. 

Mr. Heseiton. Where was that ? 

Mr. Brown. Well, the chairman of it lives out in Flora, IIl., and 
the various members are scattered. 

Mr. Hesexton. I do not care about that, but where was the meeting, 
where was the meeting held ? 

Mr. Brown. It was not, sir. This was submitted to them by mail 
individually to their homes. 
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Mr. Hesevron. Was there a meeting, I asked you? 

Mr. Brown. Then, following that we had a meeting at Biloxi, Miss. 

Mr. Hesevron. On what day / y 

Mr. Brown. On April—Saturday, April 27. 

Mr. Heseuron. The 27th? 

Mr. Brown. Yes. 

Mr. Hesevron. Ahead of the directors’ meeting ? 

Mr. Brown. That is correct. 

Mr. Hesevron. Was any action taken at that meeting of the com- 
mittee ? 

Mr. Brown. Yes; there was an action, and I have attached that 
action to my statement. You have it there. 

Mr. Hesetron. That is your statement ? 

Mr. Brown. It is the last page. 

Mr. Hesevron. In substance what was it, without going into a lot 
of detail? Did they approve or didn’t they approve ? 

Mr. Brown. “Be it resolved that the Independent Petroleum Asso- 
ciation of America, in midyear directors’ meeting,” at so-and-so, “en- 
dorse and approve the Harris and O’Hara bills, as introduced in the 
Congress of the United States, and urge that all members of the asso- 
ciation energetically support its enactment.’ 

Mr. Hesevron. There was discussion of these objections ? 

Mr. Brown. Yes. 

Mr. Hesetton. How were they overcome? 

Mr. Brown. The objections, as you will notice, are set out in the gas 
committee’s report; I mean, it is just a matter of trading advantages 
against disadvantages, like any group does. They compose those dif- 
ferences; and the result of the study was that we were not happy about 
all of it, but we thought in the main that it should be approved. 

Now, that is about all you can say when people compose their 
differences. 

Mr. Hesevron. That is what you meant by concessions ? 

Mr. Brown. That is right. 

Mr. Hesevron. Are you willing to make any other concessions in 
order to get a bill ? 

Mr. Brown. Well, I would say that would depend on what the con- 
cessions are. 

Mr. Hesevron. Let us go over a few. Are you willing to accept 
the amendment suggested by Mr. Kendall with reference to the cost 
item ? 

Mr. Brown. Of course, that I do not know because the association 
has not had a chance to meet. My idea, my feeling is that they would 
not, but they might do it. 

Mr. Hesevron. Would you be willing to make a concession with re- 
gard to deleting the prohibition upon the consideration—no; that is 
the other one. With regard to these step-up clauses ? 

Mr. Brown. I would say that I certainly, personally, would not, 
and I doubt very greatly and very earnestly that the membership 
would accept that one. 

Mr. Hesevron. Well, they did not accept your objections that you 
pointed out in the bulletin of April 12. Why do you feel- 

Mr. Brown. They were not pointed out to have them accept them. 
They were pointed out so that they would know what they were doing, 
my interpretation of what they were doing, when they acted. 
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Mr. Hesevtron. But you were overruled; were you not ? 

Mr. Brown. No; I did not ask them to do it. 

Mr. Heseiron. At least they passed this resolution endorsing the 
bill to which you objected ? 

Mr. Brown. No; I did not object. I pointed out the objectionable 
features of the bill, ‘and I felt that was a duty to them as my client. 

Mr. Heseiron. One of my colleagues has inquired about this 
depletion allowance which has ‘been a matter of some years of consider- 
able interest, 2714 percent tax free of gross income, not in excess of 
50 percent of the net. 

bo you think there would be any possibility of those who get the 
advantage of this desirable legislation that you now endorse, the 
association now endorses, that they would waive that? 

Mr. Brown. I do not think there is any relationship, and I would 
doubt if either 
Mr. Hesetron. That is not my question. Would they waive it? 

Mr. Brown. I would say not. 

Mr. Heseron. Well, would they agree to reduce it to 20 percent, 
for instance? 

Mr. Brown. I would not think so. 

Mr. Hesetton. Do you think they would reduce it to 15? 

Mr. Brown. I w ould not think so. 

Mr. Hesevron. Or 2 25 percent ? 

Mr. Brown. Well, I know of no reason that would prompt them to. 

Mr. Hesetton. In other words, there would not be any concession 
along that line? 

Mr. Brown. I know of none. 

Mr. Heserron. There is also what is known as an exploration 
development and production cost allowance, is there not, in addition 
to the depletion allowance ? 

Mr. Brown. That is the intangible; yes. 

Mr. Hesevron. And that, I think’ you described the additional 
allowance as a privilege? 

Mr. Brown. I do not think so. 

Mr. Heseiron. Would there be any disposition to waive that? 

Mr. Brown. I would not think so. 

Mr. Heserton. Or any part of it? 

Mr. Brown. I would not think so. I think those two provisions 
are arrived at by the Congress after a careful study, and they have 
worked. 

Mr. Heserron. I see. 

Well now, there has been a very substantial discovery of natural 
gas in Canada recently ; has there not ? 

Mr. Brown. Yes. 

Mr. Heserron. A very encouraging development, has there not 
been ? 

Mr. Brown. I would think so; yes. 

Mr. Hesetton. On April 19, in a press release from the News 
Digest of the Federal Power Commission, there is a note from Ottawa 
of April 18 entitled, “Three Rivers Natural Gas Discovery Spurs 
Wave of Exploration.” 

It goes on to say: 





Discovery of natural-gas deposits estimated to be capable of providing 7 mil- 
lion cubic feet of gas a day 12 miles east of Three Rivers, Quebec, has started 
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a wave of exploration on both sides of the St. Lawrence River. The new find 
was made by the Bald Mountain Oil Co. and has been tested at a daily flow of 
3,600,000 feet. Its discovery, in the St. Lawrence Valley between Montreal and 
Quebec City, has aroused considerable excitement here, especially as work is 
already underway on the 2,000-mile trans-Canada pipeline which is to bring nat- 
ural gas to eastern Canada from Alberta. 

The importance of the new strike lies in its strategic position near eastern 
manufacturing markets where there is a need for natural gas. If a large field 
can be proven right in the St. Lawrence Valley, schemes for enlargement of 
power resources through natural gas will be greatly facilitated and a whole new 
range of possibilities opened up. 

You knew of that very interesting development, did you not? 

Mr. Brown. No; unfortunately that is the first I have heard of it. 

Mr. Hesevron. Iam glad I have given you something new. That is 
i very important factor in terms of the future of the northeastern 
part of this country, is it not? 

Mr. Brown. I would think so. 

Mr. Hesevron. You can visualize that New England, New York, 
New Jersey, Pennsylvania, Ohio, Indiana, Mic higan, all the States 
that border on our sister nation would be benefited greatly if that sort 
of discovery proves out and more natural gas is developed, ¢ can you 
not ? 

Mr. Brown. Anything that will make more valuable energy re- 
source available, I think, is important. 

Mr. Hesetron. Would be what? 

Mr. Brown. Would be important. 

Mr. Hesevron. You would want to encourage the importation of 
that into the United States, would you not ? 

Mr. Brown. That I would have to take a new look at and study 
whether it should be imported or not. Sometimes imports help. 

Mr. Hesetton. Is there not any concession other than the endorse- 
ment of this bill that I can get you to suggest you might make in terms 
of the welfare of the people of this country, the consumers whom you 

talked about in that letter? 

Mr. Brown. I think we are pretty sensitive to the consumers. 
They are important because they are the ones we sell our gas to. 

Mr. Hesevtron. And the consumer needs the gas, as they say in 
the article, does he not ? 

Mr. Brown. That is right. 

Mr. Heseiton. They are very anxious to get it? 

Mr. Brown. That is right. 

Mr. Hersevron. How many million of them are there ? 

Mr. Brown. Several, I would say. 

Mr. Hesevron. How many? 

Mr. Brown. There must be several of them. 

Mr. Hesevron. I would say so. It would be well in excess of 20 
million. 

Mr. Brown. That is right. 

Mr. Hesevron. And that. also applies to industry in the Northeast 
and along the northern part of this Nation? 

Mr. Brown. That is right. 

Mr. Hesenron. They are substantial users of natural gas. They are 
anxious to get it; is that not right ? 

Mr. Brown. I would think so. 

Mr. Hrsevton. With all those things in mind, don’t you think you 
could suggest that there might be a disposition to join forces and indi- 
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‘ate to the Canadian Government and the Canadian natural gas 
industry that we would be delighted to cooperate with them in getting 
more of that gas into the regions that need it so desperately, par- 
ticularly since you seem to feel there is some possibility if this bill 
does not pass that there might be a disposition on the part of some 
of our good friends in the producing States that they would with- 
draw from the interstate tr ansporti ition of gas and only sell it intra- 
state? Don’t you think so? 

Mr. Brown. Well, I am afraid I got lost in that question. 

Mr. Hesevtron. You got lost in it? ‘Le us start over again. 

Mr. Brown. The first part of it I can answer, that is, the question 
about whether or not Canadian gas—— 

Mr. Hesevron. Are you for developing and extending the imports 
of natural gas into this country ? 

Mr. Brown. If we need it. 

Mr. Hesetron. What would determine, in your mind, whether we 
needed it or not? You people or the consumers ? 

Mr. Brown. I think we have a very accurate position, because we 
have been importing gas in the Northwest, and we made a study of 
that, and came up with a specific recommendation that where it was 
impractical for us to supply gas and people wanted gas, it should be 
brought in from Canada. “Now that is generally our position. 

Mr. Heseiron. Generally your position 

Mr. Brown. I do not know whether it would apply to this because I 
do not know; I never have studied it. 

Mr. Hesevron. You mean to say that you want to encourage imports, 
generally speaking; is that right / 

Mr. Brown. No, I do not. 

Mr. Heseiron. You do not ? 

Mr. Brown. I say, where it is needed, I think it ought to be 
brought in. 

Mr. Hesetron. Who is going to determine where it is needed / 

Mr. Brown. The economics that develop. 

Mr. Heseitron. You would not want the Federal Power Commission 
to determine it, would you ¢ 

Mr. Brown. No, although they have some power with respect to it. 

Mr. Hesevron. Would you want any administration to determine it ? 

Mr. Brown. It has to on imports. 

Mr. Hesrvron. You think they might have some function; do 
you not ¢ 

Mr. Brown. They are the only people who can control it; that 
is right. 

Mr. Hesevron. Would you want any consumer organization, such 
as the mayors’ group, to have a voice in it? 

Mr. Brown. I think ever st ought to have a voice in it. 

Mr. Hesevron. But that is not the sort of concession you can think 
of right offhand you would feel now at this moment would be 
desirable ? 

Mr. Brown. No, I have not thought up any others. I thought we 
covered a pretty good group of them here, but I had not thought 
of any others. 

Mr. Hesevron. Well, I would like to have for the record your mature 
consideration of whether you would or you would not encourage it, 
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and suppose you take the opportunity to think it over and submit a 
further, more specific statement of your personal opinion, and if you 
can vet. it, of the opinion of the association in terms of the article I 
read, and the possibility that the Northeast and the northern part 
of the country might be helped greatly by the importation of natural 
gas from Canada. 

Mr. Brown. I should caution you that newspaper stories on the 
findings of oil and gas—— 

Mr. Hrsevron. What is that? 

Mr. Brown. Newspaper stories on the finding of oil and gas, the 
first blush is not always realized, and I would “think that ought to 
mature. 

Mr. Hesevron. We have got to assume they might be realized; let 
us assume that, will you? 

Mr. Brown. We do not like—generally, you cannot get much study 
on a question that has not been developed. 

Mr. Hesevron. In recent years there has been a considerable 
discovery of natural gas in Canada; has there not? 

Mr. Brown. Yes, and we have a definite policy on it. 

Mr. Hesevron. I want to see what your policy will be in terms of 
this possible development along the St. Lawrence River. 

Mr. Brown. It may take some time to get it. 

Mr. Hesevron. How long? 

Mr. Brown. Well, first we would have to find out what the field is. 
I mean, the first report of a gas field does not mean we have got a gas 
field. We have to study that, how much is available, and where it is 
going to be available and at what costs, and what areas it could be 
used in. I mean, it would have to be a practical study, but we would 
be glad to do it in time, and we will. 

(The following letter was later received from Mr. Brown:) 

INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA, 


Washington, D. C., May 17, 1957. 
Hon. OreN HARRIS, 


Chairman, House Interstate and Foreign Commerce Committee, 
House of Representatives, Washington 25, D. C. 

Dear CONGRESSMAN FELARRIS: During my appearance before the committee on 
May 10, in regard to the Harris-O’Hara gas bills, Congressman Heselton on page 
173 of the transcript requested that I furnish for the record the position of 
our association with respect to imports of natural gas from Canada. 

The long-established policy of our association with respect to imports of 
petroleum, including oil and gas, as set forth in our policy statement adopted in 
1947 is as follows: 

“The Nation’s economic welfare and security requires a policy on petroleum 
imports which will not retard the exploration and development efforts in the 
domestic industry, but which will assure an adequate supply to meet the needs 
of this Nation. 

“If imports are necessary, it should be the national policy to restrict petroleum 
imports to such amounts only as are necessary to supplement our domestic 
production when it is carried on under conditions consonant with good conserva- 
tion practices.” 

Very truly yours, 
Russet, B. Brown. 


Mr. Hesevron. Let us turn to your opinion in regard to this 
cost factor. Did you agree that there is any significant reason why 
this direction in line 23, section 1: -C, that the Commission shall not 
consider costs—— 

Mr. Brown. Do I agree there is significance in that? 
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Mr. Heseuron. Yes. 

Mr. Brown. Yes, I thinkso. I think it is a rather significant thing. 

Mr. Hesertron. Why? 

Mr. Brown. Because it is an impractical element. 

Mr. Hesevron. Is that the only reason? 

Mr. Brown. Well, that is the only reason I am thinking of right 
now; that is the only one I know about. 

Mr. Hesetton. It is the only reason you can think of now; is that 
right ? 

Mr. Brown. Yes. 

Mr. Hesexron. All right. 

Why is it impractical ? 

Mr. Brown. Because, if you use price as a base, you are following an 
uncertain factor that leads you into results that are not substantial. 

Mr. Hesexron. I see. 

You filed a statement with this committee in the course of the hear- 
ings in 1955 with reference to the so-called Harris-Fulbright bill; 
did you not? 

Mr. Brown. Yes. 

Mr. Heseiron. And that statement had a reference to the cost 
situation; did it not? 

Mr. Brown.. I do not recall that. It could have. 

Mr. Heserton. You do not recall it? 

Mr. Brown. No. 

Mr. Hrsevton. Have you not reviewed that statement in terms of 
getting ready to testify on this bill? 

Mr. Brown. No, I have not. 

Mr. Hesevron. Hadn’t you seen that statement since you filed it 
with this committee ? 

Mr. Brown. I had not seen this statement. I may have since I 
filed it, but I have not in recent days; I have not had any occasion to. 

Mr. Heseiron. I read this part from it. Before reading that, 
you said there might be substantial increases, there might be a wind- 
fall; did you not? 

Mr. Brown. I do not recall. 

Mr. Hrsevron. I think in answer to Mr. Macdonald’s questions, you 
pointed out the great possibilities that if you applied the cost standard 
there might be an unfortunate windfall. 

Mr. Brown. There would be fluctuations. 

Mr. Heseiron. Yes; and you used the word “windfall”; did you 
not ? 

Mr. Brown. No, I doubt if I ever used that. 

Mr. Hesevron. You doubt that? 

Mr. Brown. Yes. 

Mr. Hesevron. Well, the record will show whether you did or did 
not. 

Mr. Brown. That is right. 

Mr. Hesertron. Do you now say there might be a possibility of a 
windfall ? 

Mr. Brown. No. 

Mr. Hesertron. You do not think so? 

Mr. Brown. I think there might be possibilities of places where 
the producer would benefit. by using it. 

Mr. Hesevron. You think what? 
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Mr. Brown. A producer would benefit by using a cost factor. 

Mr. Heseiron. He would benefit by using it? 

Mr. Brown. I can see cases where thaie would be. 

Mr. Hesevron. Why don’t you want it in / 

Mr. Brown. Because I do not think that the general results would 
be beneficial to this kind of activity. It might help one and hurt 
the other. I do not think it leads you to sound conclusions is the 
point I want to make. 

Mr. Heseiron. Let me read you what you furnished us in 1955. 
Let us bring that into this discussion because I cannot understand 

On the basis of development at the date of making the first gas sales contract 
in the field, the cost element of a producer may be determined to be quite high. 
but 3 months later deeper drilling or unexpected extensions of the estimated 
producing area may reveal a low-cost element. Or unforeseen geological devel- 
opments in later wells may have the exact opposite effect. 

Now, will you comment? 

Mr. Brown. I do not recall if I said that. That is a true comment. 
your point of view. 

Mr. Heseiron. You do not doubt it; do you? 

Mr. Brown. I do not doubt it. It sounds true. I could say it. 

Mr. Hesetron. And I will show you that I am reading from your 
statement furnished to this committee. 

Mr. Brown. That is what I say; I am not doubting it. 

Mr. Hesetton. And I quoted the exact words at page 382 of vol- 
ume—part I. 

Mr. Brown. I would be happy to adopt that right now. I think 
that is accurate. 

Mr. Heserron. Go ahead and comment on it. 

Mr. Brown. I think that is true. 

Mr. Hesevron. Give us your comment on it. 

Mr. Brown. That is just what I am talking about. You drill a 
well in, you do not know, if you use the costs of that well—I have 
illustrated it 2 or 3 times here, you do not know what the actual cost 
in measure of total units is made available until you use those units. 
It may be 20 years ahead. 

So when are you going to get a cost element that is applicable to 
that unit of production ? 

Mr. Hesevron. Which are you afraid of, the loss possibility or the 
windfall possibility, or what are you afraid of? 

Mr. Brown. I am not afraid of any. I just think it is an unsound 
process. 

Mr. Hesevton. Why is it unsound ? 

Mr. Brown. Because it does not give you a firm determination. 

Mr. Hesevtron. There must be some reason beyond the question of 
the difficulty involved that would lead you to not want it in there. 

Mr. Brown. Maybe you misinterpret the difficulty. 

Mr. Hesevron. I do not want to do so. 

Mr. Brown. When I am talking about difficulty, it is difficult to 
arrive at a sound base if you use price as your determining factor; 
that is my main reason. 

Mr. Hesexton. I see. 

Is it any more difficult to do that with regard to the natural gas 
industry than it is as to the old industry ? 

Mr. Brown. No; I think it is about the same. 

92196—57—pt. 1——16 
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Mr. Hesevron. About the same. 

We had hearings here earlier this year to examine the question 
of the price increase. 

Mr. Brown. Yes. 

Mr. Heserron. You followed those hearings, I assume? 

Mr. Brown. That is right. 

Mr. Heserron. You know that representatives of the oil industry 

came before us and justified in some detail the price increase because 
of the increases in cost; do you not? 

Mr. Brown. That is right. 

Mr. Heserron. That was not difficult, was it ? 

Mr. Brown. No; I think not. 

Mr. Heserron. They were able to do that with some speed and 
ease, were they not ? 

Mr. Brown. I do not know about that, but it could be arrived at, 
I know that. 

Mr. Heseiron. Then why could not the Federal Power Commis- 
sion do it just as easily ? 

Mr. Brown. I think you can as to the whole industry. 

Mr. Heseiton. What is that? 

Mr. Brown. I think you can, as was done in the case of oil, as 
to the total production of gas. I think you can arrive at how much 
money was spent, how much gas has been developed as a result of 
that. Then divide the units by your money spent or the money spent 
by the units, and one way or the other you come out with a fairly 
good price base. But when you apply it to individual contracts—— 

Mr. Heserron. Then it becomes difficult ? 

Mr. Brown. It really does not lead you to a sound base, that is 
what I am trying to say. 

Mr. Hesexron. Is it more difficult for the larger companies or the 
smaller companies or, perhaps I should say, producers ? 

Mr. Brown. I would think it would be more difficult for the smaller 
ones for the reason that the smaller ones do not keep that type of 
study. 

Mr. Hesenron. Exactly. And that is the practical reason why the 
Federal Power Commission has had difficulty in administering or 
asserts it has had difficulty in administering, the existing law. 

Mr. Brown. I imagine so. 

Mr. Hesevron. You agree with that, would you not? 

Mr. Brown. I would think it would be; yes. 

Mr. Hesetron. You replied to Mr. Mcdonald in regard to the bill 
he filed that you did not like it? 

Mr. Brown. That is right. 

Mr. Heseuron. That, however, would eliminate better than 90 per- 
cent of the independent producers from any regulation whatsoever 
from the jurisdiction of the Federal Power Commission. 

Mr. Brown. Yes. 

Mr. Hesevtron. That would have the effect, would it not, of dimin- 
ishing substantially the burden upon the Federal Power Commission ? 

Mr. Brown. To that extent it would be very helpful; yes. 

Mr. Heserron. That would, in turn, make it possible for them to 
devote themselves to the easier—— 

Mr. Brown. That is right. 
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Mr. Hesevron. Proposition of determining the costs, the legiti- 
mate costs, of the larger companies, would it not? 

Mr. Brown. I think so. 

Mr. Heseiton. And those larger companies are the companies 
which have the greatest effect in terms of the interstate flow of 
natural gas, do they not? 

Mr. Brown. Yes; I imagine that is true, generally. 

Mr. Hesevron. And those are the companies which determine, in 
large measure, through bargaining or other means, the price at which 
gas would be sold to the consuming public of the country, are they not / 

Mr. Brown. Yes. 

Mr. Hesevron. And yet you object to that sort of a solution / 

Mr. Brown. I said I do not like that asa solution. 

Mr. Hesevron. I know, but you object to it, do you not! 

Mr. Brown. As I explained, therefore, I would object to it be- 
cause I would like something better. 

Mr. Hesevron. But you represent large, medium-sized, small pro- 
ducers, do you not ? 

Mr. Brown. Mostly small. 

Mr. Heseiton. Mostly small producers ? 

Mr. Brown. That is right. 

Mr. Hesevron. Has that problem ever been presented to your 
group as a possibility ? 

Mr. Brown. It has had very considerable discussion. This bill 
has not. Maybe it will be, but it has not been, but that idea has been 
discussed for some time, and the general expression, as I have ex- 
plained to Mr. Macdonald, is that it has the tendency of putting a 
ceiling on your future— 

Mr. Hesevron. I heard that. 

In that discussion, how many of the smaller producers were par- 
ticipating or were represented ¢ 

Mr. Brown. I do not know. I am talking about 

Mr. Hrsevron. Do you want to tell us, to your best impression / 

Mr. Brown. Well, in 1 group it would be 4, in another group 
would be 50, maybe some as high as 100. 

Mr. Heserron. What percentage in terms of the large producers ? 

Mr. Brown. A very small percent. 

Mr. Heseiron. Very small? 

Mr. Brown. Yes. 

Mr. Hesevron. The large producers are the ones making the deci- 
sion, are they not? 

Mr. Brown. No, I do not think so. 

Mr. Heseiron. Well, who made it? 

Mr. Brown. Well, the individuals 

Mr. Hesevron. What is that? 

Mr. Brown. I do not think it ever came to a vote, if that is what 
youmean. There was no vote onit. It wasa discussion. 

Mr. Hesevron. What did it come up for, if it did not come up 
for a decision ? 

Mr. Brown. Oh,a matter of discussion, for information. 

Mr. Hesevron. Casual chitchat; I mean, passing the time of day 
away ¢ 

Mr. Brown. Well, it was that way also, but more seriously it has 
not come up in our meetings of the gas committee. 
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Mr. Heseuron. It directly affects, does it not, thousands of small 
producers ? 


Mr. 
Mr. 


Brown. That is right. 
Hesetron. It would relieve them of any burden whatsoever, 


any burden of regulation, would it not ? 


Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 


Brown. I think it would for a while. 

HeEseELTon. What is that? 

Brown. I think, to some extent. 

HesEiron. You would think so? 

Brown. To some extent. 

Hesevron. It is exactly what they want, is it not / 

Brown. They want relief. 

Hesevron. ( ‘ertainly ; they want to get out from under. 

Brown. This provides relief, but the other things— 

Hese_ton. And your association represents them just as much 


as you represent the large producers, do you not ¢ 


Mr. 
Mr. 


Brown. E: xactly. 
Hese.ton. You have more of them, as a matter of fact, as 


members, do you not ? 


Mr. 
Mr. 


Brown. The little ones have the same vote as a big one. 
Hesevron. The little one has the same vote ? 


Mr. Brown. That is correct. 


Mr. 
there ? 
Mr. 


Heseuton. How many of the little ones out of the 8,000 are 


Brown. Oh, I do not know that I ever stopped to figure, but 


I would say 7,000. 


Mr. 
Mr. 
Mr. 


Hesevron. 7,000 of them are little ones, is that right ? 
Brown. I would say so. 
Hesetron. When this matter comes up about exempting them 


completely from Federal regulation they say they do not like it, is 
that right? 


Mr. 
Mr. 
Mr. 


Brown. Thatisright. Most of them I have talked to. 
HeseE.ton. Most of them say that? 
Brown. Yes. 


Mr. Hesevron. Although the big fellows are in there talking, are 
they not ? 


Mr. 
Mr. 
Mr. 


Brown. Not often. 
Hesevtton. Not always? 
Brown. The big ones do not always come to these meetings 


in our small meetings that way. So I would doubt if there were 
many there. 


Mr. 


ings ? 


Mr. 
Mr. 
Mr. 
Mr. 


Hese.ron. Do you have a secretary who attends these meet- 


Brown. Yes. 

Hesevron. Does he keep a record of the discussions / 

Brown. Not of the discussions. We keep records of —— 
Hese.ton. Not of discussions; do you keep records of any 


motions made ? 

Brown. That is right. 

HeseLtron. Do you keep records of any votes cast 
Brown. That is right. 

Hesetron. Any resolutions passed ? 

Brown. That is right. 

HeEsEiTon. You attend all these meetings / 


Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
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Mr. Brown. I attend most of them, not all of them; I attend 
most of them. 

Mr. Heseiron. Do you recall any meeting when the matter of ex- 
empting these small people ever came to a vote? 

Mr. Brown. No; I doubt if it ever was. 

Mr. Heseuron. But you do recall it was discussed ? 

Mr. Brown. That is right. 

Mr. Heserton. Was any record ever kept? 

Mr. Brown. Not that I know of. 

Mr. Hesetton. Of the subject matter ever having been brought up ? 

Mr. Brown. I would doubt even if the subject matter had been 
brought up. It may have been, but I do not recall. 

Mr. Heseiron. Why don’t you keep a record of it? 

Mr. Brown. Because it was not up for action. 

Mr. Hese.ton. What is that? 

Mr. Brown. Because it was not brought up for action. 

Mr. Hrseiton. And yet you know it was brought up for discussion ? 

Mr. Brown. Yes; because I heard the discussion. 

Mr. Hesetron. Did anybody object to the idea that there should 
be any action taken ¢ 

Mr. Brown. Oh, no. It just had not been—— 

Mr. Hesevron. Did anybody argue that no action had been taken ? 

Mr. Brown. It just has not been brought up for action. 

Mr. Hesectton. What is that? 

Mr. Brown. It just has not been brought up for action. 

Mr. Hesetton. How many times during the last 2 years has it been 
brought up for discussion ? 

Mr. Brown. I do not know. 

Mr. Heserron. Once? 

Mr. Brown. Maybe 2 or 3 times, not at meetings as I know of, 
but around in groups where we come together. 

Mr. Hesevron. Is anbody afraid that that might be so appealing 
that it would become law / 

Mr. Brown. I do not know. 

Mr. Heserton. What? 

Mr. Brown. I know of no one. 

Mr. O'Hara. Will my distinguished colleague yield ? 

Mr. Hesevton. Gladly, my honored friend. 

Mr. O’Hara. Would the gentleman disclose, as one of the authors 
of such a bill, will he disclose how many of these small producers 
asked him to introduce the bill? 

Mr. Hesetron. Asked me to introduce it? As my good friend, 
Mr. Brown, says, I don’t recall. [Laughter.] We don’t keep any 
minutes. 

That is all, Mr. Chairman. 

The CrarrmMan. I suppose, Mr. Dingell, you have some questions? 

Mr. Dinceti. With the permission of the Chair. 

Mr. Brown, I was particularly interested in a colloquy that. took 
place between yourself and our very distinguished chairman this 
morning, and it had to do again with section 13F of the bill, and I 
would like you to return there with me now. 

Section 13F has to do with pipeline companies; is that right? 

Mr. Brown. That is my understanding; yes. 
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Mr. Dincetn. Of the type of Panhandle Eastern and others; am I 
correct ? 

Mr. Brown. Wait a minute; 13F 4 

Mr. Dinceii. On page 17 of the bill. 

Mr. Brown. I was looking at the wrong one: that is right. 

Mr. Dineeti. And it, in effect, permits pipeline companies to rate 
their own holdings up from the regulated charge to whatever the rea- 
sonable market price or the fair field price might be; isn’t that a fact ? 

Mr. Brown. That is right. 

Mr. Drnceti. And, of course, reasonable market price is substan- 
tially higher than the fair field price; isn’t that a fact 

Mr. Brown. I do not know. 

Mr. Drnceti. Well, it would be fair to say that it is? 

Mr. Brown. Well, I do not know. 

Mr. Dinceii. It would be fair to say there was a substantial amount 
at stake in the city of Detroit versus Panhandle Eastern and the FPC ? 

Mr. Brown. I would say obviously there would be cases where it 
would be one way or the other; I do not know. 

Mr. Dineetxt. Obviously in that one particular case there was a 
substantial amount at stake? 

Mr. Brown. Obviously. 

Mr. Drncery. And, of course, Panhandle is one of the giants of the 
industry, and as such, it means a substantial amount of gain to at least 
one of the giants in the industry; am [ correct and fair in my 
statement ¢ 

Mr. Brown. Well, assuming those facts, I do not know the facts 
in it, and I would say “Yes.” 

Mr. Dinecerx. Let us just take this as a matter of fact, and it is a 
matter of fact, and it is a matter of record, that Panhandle stood to 
gain a substantial amount by winning that particular lawsuit. 

That. being so, one of the giants of the industry, namely Panhandle 
astern, would stand to gain a substantial sum of money at the expense 
of the consumer if this particular section were passed; am I correct, 
sir 

Mr. Brown. Well, that I would not be able to interpret. I would 
say that he, someone, under those facts would get more money. 

Mr. Drnceii. Get more money and, of course, that money would 
come out of the consumer’s pocket, if this particular section is passed ; 
am I correct? 

Mr. Brown. Well, somebody would have to pay for it, whoever 
uses If. 

Mr. Dincevi. It would be the consumer, of course ? 

Mr. Brown. That is obvious. 

Mr. Drncetu. It is not unreasonable to expect that other large trans- 
mission companies stand to gain in precisely the same way ? 

Mr. Brown. I think so. 

Mr. Dinceti. Thank you, sir. 

I would like to go over a number of things I would like to talk to 
you about, if I might. 

Your statement, and I do not have the particular page, says that 
one of the things that would be of benefit would be that it would 
permit the gas price under these indefinite pricing contracts to spiral 
up to the fair field price; am I correct in that ? 

Mr. Brown. Did I say that? 
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Mr. Dineety. I am sure you did. I do not happen to have your 
statement before me, but I remember making a note of that. 

Mr. Brown. Page 13 is where those are, and I do not recall having 
said that. 

Mr. Dincety. I am sure it appears in your statement. 

Mr. Brown. No. 8 on page 14 says that the bills would permit in- 
definite pricing clauses to escalate up to the reasonable market prices; 
that is on page 14. 

Mr. Dineen. Yes. 

That would mean a substantial gain to whoever has these indefinite 
pricing clauses ? 

Mr. Brown. In some instances it would permit them to go up. 

Mr. Dincetxi. It would not ever compel them to go down, though, 
would it 4 

Mr. Brown. No, under that it would not compel them to go down 
but the FPC, after hearing, could determine to reduce the price. 

Mr. Divcet. So whatever shift took place under those particular 
things would, of course, come out of the consumer’s pocket again ? 

Mr. Brown. That is right. 

Mr. Dincett. You and Mr. Heselton had a very interesting colloquy 
on the large producers who happened to also be your members. I was 
wondering if you could give us the number of your members who fall 
in the category, for example, of the Skelly Oil or Shamrock Oil & Gas 
or Superior Oil Co. 

Mr. Brown. I think I answered in direct questioning and naming 
the ones he read off tome. I would be glad to go over that again. 

Mr. Dinceti. 1 was wondering if you would give us the names of 
any others who would be in the same general size. 

Mr. Brown. I do not know of any others, unless it would be listed 
there. I am not trying to avoid any answer, and I would be glad 
{o give you any one you want. 

Mr. Dincenn. You are going to furnish that for the record? That, 
of course, would be satisfactory. 

Mr. Brown. Yes. 

(The information requested is contained in the directory of the 
association and is in the committee files.) 

Mr. Dineen. I thought, perhaps, we might proceed. 

Mr. Brown. I do not think at this time of any other that has not 
been named, 

Mr. Dinceti. Now, one of your reasons for declaring that this legis- 
lation is necessary is that it will encourage exploration. 

Is it not a fact that oil reserves have remained almost constant i 
relation to consumption ov “ss the past 20 years? 

Mr. Brown. That has been the general effect. During the last 
2 or 3 years the relationship has not been as large as it should be, as 
it formerly was. In gas it has but not oil. 

Mr. Dincerz.. Let me go over this, if I may. 

In 1935 the ratio of reserves to production in the United States was 
about 21 years, am I correct? That would be a fair figure, would 
it not ? 

Mr. Brown. I assume so. I have not checked it. I assume these 
are correct. 

Mr. Dineen. These are not my figures, I did not pluck them out 
of the air. 
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Mr. Brown. I did not make the computations. 

Mr. Dince.t. In 1936 they were again 21 years. 

Mr. Brown. You are talking about gas reserves, now ! 

Mr. Dincetn. I am talking about gas reserves, 

Mr. Brown. I think that is true. They have gone up except 2 years, 
I think they have gone up every year. 

Mr. Drncext. Then, in 1952 they went to 23 years—I am talking 
about gas reserves—oil reserves were 13 years. 

In 1954 they were 22 years in gas reserves, and in oil the ratio was 
production to reserves 13 years and it maintained substantially con- 
stant for that year. 

In 1955 it was 22 years, and again, in oil it was 12 years. 

In 1956 it was 21 years for gas and 12 years for oil. 

So it appears that gas and oil reserves have stayed fairly constant 
over the years ? 

Mr. Brown. Yes; I would say that is accurate. 

Mr. Drncetx. It appears there is a fairly good incentive, then, of 
exploration for oil on the basis of the record ¢ 

Mr. Brown. I think so. 

Mr. Dince.y. So this argument, then, that it is necessary to en- 
courage production may not have so much weight as we might have 
been led to believe, just on the basis of the statement itself ? 

Mr. Brown. It might have its importance in that it prevented 
something that would discourage production. 

Mr. Dincetit. We might have raised our ratio to 40 or 50 years, 
but we might not need to do that, either; is that not a fact? 

Mr. Brown. That is right. 

I think what we are trying to say to you, and if we cannot help you 
then, we should not have said it, I think what we are trying to say 
to you is that conditions would be better for our operations “under 2 
definite legislative determination such as there would be if our posi- 
tion is fixed than to leave it to the Power Commission. 

Mr. Drncetx. I did not mean to interrupt you, sir, I am sorry. 
I thought you were finished. 

Mr. Brown. Yes. 

Mr. Dinceti. Let me go into this with you. You were speaking 
for the industry ; that is a fair statement ? 

Mr. Brown. I would not so assume myself to be a spokesman for all 
the industry. 

Mr. Drnceti. At least you are speaking for the people—— 

Mr. Brown. From the industry! yes. 

Mr. Drinceti. Of the people who belong to your association, who 
are members of the industry. 

Mr. Brown. That is right. 

Mr. Drincetx. And, of course, their prime concern is a making of 
a profit ; is that correct, sir? 

Mr. Brown. I would say that is the first thing. 

Mr. Drncety. They are not, by any stretch of the imagination, an 
eleeomosynary corporation, they are not interested in conferring 
great benefits on the consumer ? 

Mr. Brown. Only where it is to their own best benefits, and I 
think, good judgment. 

Mr. Drncety. They are looking out for themselves. 

Mr. Brown. I think you have got to be realistic about that. 
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Mr. Dincett. I do not criticize them for that; I expect them to do 
that. 


Mr. Brown. That is right. 

Mr. Dincei.. But, of course, taking the industry point of view, they 
would favor this bill because it offered them an extremely favorable 
climate to operate in. 

Mr. Brown. I would not say that. I think it is much better than 
operating under the present interpretation of the Phillips decision. 

Mr. Dineert. It would be fair to say, then, that it is a much better 
climate than they find themselves presently in? 

Mr. Brown. That is right. 

Mr. Dincetu. On that “basis, it would be fair to say that it would 
be not unreasonable to expect that increased profits would be one of 
the considerations which they considered in reaching that conclusion ; 
isn’t that a fact? 

Mr. Brown. Not necessarily. 

Mr. Drnceti. Well, they certainly do not expect diminishing pro- 
fits ¢ 

Mr. Brown. No, sir. They hope to be able to maintain a service 
that will reserve for them the right to continue to make money. Of 
course, that is their business. 

Mr. Dinceti. And not at any diminished rate ? 

Mr. Brown. That is right. 

Mr. Dincetxt. And it would be fair to say that it would not be 
illogical to expect that under this bill they would achieve a substanti- 
ally better profit record than they had ‘been able to achieve in the 
pe ast ? 

Mr. Brown. I do not see that, but it might. 

Mr. Dincetn. Wouldn't it be fair to say that generally the fair 
field price or the reasonable market price is generally higher than they 
could expect for gas under the regulated utility cost basis # 

Mr. Brown. I would not think so. 

Mr. Divert. Would it not be- 

Mr. Brown. Prices have been going up under the Power Commis- 
sion regulation just the same as they did otherwise, to be realistic 
about that. 

Mr. Dincett. I expect it to go up based on the costs ? 

Mr. Brown. Yes; that is right. 

Mr. Dineeti. And it would be fair to say that oil companies and 
gas companies have been able to show increased costs to the Power 
Commission ¢ 

Mr. Brown. I think so. 

Mr. Dineetx. To the Power Commission, and to get increased 
prices, where they are fair and just under the law, am I correct in 
that ? 

Mr. Brown. I would think so. 

Mr. Diner... And, as a matter of fact, under the Detroit case, the 
City of Detroit v. The Federal Power Commission and the Panhan- 
dle, they have actually been able to go out and get additional money 


for explor ation and development at the expense of the consumer; 
isn’t that a fact? 


Mr. Brown. I do not know about that case. 


Mr. Dinceiz. I hope you will read the case and you will come to 
the same conclusion, I am sure. 
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Mr. Brown. Fine. 

Mr. Dincety. Now, tell me this: Would there be anything to an 
argument that the industry drills just enough wells to replace cur- 
rent production ¢ 

Mr. Brown. | do not know whether there would be anything to it 
or not. I do not think it would be factual. 

Mr. Dineetxi. You do not think it would be factual ? 

Mr. Brown. No. If that is—— 

Mr. Drnegett. If that is not so, how does it happen that the index 
has been so constant through the years ? 

Mr. Brown. When they sell oil they get enough to go back and 
plow back and employ their energy. We sell a little more = every 
year; therefore, the development is a little greater each year. The 
necessity for it is a little greater, and I think that keeps a lie 
even constant, because if they find a lot of oil and cannot sell it, they 
get no more money for further exploring, so it seems a common eco- 
nomic natural. 

Mr. Dincewi. Tell me which of your people get most of their rev- 
enue from which production, do they get it more from the production 
of gas or more from the production of oil 4 

Mr. Brown. Gener: uly more from oil. 

Mr. Dinceii. More from oil? 

Mr. Brown. Yes. 

Mr. Dinecect. If that is so, is it not a fact that your people, then, 
do most of their exploratory work not for gas but for oil ? 

Mr. Brown. I believe that would be accurate. 

Mr. Dineeiit. And that being the case, would it not follow, then, 
that your people are not really concerned so much with gas as they 
are with oil; is that not a fact / 

Mr. Brown. I do not think that would follow. 

Mr. Dincet.. And the gas is just more or less a byproduct ? 

Mr. Brown. Oh, no. Gas enters into the factors of economic re- 
turn, and to whatever amount it contributes it is extremely impor- 
tant. 

Mr. Dinceii. Now tell me this: Spokesmen for your industry be- 
fore other congressional committees have said that the costs of find- 
ing oil justify price increases for oil; have they not? 

Mr. Brown. That is right. 

Mr. Dincetx. And they have not said that they justify an increase 
in gas prices, RE they? “Have they ever said that ? 

Mr. Brown. I donot know that. That has been an occasional study, 
but it certainly has not been by our people. 

Mr. Dincett. Would it not occur to you that they would have said 
that if it were a fact justifying increased prices ? 

Mr. Brown. No, I think there are a lot of facts we do not comment 
on until it becomes necessary. 

Mr. Drngeii. Don’t you think it was necessary ? 

Mr. Brown. There has been no occasion for it because the only 
place it would be effective in an argument of that oes would be before 
the Power Commission, and the a way you can get before the 
Power Commission is under a specific case for stad, and so you come 
in that way. 

I think that marks the difference, 
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Mr. Dinceii. Well, don’t you think, then, it would be fair to say, 
though, that they would have mentioned that when they were hav- 
ing these recent he: arings before our committee here and before other 
committees where the element of recent price increase in oil and oil 
products had occurred; don’t you think that would be a logical argu- 
ment for them to have mentioned ? 

Mr. Brown. It would seem to me they would not have mentioned 
it unless it was pertinent to the case, and that would not have been 
pertinent to the increased price of oil. 

Mr. Drincei. Tell me, this. You said here a number of times to- 
day that gas is a commodity and it is not a utility and it should not be 
regulated as a utility. 

Will you tell me of any other commodity where cost is not figured 
or computed or considered in the fixing of price ? 

Mr. Brown. I don’t now of any commodity that has a fixed price 
by Government. 

Mr. Dineeti. And your industry certainly will consider cost in 
the course of their operations and in the course of trying to fix a fair 
return for their own stockholders ? 

Mr. Brown. That is just good sound economics in your operations 
of course. 

Mr. Dincety. If you are going to use that as a consideration in your 
own profit-and-loss statement and in your own operations, why don’t 
you want the Federal Power Commission to use the same yardstick ? 

Mr. Brown. Because it does not bring them to a sound answer in 
the questions they are looking for. 

Mr. Dincexi. If it does not bring them to a sound answer, how 
does it bring you to a sound answer ? 

Mr. Brown. It brings us to a very definite one because I know how 
my company is making or losing money by looking at my figures. 
I take the total amount of money spent and the total amount I have 
recovered. Then I can figure out from that. 

Mr. Drnceti. Now tell me this. Doesn’t the Federal Power Com- 
mission take those things into consideration when they consider costs 
too ¢ 

Mr. Brown. Not ona utility basis, I don’t think. 

Mr. Dinceti. Let me ask you this: Isn’t your real quarrel with this 
utility cost base concept the fact that your profit levels are held down? 
Isn’t that the res . quarrel ? 

Mr. Brown. I don’t think so. It is a real bugaboo to the real oil 
operator. The setting up of the type of books that you would have to 

carry all the time is something he has never done in his life. 

Mr. Dinceiy. You are talking about the little man ¢ 

Mr. Brown. I am talking about a good majority of the little man; 
yes. 

Mr. Dinceti. A good majority of the little man ? 

Mr. Brown. And that would be a bookkeeping procedure that costs 
them a lot of money that he is not accustomed to spending. ‘That is 
first. 

Mr. Dincett. We are coming back to the point that Mr. Heselton 
and Mr. Macdonald went over with you, and I don’t want to belabor 
that point but I do want to go into it if I may. That being so, that the 
little man would like to get away from regulation, why has not this 
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matter of regulation and exemption to regulation of the little man of 

the kind that would be offered by the Macdonald-Heselton bill, why has 

not that been brought up before your people since they are predomi- 
nantly little people? ¢ 

Mr. Brown. I doubt if I could give you a very good answer on that. 
I don’t know. 

Mr. Dinxeerx. Don’t you think it should have been brought up to 
their attention ¢ 

Mr. Brown. Oh, it has been called to their attention. 

Mr. Dineeii. Have you called it to their attention ? 

Mr. Brown. Oh, yes. 

Mr. Dineeiti. Have you ever said that the matter should be put to a 
vote in your organization ? 

Mr. Brown. I am not the one that determines that. When they get 
enough interest «und enough concern to want to further study a bill, 
then they call us together and say, “Let’s study this,” but that is ex- 
plored by some of our committees and we have never had enough in- 
terest in those. 

Mr. Macponatp. Will the gentleman yield for just one question ? 

Mr. Dineext. I will be gl: ad to yield. 

Mr. Macponat. Sir, I think you have been very patient. 

Mr. Brown. I am glad to have it explored fully. 

Mr. Macponaxp. I can’t believe that people who are c ‘concerned with 
being regulated by the Federal Government, and who complain about 
regulations, would not like to be relieved of Federal regulation. 

Therefore, it piques my curiosity why the very people who would be 
relieved of Federal regulation, you say are not interested in being re- 
lieved from Federal regul: ation when I know that the whole point of 
their criticism is that they are controlled. 

That seems highly—— 

Mr. Brown. I think you are asking an entirely appropriate question. 
My judgment is that they think when you are getting a relief you 
ought to get it on a sound basis. They don’t think it is sound to divide 
the industry into two parts. They do not think it is sound to hold it 
over this man’s head, the fact that the minute you get successful you 
go into a Government operation. There are 2 or 3 elements that they 
tell me is their reason for not liking it. 

Mr. Macponatp. You cannot say that being a success in that business 
only happens to 3 percent. This bill would relieve 97 percent of all 
producers from regulation. 

Certainly there must be some people, not just the 3 percent, who 
would consider themselves successful, and don’t particularly have any 
ambition to hit the 2 billion, ambition or capacity to ever hit the 2 
billion. Don’t you agree with me on that ? 

Mr. Brown. I don’t know that I do, because I don’t know just how 
they would look at it. 

Mr. Macponap. Sir, how many members do you have who are in 
the 2-billion-per-year class ? 

Mr. Brown. I have never analyzed it. I don’t know. I don’t know 
whether I could find out or not, but it would be interesting. I would 
like to know myself. 

Mr. Macponavp. I think I can check with the Federal Power Com- 
mission figures very easily and I sent for the figures. I put them in 
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evidence yesterday so I don’t have them here, but this is just my 
recollection. There were about 1: 39 companies. 

Mr. Brown. That are in the 2 billion ? 

Mr. Macponatp. Who are in the 2 billion and therefore 139 
companies-—— 

Mr. Brown. There would not be many of our members in that. 

Mr. ie oe Right, sir; so if 139 out of the figure you gave 
sarlier, which I don’t think is accurate, but 13,000 is the first figure 
you gave today—I think a more appropriate figure would probably 
be 8,000—if 139 comp: anies only out of 8,000 people 

Mr. Brown. Yes; of actual operating companies. 

Mr. Macponatp. Would include certainly people who are successful. 

Mr. Brown. That is right. 

Mr. Macponap. You can do your own mathematics of 139 from 8,000 
then, but I can’t believe all the producers in this country except 139 
would be relieved, and you say that they are not interested in coming 
out from regulation. I am not saying that you are telling something 


that you don’t bleieve, but I can hi: ardly conceive why you are saying 
what you are say Ing. 


Mr. Brown. Maybe I can explain it this way. 

The CHARMAN. W ill the gentleman from Michigan yield 
the floor ? 

Mr. Dinceny. I am holding on to the floor, Mr. Chairman. I am 
permitting my colleague to ask questions. 

The CHarrMan. The Chair would have to suggest it would be 
cnitiands atta eneaaetdianiien aide 

Mr. Dinceii. Very well, Mr. Chairman. 

The Cuarrman. Mr. Brown ? 

Mr. Brown. I started to answer. I said they have not evidenced 
any interest to me of approv: al,so Lam guided by that. 
Mr. Macponatp. When is your next meeting, sir? / 

Mr. Brown. The next meeting is in the latter part of October. 

Mr. Macponavp. You could not call any special meeting to sound 
out these people about their feelings, could you? 

Mr. Brown. If they were interested the »y could call it, yes. 

Mr. Macponatp. I ean’t conceive that people who are interested in 


being relieved of Federal regulation would not like to be relieved of 
Federal regulation. 


Mr. Brown. It might be that they would. 
they would not. 

Mr. Macponarp. If you decide to call one I certainly would like to 
be heard at that meeting. 

Mr. Brown. I will remember that. 

Mr. Hesevron. Will the gentleman yield for a question / 

Do you have any provision to call for special meetings ? 

Mr. Brown. Oh, yes. 

Mr. Macponatp. Could you call one for us within 10 days or so? 

Mr. Brown. I think the are requires the president of our 
association to be so interested and T cannot have that influence on 
him. He would have to be impressed it was necessary. 

Mr. Macpvonatp. Would you be willing to put it to an actual vote 
of the association ? 


Mr. Brown. If I had them present I sure would. 


to 


I am not saying that 
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Mr. Macponatp. What? 

Mr. Brown. If they were present I would. 

Mr. Macponatp. You can put it by a mail vote, can’t you? 

Mr. Brown. Oh, no. I could but I think they would have to ask 
each other questions on that. They like to discuss things. 

Mr. Heseiron. I was interested in the question you raised in 1955 
in this statement : 

How would the cost for gas belonging to hundreds of thousands of 
farmers and railroad owners be disturbing / 

If you are really and sincerely disturbed about it, why don’t you 

call a meeting and ask them / 

Mr. Brown. I had not yet developed a concern but if they call it I 
will be glad to sit with them. 

Mr. Dinceii. Tell me, Mr. Brown, I have been reading your state- 
ment here, and throughout your statement I find a certain antipathy 
to Federal regulation. 

Am I correct in my understanding of that ? 

Mr. Brown. I hope you discovered that. That is my feeling. 

Mr. Dinceii. Would I be fair in saying you oppose any and all 
Federal regulation / 

Mr. Brown. I don't oppose that which is absolutely necesary. All 
others I oppose. 

Mr. Dincett. You would say that Federal regulation in the gas 
and oil field would be one of those things which you would oppose, 
am I correct ? 

Mr. Brown. In the field. Now in the utility operations, transpor- 
tation and distribution, that is natural. We are not opposed to that. 

Mr. Dincety. Let’s sort the production from—— 

Mr. Brown. Yes, in production I am against any kind of Federal 
control. 

Mr. Dincent. Right. Don’t you think that your statements here to- 
day ring rather illogically when we offer you a bill which will elimi- 
nate a substantial amount of the Federal control which is I guess you 
might say—and I would not but you might—which you might say 
would be blighting the re y? 

Mr. Brown. I am afraid I am not very good in determining the 
logic of my own statements. What I was trying to say was that Thad 
nothing to indicate that there was any desire to support that kind of 
bill, and I gave you the best I could as to why. 

Now it may be that there is some other reason that I have not been 
advised. They have not evidenced enough interest so far to call them- 
selves together for that one bill and look at it. 

Mr. Drnerne. It would not be because it would cause a rather sub- 
stantial spilt in your association, would it ? 

Mr. Brown. I don’t think so. We have had lots of splits and we 
argue things out. I would doubt that. 

Mr. Dincetu. Let’s get down a little bit more into this matter and 
let’s talk about this. You said that Phillips pays $10,000 a year or 
thereabouts? 

Mr. Brown. I guessed that, yes. 

Mr. Dincet. Do you have other producers who pay more? 

Mr. Brown. No. 

Mr. Dinceii. Do you have any producers who pay the same figure ? 

Mr. Brown. Yes. 
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Mr. Dincetu. Others? 

Mr. Brown. I think so. 

Mr. Dincetxt. Would you be at liberty to give me the names of those 
people? 

Mr. Brown. I don’t recall just who they are. I would guess though 
that companies of probably the size of Pure would come into that class. 
I don’t know, there must be 2 or 3 that pay that much, but I don’t keep 
up with it. 

Mr. Dincetzt. Would Superior come into that class? 

Mr. Brown. They are not in that class of members as I recall. 

Mr. Dinceti. Superior is not a amember ? 

Mr. Brown. They certainly don’t pay us anything like that. 

Mr. Dinceti. Some of these other people that you and Mr. Hesel- 
ton identified as being in that category in this list on page 23 of the 
hearing—I will ask you to go through there and tell me if you see any 
others there who pay $10,000 or close to that figure ? 

Mr. Brown. I would not want my answer, because I don’t keep up 
with it, that is not my job—— 

Mr. Dinceti. We will let you correct the record if there is some- 
thing wrong. 

Mr. Brown. I appreciate that, just so you understand that: It is 
possible that Sun would because they have a lot of oil operations. 

Mr. Dinceii. Sun? ‘ 

Mr. Brown. Yes. And the Pure, as I mentioned to you. I believe 
that is all I see there. 

Mr. Dinceii. Do you see any others there who pay say $5,000 or 
S7.500 2 

Mr. Brown. I think the Ohio would come over $5,000, but just 
what I don’t remember, and Continental, I overlooked that one. 

Mr. Dincei. Continental ? 

Mr. Brown. Yes. 

Mr. Dinceti. There are others who pay a thousand dollars and 
$500 ? 

Mr. Brown. That is right. 

Mr. Dincetxt. And $300 and $400 and $200? 

On the basis of that, sir, then tell me, Phillips, for example, paying 
$10,000 would pay the same amount as 1,000 little producers who 
would pay the $10 minimum; am I correct? 

Mr. Brown. Yes; that is right. 

Mr. Dinceti. Now tell me this: How is voting in your organiza- 
tion? Is it on dollars paid in? 

Mr. Brown. Each member gets one vote. 

Mr. Drinceti. Regardless of the amount they pay ? 

Mr. Brown. That is correct. 

Mr. Dincevit. And a big producer has no more influence or au- 
thority in your organization ? 

Mr. Brown. No more authority. 

Mr. Drnceti. No more votes? 

Mr. Brown. No more votes. 

Mr. Drnceii. Does he have any more influence ? 

Mr. Brown. I don’t know. Influence would be a hard thing to 
measure. 

Mr. Dinceti. Would it be fair to say he has more? 

Mr. Brown. I don’t know. 
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Mr. Dinceii. Would it be fair to say he has less? 

Mr. Brown. I would say that each fellow that has a sound argu- 
ment has the floor. 

Mr. Drncett. You want to tell me now that if I have a $10 mini- 
mum membership and I have let’s say one-eighth interest in a small 
well that just produces enough to get me interested in the subject, I 
would have the same say in your organization as, let’s say, Phillips 
Petroleum ? 

Mr. Brown. No; I would say that you would have the right to the 
same thing. You might not have the information that a Phillips man 
would have, but your vote would be just the same. You would have 
the same right to counteract his vote as you would if you were pay- 
ing as much as he did. 

Whether or not that puts you in possession of the same information 
that he has is another matter. 

Mr. Drineeixi. Of course, I would not have the technical skill and 
the staff. 

Mr. Brown. I would say generally the big and the little sit down 
and fight it out pretty well together. 

Mr. Dincetx. I would be interested to hear when they are going to 
fight this Heselton-Macdonald bill. 

Mr. Brown. I would too. I never heard of them reaching that but it 
might be and if they do I would be glad to have you attend because 
I think it would be interesting. 

Mr. Dincetu. Let’s go into this business of cost. 

You said that you did not think cost was a proper element of figur- 
ing rates and having the industry regulated. 

How are we to know that my consumers are to be protected against 
unreasonable price gouging by the giants of the industry if we don’t 
have cost considered as an element ? 

Mr. Brown. I was just telling you, I think you are better protected 
by the provisions of this bill than if you depended on cost as a factor, 
because the cost—in the first place, it adds interminably to the cost 
of administration, and all of the administrative cost is added to your 
price, and this would add very materially to all administrative cost. 

Second, when you have got the figure, it would be so fluctuating 
that it would not be a firm base for you to stand on. 

Mr. Drncetyt. Would the fair field price be a more stable one ? 

Mr. Brown. I think that is better. 

Mr. Dinceri. You mean to say it would not have fluctuations based 
on cost ? 

Mr. Brown. Very little fluctuation. 

Mr. Dincetu. Let’s you and I talk about the constitutionality 
of that particular thing. Tell me this: If we were to get down to a 
place where, under this law, it were passed and you could not con- 
sider the costs to the producer, tell me: How would members of your 
industry react in a proceeding before the Federal Power Commission 
under this particular bill if they were told that they could not recoup 
their costs ? 

Mr. Brown. They are often told that, under the present: provision. 

Mr. Drncety. I beg your pardon ? 

Mr. Brown. They have been told that in the past. 
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Mr. Drncew. I understand that, under the cost-rate basis, they are 
permitted to recoup their costs. That is one of the elements that is 
considered—cost ; am I correct ? 

Mr. Brown. That is right. 

Mr. Drinceu. So that last statement really was not altogether re- 
flective of fact? 

Mr. Brown. I think it is reflective exactly of the facts, but I am 
talking about what they consider costs may not be the same. 

Mr. Drnceti. What they might consider costs and what the Federal 
Power Commission might consider costs are two radically different 
things. 

Mr. Brown. That is right. 

Mr. Drxcetx. That is one of the bones of contention which you 
people have with the present system of regulation ? 

r. Brown. That is right. 

Mr. Drncetx. Let’s get back into it. Let’s say that we were to pass 
this bill and your people were not to be able to recoup their costs. 
They were not able—that the Federal Power Commission says, “We 
cannot consider costs; all we are going to consider is the fair field price 
and the reasonable market price.” What would a member of your 
association who is faced with that situation do? 

Mr. Brown. He would either put his gas into the interstate trans- 
mission or withdraw it. 

Mr. Drncetu. So, actually, under such a situation, the consuming 
portion of this country would not even be offered the guaranty of an 
assured supply of gas? 

Mr. Brown. That is right. 

Mr. Drinceiu. Because the people then would withdraw that gas 
because they would say, “We cannot get our costs up.” 

Mr. Brown. That is right. 

Mr. Drncetu. So, there is a mighty big hole in this bill which has 
not eens heretofore; is that right ? 

Mr. Brown. I would not think so. 

Mr. Drncextut. You would not; but, as a consumer, I would. 

Mr. Brown. I think the bill fairly, when you take it all, and not 
one segment, I think it all 

Mr. Drncett. I am taking this particular instance. 

Mr. Brown. That is right. In this I would say that there is no 
reason to believe that you would be denied the full supply of gas. 

Mr. Drncetx. Would it be fair to say that I might be apprehensive, 
in view of your previous statement ? 

Mr. Brown. I don’t know whether it would be fair or not. 

Mr. Drnceri. You said a man faced with a situation of that sort, 
where his costs exceeded the reasonable market price, would with- 
draw it and put it into intrastate lines? 

Mr. Brown. No. I said he would have the election to continue to 
put his gas into the line or withdraw. 

Mr. Dincety. If you had that election, what would you do? 

Mr. Brown. I don’t know. 

Mr. Dineett. Would not it be fair to say you would give serious 
thought to getting that gas out of the line? 

Mr. Brown. I would certainly want to make an economic operation 
out of it; yes. 
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Mr. Dineetut. Absolutely. Wouldn’t it be fair to say that the courts 
would be deluged with litigation as to constitutionality of this par- 
ticular bill? 

Mr. Brown. I see no occasion for it. 

Mr. Drneeui. Let me read you what Commissioner Connole, of the 
Federal Power Commission, said, and this appears in footnote on page 
19 of the Federal Power Commission’s annual report for the year 
1956: 

Commissioner Connole concurred generally, but stated that any legislation 
must permit the Commission to retain its right to consider costs and revenue 
requirements where necessary and useful to do. Otherwise, it would risk the 
prohibition of their consideration. He stated that, if costs could not be used, 
it would restrict consideration to the demand for and eliminate consideration 
of the cost of natural gas, thus ignoring an essential element of reasonable value. 

Moreover, he said if the Commission were not permitted to consider cost, the 
producing industry would be deprived of a constitutional protection against 
confiscation which all other natural-gas companies enjoy. 

That is Mr. Connole, of the Commission. I am not asking you to 
take John Dingell’s word. 

Mr. Brown. I would certainly be interested in his opinion, because 
he is in a position of responsibility. 

Mr. Dineett. Do you think, perhaps, maybe you should consider 
his opinion ? 

Mr. Brown. Maybe I should. 

Mr. Drncetx. For the protection of your people? 

Mr. Brown. I think, probably, some of them have had the benefit 
of that. 

Mr. Dtncexi. Do you think, maybe, you ought to get the president 
of your organization on the telephone and bring this matter to his 
attention ? 

Mr. Brown. No; I do not think so. I think there is an orderly 
way of doing that. 

Mr. Dincextxi. Do you think that maybe you are being a little bit 
remiss in failing at least to take the orderly way of doing this, then ? 

Mr. Brown. I am not sure that I am not taking it. 

Mr. DinceitL. Have you brought this possibility to his attention ? 

Mr. Brown. Oh, yes; yes, indeed. 

Mr. Dineetu. You have? 

Mr. Brown. Oh, yes. 

Mr. Dincetx. What did he say ? 

Mr. Brown. He has not passed on it yet. 

Mr. Drncetu. I would like to get around to this business of the 
reasonable market price on gas. 

Would it be fair to say that the reasonable market price will be 
about the same as the general price in the field ? 

Would that be a fair thing to say ? 

Mr. Brown. Probably generally, I don’t think that is an impossible 
situation. 

Mr. Drneexx. And that being so, would it be fair to say that the 
bulk of the gas which is sold in interstate will be the principal con- 
sideration which will be given to that gas under this particular bill, 
will be the general average field price ? 

Is that a fair statement ? 

Mr. Brown. For interstate gas, I would say so. I imagine it will 
Stay pretty close. 
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Mr. Drncett. And, of course, it would be fair to say that the 
gradual 

Mr. Brown. Finally it would reach that level anyway, just the 
action under tlie bill. 

Mr. Drnceux. And, of course, it would be fair to say that a portion 
of the gas which is sold is sold with no price regulation at all. That 
is the intrastate ? 

Mr. Brown. The intrastate, not much of that. 

Mr. Dinceti. As a matter of fact, intrastate gas is sold subject to 
regulation only as to minimum price most often, isn’t that a fact? 

Mr. Brown. Most of it. 

Mr. Dtncett. So that actually there would be a floor under at least 
about half the gas. 

That would be the intrastate portion of the sales. 

Mr. Brown. Yes, some of it certainly. 

Mr. Dincet.. Which amounts to about half the gas produced ? 

Mr. Brown. I don’t think it does. I don’t think it has a floor under 
half, but quite a bit of it. 

Mr. Drncewi. About half the gas produced is sold intrastate 4 

Mr. Brown. About half. 

Mr. Dtnoet. And these are not my figures. 

Mr. Brown. Yes. I think that is about right. 

Mr. Dince. So that half the gas then sold would be subject only 
toa minimum price, am I correct in that understanding? 

Mr. Brown. There is not a minimum price for all of that gas is 
what I am trying to say. I think that is the difference in our thinking 
on it. 

Mr. Drnce. In some States there is a minimum 4 

Mr. Brown. Some States they don’t have a minimum price. 

Mr. Dinceit. But that would be the only regulatory influence? 

Mr. Brown. That is right. 

Mr. DinceLL. On them? 

Mr. Brown. That is right. 

Mr. DinGett. So actually of course that minimum price tends to 
rise with the years, am I correct also ? 

Mr. Brown. I don’t think there is any provision for that as yet. 

Mr. Drxcety. The pressures from of course the producers would 
be to make that price rise to reflect their costs? 

Mr. Brown. And for the consumers to hold it down. 

There are more consumers in these producing States than producers. 

Mr. Dinceiy. But generally the pressure from the producers would 
be to raise it ? 

Mr. Brown. I would think so. 

Mr. Drncery. That means then that the reasonable market price 
will only be based on about whatever influence or pressure sale of 
one-half the gas would bear in relation to the whole, is that fair? 

Mr. Brown. I am not able to quite define it that easily. 

Mr. Dinceii. Would it be illogical to say ? 

Mr. Brown. My guess is that the price, reasonable market price, 
would pretty well fit itself into the interstate price, price for interstate 
gas. 

Mr. Dincewy. As affected by the other half which is sold? 

Mr. Brown. I think you will generally find intrastate is sold more 
cheaply than gas that goes interstate. 








254 NATURAL GAS ACT 





Mr. Drvxcett. I would like to hear some reasons why that gas is 
sold more cheaply intrastate. 

Mr. Brown. Avoid Federal regulation, easily accessible. I imagine 
it is because other factors would be because it is building up an 
industrial area near the field of production. I don’t know, but 
primarily it would be because it does not have Federal regulation. 

Mr. Drnceti. And of course no interstate pipeline nearby? 

Mr. Brown. No, there is interstate pipeline right along by most 
of the gas sold in intrastate. 

Mr. Dincetn. Would it be fair to say intrastate gas might be 
influenced in its price by, for example, the fact that the seller might 
have to flare his gas if he did not sell it? Would that be a fair 
statement ? 

Mr. Brown. No doubt that influences some of them, yes, but there 
is no reason why that same gas could not go interstate. 

Mr. Drncett. Would it be fair to say that that gas might also be 
influenced in its price by the fact that the seller had to get rid of 
that gas to get oil? 

Would that be fair? Would that be a consideration ? 

Mr. Brown. I think all gas you have to find means of disposing 
of it. That does not mean that it could not go interstate or intrastate, 
either one. 

That has nothing to do with it. 

Mr. Drncetx. At the present time that is one of the reasons why 
intrastate is lower than interstate? 

Mr. Brown. I don’t know that that would be true. 

Mr. Drincetx. It might be a factor. 

Mr. Brown. It could be a factor; yes. 

Mr. Drnceti. And there is a good chance it is? 

Mr. Brown. That is right. 

Mr. Dincetu. Then let’s go on a little further and let’s see if 
there is not any other reasen. For example, would it ever occur 
that a man might need a little extra capital and he would sell quick 
and cheap to get a little capital ? 

Mr. Brown. Of course, that is present in any business. 

Mr. Dineetu. That is true. 

Mr. Brown. That is possible, but I don’t see that that would make 
him sell it intra as between interstate and intrastate. 

Mr. Drnceti. But these are factors which do at present hold down 
the price? 

Mr. Brown. I would think so. 

Mr. Drncetx. Of intrastate gas? 

Mr. Brown. Yes. 

Mr. Drncett. Tell me, you have mentioned that gas is a commodity 
and that as a commodity it should not be subject to regulation. 

Let’s take one of my consumers back home who has an average in- 
come of about $5,000 a year and who has spent somewhere between 
$400 and $600 to convert his heating plant and to install a gas stove. 

Is he what you could call a free consumer any more ? 

Can he go to some competitive medium or some competitive fuel? 

Mr. Brown. He must have made his own election when he decided 
on which was the best instrument to use to create his heat. 

Mr. Drncetx. But he is a captive because of his investment; isn’t 
that a fact? 
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Mr. Brown. He may be a captive, but it is of his own free will. 
He is not a captive as the producer is when he was taken in against 
his will and required to keep producing gas to sell to that fellow for 
whatever he gets for it. There is your real captive. 

Mr. Macponap. Will the gentleman yield for a question ¢ 

Mr. Dincewt. For a question. : 

Mr. Macpona.p. Isn’t it true, sir, when natural gas first came into 
the Northeast section that billboards, radio, every means of com- 
munication advertised “Get better fuel cheaper,” and therefore that 
the consumer, when he became a captive, was becoming a captive 
under false illusions which were raised by the natural gas companies 
in endeavoring to sell their product ‘ 

Mr. Brown. I imagine there was a lot of advertising. People 
promote their product. The producers did not go up there to tell 
you that, though. 

Mr. Macpvonatp. No, sir. Thank you. 

Mr. Brown. They did not do that. 

Mr. Drncetn. Let me pursue this. 

Regardless of the position the producer finds himself in, the con- 
sumer is a captive / 

Mr. Brown. I don’t think so but that is a matter of opinion what 
makes a man a captive. 

Mr. Dinceii. If he wants to switch to coal he can go to any num- 
ber of coal companies to get his coal; am I right ? 

Mr. Brown. Yes. 

Mr. Dinoewt. If he wants to switch to oil he can switch to any 
number of different suppliers and producers; am I right / 

Mr. Brown. That is right. 

Mr. Drineeiu. But by and large the man who consumes natural 
gas for heating or cooking is stue ck with one source of supply; am I 
correct ¢ 

Mr. Brown. That is correct. That is a utility, and therefore his 
area is protected. 

Mr. Dincett. It is a utility there ? 

Mr. Brown. That is regulated. 

Mr. Dineett. Wouldn't it be fair to say that one of the main fac- 
tors which affects the price after this gas achieves its utility status— 
and you will concede that it achieves the utility status somewhere 
along the line—— 

Mr. Brown. When it starts moving in interstate commerce, trans- 
portation. 

Mr. Dincei.. Then it becomes a utility ? 

Mr. Brown. That is right. 

Mr. Dincett. Wouldn't it be fair to say that one of the factors 
which affects the price when it begins its status as a utility is its price 
at the wellhead / 

Mr. Brown. Obviously it must have some influence on it, yes. 

Mr. Dinceii. So what you propose to do, then—— 

Mr. Brown. It is relatively small. 

Mr. Drxceit. What you would propose to do, then, would be to 
leave out this all- important factor of price at the wellhead and to 
include price only after it achieves this utility; am I correct ? 

Mr. Brown. I know of nothing that any utility buys as a commod- 
ity that is regulated on a utility base, do you? 
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Mr. Dincetx. Let me ask you this question: You can, understand 
the apprehension that the consumers feel at finding this particular 
element of their price removed from regulation. I am sure you can. 

Mr. Brown. I imagine they would have some concern, yes. That is 
conceivable. 

Mr. Dincetu. Returning to this reasonable market price, generally 
over a large field the price will tend by the law of supply and de- 
mand to rise to the highest competitive price with other fuels; isn’t 
that a fact ? 

Mr. Brown. Normally, yes, unless there is an oversupply. Supply is 
a big factor in your price. 

Mr. Dincei.. But it tends to rise—— 

Mr. Brown. That is right. 

Mr. Drncext. To what the traffic will bear over the long haul? 

Mr. Brown. That is right. 

Mr. Dincett. So then over the long haul it would be not unreason- 
able for us to expect that the reasonable market price would become 
the highest price that the traffic would bear over the field taken as a 
whole ? 

Mr. Brown. I would think it would have to conform itself to the 
standards set out in this bill. 

Mr. Dinceti. But it would still be fair to say that that would be the 
tendency ? 

Mr. Brown. The more gas you have the more there is seeking a 
market and if you have got a lot of extra gas seeking a market, then 
that would have a tendency to pull it down. | 

Mr. Dincetu. But even so the tendency would be over the long haul 
on any given field for the gas to rise to the highest price that the 
traffic would bear ? 

Mr. Brown. I don’t think that is necessarily true, no. 

Mr. Dincetyu. Would you tell me what price it would rise to? 

Mr. Brown. That would be true if a small group had a definite con- 
trol of it, yes. 

Mr. Drncett. I am talking about over a 

Mr. Brown. But where it is widespread I would not think so; no. 

Mr. Dincety. I am talking about over a large field or over the 
country as a whole, if you w ill, gas will tend to rise to the highest price 
that the traflic will bear, isn’t that a fact, if it is left free of regulation ? 

Mr. Brown. Each fellow will try to get the best price he can for 
his product. 

Mr. Drnceti. That is right. 

Mr. Brown. That is r ight, if that is what you mean. 

Mr. Drncetv. And over the whole everyone will try to do the same 
thing? 

Mr. Brown. That is right. 

Mr. Drnceit. And the pressure will be present for this gas taken 
as a whole over a whole field or taken over the country as a whole to 
rise to the highest price that the traffic will bear ? 

Mr. Brown. That is natural. 

Mr. Dincetx. That is the law of economics ? 

Mr. Brown. That is natural. 

Mr. Drncetx. So then it would be fair to infer that under this bill, 
that the reasonable market price would become the highest price that 
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the traflic would bear over the country as a whole. That is a fair 
statement; isn’t it? 

Mr. Brown. I don’t think so. 

Mr. Dincetxt. What would be a fair statement then ¢ 

Mr. Brown. I would say it has to conform to all of the factors set 
out here. It says right in the bill—— 

Mr. Drvcets. I know what it says in the bill. 

Mr. Brown. “Reasonable market price is not necessarily the price 
of the last sale or the highest price or the lowest price.” 

Mr. Dincett. Would: you tell me one word in that particular section 
of the bill which says that the gas will not rise to the highest: price 
that the traffic will bear ? 

Mr. Brown. No. 

Mr. Dinceitt. When you take the country as a whole? 

Mr. Brown. I don’t see anything that says that; no. 

Mr. DincEtu. So, actually, it would be fair to infer that over the 
long haul under this bill and under this set of regulations, that the 
gas will rise to the highest price that the traffic will bear when you 
view the country or the field as a whole; am I correct? 

Mr. Brown. I would say it would rise to the highest price that 
would be available under the standards of the law; yes. 

Mr. Dincetit. And what standards would keep it from rising to 
that particular point here? 

Mr. Brown. Probably one in the one case and another in another. 
I would say the availability of gas would be one of the main factors. 
If you get an abundance of gas, you have got a lot of people looking 
for a market and they will ¢ ut their price. That is historically true. 

Mr. Drncetx. I am not talking about local situations where there 
will be an excessive supply of gas. I am talking about the country 
as a whole, and I am going to ask the question again. Over the long 
haul and over the country as a whole, it would be fair and reasonable 
and logical to expect that the gas prices would rise under this bill to 
the highest price that the traffic would bear; isn’t that a fair question ? 

Mr. Brown. I don’t think it is a fair question, no. 

Mr. Dinoenn.. Well, what is unfair about it ? 

Mr. Brown. I mean I think you must arrive at conclusions that I 
am just not capable of making. 

Mr. Dincetit. Would not it be fair to say that that would oceur 
though / 

Mr. Brown. I would say that it is perfectly natural that every 
fellow that has gas is going to try to get. the best price he can for 
that gas, if that helps. I think then the price that enters into this 
will be determined by the Power Commission measuring all of those 
factors. 

Mr. Dincetn. All right; now what factor mentioned on pages 14 
and 15 and 16 of this bill in section 13-C will hold the price down 
so that it won’t rise to the highest price that the traffic will bear 
when you ciadine the country as a whole over the long haul? 

Mr. Brown. I don’t know. I guess I am lost. a 4 bit and m: rybe 

I did not give you the right answer awhile ago. I don’t know just 
what you mean by “traffic will bear.’ 

Mr. Dincewn. I will take your definition. 

Mr. Brown. I keep going back to the fact that every fellow will 
get the best price he can if that is what you mean. 


° 
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Mr. Drnceti. That is right, and he will literally get all the traffic 
will bear. 

Mr. Brown. I don’t know the phrase “traffic will bear” but he will 
get the best price he can. 

Mr. Drncetx. And over the country as a whole gas producers will 
get the best price they can? 

Mr. Brown. I would say so. 

Mr. Dinceti. The best price you can get is usually the same price 
as all the traffic will bear; isn’t that a fair statement ? 

Mr. Brown. Not necessarily. 

Mr. Dincett. Well, what is not? 

Mr. Brown. I say it is not necessarily because I may want to sell 
a lot of gas and it may be to my advantage—— 

Mr. Dincewy. I am not talking about local situations. I am talk- 
ing about the country as a whole. 

Mr. Brown. I would say that the country as a whole, whenever 
any occasion arises that causes a man to want to dispose of his gas, 
he is (going into the market to sell that gas. If he cannot get the 
top price, he is going to sell it at a price he can sell it. That is natural. 

Mr. Drncetu. I agree. 

Mr. Brown. That is what I am trying to say. I am not trying to 
object to your answer. 

Mr. Drncetu. No. 

Mr. Brown. I am just trying to explain a different point of view. 
Mr. Drincei.. I want you to know now I am trying to be fair. 
Mr. Brown. I think so. 

Mr. Dineevi. I am perhaps being a little persistent but I do hope 
am being courteous. 

Mr. Brown. I think it is entirely appropriate. 

Mr. Drncety. I am going to go back and I am going to specifically 
state, I want you to exclude from this local situations, emergency 
situations, disaster situations which might compel the producer to sell 
his gas cheap and I want you to consider with me just the country 
as a whole, and I want you to just take this one statement and tell me 
if it is not a right statement and is not a fair statement. 

Over the country as a whole and over the long haul, under this 
specific bill the producers will be able to get and the tendency will 
be for them to get the highest price that they can get, isn’t that a fair 
statement, under the laws of supply and demand ? 

Mr. Brown. I would say they would be able to get the highest price 
they can get. I believe that is what you say. 

Mr. Drncexxt. And the market would so tend; isn’t that right? 

Mr. Brown. That would be the tendency. 

Mr. Drncext. And that would be true under this bill? 

Mr. Brown. Yes, that is right. 

Mr. Drince.. Because the cost factor is not present in the bill as 
written and the utility rate base is not present in the bill as written; 
am I right? 

Mr. Brown. I don’t know that that would be so. 

Mr. Drnce.u. But the cost factor is not present in the bill ? 

Mr. Brown. It is not present. 

Mr. Drnce.i. And one of the reasons that this price would be able 
to float freely upward as it would be able to do is the fact that this 
cost factor is not present in the bill; am I correct ? 
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Mr. Brown. I don’t think so. 

Mr. Dincetu. It would be fair to say that this cost factor would 
tend to prevent a ballooning upward of prices; would it not? 

Mr. Brown. I think the cost factor in this bill would tend to add 
price, add cost to the consumer; yes. 

Mr. Dincet.. But under circumstances it would be fair to say that 
it would hold—under some circumstances it would be fair to say it 
would hold the prices down ? 

Mr. Brown. I would say rarely. 

Mr. Drncewu. I don’t want to ask rarely or not rarely. 

Mr. Brown. Let me say some—— 

Mr. Dinceuu. It would be fair to say under circumstances it would 
do that? 

Mr. Brown. It could. 

Mr. Drncexiu. And it would? 

Mr. Brown. I don’t know whether it would or not. 

Mr. Dince.u. I want to thank the chairman for his indulgence. 

I yield back to the Chair. 

The CuatrMan. Mr. Bennett. 

Mr. Bennett. Mr. Brown, I would like to ask you just one or two 
questions about the bill of my colleagues, Mr. Macdonald and Mr. 

feselton. 

Isn’t it true that if that proposal were adopted the effect would be 
a lowering of price so far as the producers are concerned ¢ 

What I mean is this: If you applied the cost utility rate formula 
to the big companies, to the 3 percent, and free the others, wouldn’t 
the small producer have to sell at the utility-based price? Wouldn't 
that be the tendency ? 

Mr. Brown. He couldn’t get above it, could he, I don’t believe? 
That is right. 

Mr. Bennett. So that if I were a small producer, I would have the 
choice of either taking a lower price or accepting the reasonable price 
formula in this bill; isn’t that right? I would like to get the record 
cleared up on that. 

Mr. Brown. As I say, I don’t know just what the effect would be 
of that kind of bill. The impression that they give to us is that it is 
an impractical application of the problem; whether or not our people 
are wrong, that is our view. 

Mr. Bennett. Isn’t it very likely and, as a matter of fact, isn’t it 
very probable that if you fix the price on the cost utility time basis, you 
are going to have a lower price? That is one of the reasons why the 
producers are objecting to it, isn’t it, from their point of view? 

Mr. Brown. I think that would depend on the factors you take into 
the utility price study base. 

Our objection to it is because it isn’t capable of being used to supply 
firm base either way. 

Mr. Bennett. You also object to it because it wouldn’t result, in 
your opinion or in the opinion of the producers, in a fair price. 

You have two objections: (1) The producer doesn’t want to be regu- 
lated as a utility ? 

Mr. Brown. That is right. 

Mr. Bennett. And (2) he doesn’t want to have to take a lower price 
which he would have to take if he were regulated ? 
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Mr. Brown. Certainly if they arrived at a lower price they would 
be forced to take it, and we don’t want to be faced with that situation ; 
that is right. 

Mr. Bennett. Do you havea copy of the bill there / 

Mr. Brown. Yes. 

Mr. Benner. I would like to direct your attention to the section 
on page 18 which refers to the validity of existing prices and the dis- 
position of pending proceedings. 

Theve are many complic ated and vague provisions in this section. 
From my point of view this is the most difficult of all to understand. 

I am wondering if you would mind explaining in as simple lan- 
guage as you can just what the effect of this section would be and what 
situations it intends to deal with / 

Mr. Brown. Frankly, I haven't the abilities on that as the Chair- 
man of the Commission. 1 thought he did a very good job on that. 

I do have some familiarity with it. I might not arrive at the same 
conclusions that he would arrive at, but I w ould be glad if you would 
refer to have me write down and give you what I would say would 
be a better judgment and follow it if you would like to have it. I 
would be glad to answer any questions at this time, though. 

Mr. Bennerr. You prefer to put in written answers ? 

Mr. Brown. Yes, but I would be glad to answer any specific ques- 
tions at this time ii it would be of help. 

Mr. Bennett. I would appreciate it if you would prepare a state- 
ment explaining the extent, effect, and purpose—— 

Mr. Brown. I would be glad to. 

Mr. Bennetr (continuing). Of each of the subsections of section 5. 

Mr. Brown. Under 5. 

Mr. Bennett. Starting on page 18. 

Mr. Brown. I would be glad todothat. I think that is a better way 
to do it. 

Mr. O’Hara. Would the gentleman yield? I think the other sec- 
tions, subsections 3 and 4, also pertain to the responsibilities of the 
Commission, the Federal Power Commission. You are speaking of 
13C% 

Mr. Bennett. I am speaking of section 5 on page 18. 

Mr. O’Hara. I misunderstood you. 

Mr. Bennett. That is the section that deals with disposition of 
pending proceedings before the Commission. 

Mr. Brown. I would be glad to submit that to you. 


(Mr. Brown later submitted the following statement referred to 
above :) 


ANALYSIS OF SECTION 5 oF H. R. 6790 anp H. R. 6791 sy RusseLt B. Brown, 
GENERAL COUNSEL, INDEPENDENT PETROLEUM ASSOCIATION OF AMERICA 


Section 5 deals entirely with existing producer contracts and the disposition 
of certain proceedings now pending before the Federal Power Commission con- 
cerning the prices involved in those contracts. 

An existing producer contract is a defined term in H. R. 6790 and H. R. 6791 
The term generally includes all of such contracts which were executed and in 
existence prior to the date that these bills may become law. 

In order to more fully understand the background of section 5, it may be help- 
ful to turn back to June 7, 1954, and to consider the situation confronting the 
producers and the Federal Power Commission at that time. 

On June 7, 1954, under the ruling in the Phillips case, as interpreted by the 
Federal Power Commission, the producer-sellers in existing producer contracts 
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became “natural gas companies” as defined in the Natural Gas Act of 1938. As 
such, the producers became subject to all of the provisions of the act and to the 
exclusive regulatory jurisdiction of the Federal Power Commission. Shortly 
after that date, the Federal Power Commission moved to place its newly created 
authority into effect. The Commission, on July 16, 1954, issued its first regu- 
latory order applicable to an independent producer-seller of natural gas—Order 
No. 174, subsequently superseded by Order No, 174—-A. 

Order No. 174—A, among other things, froze the producers’ prices at their June 
7, 1954, contract level and prohibited any price increase from thereafter coming 
into effect under the terms of the contracts unless and until the increase was 
approved by the Commission. Thus, for example, if the contract price on June 7, 
1954, was 10 cents per thousand cubic feet, such price became the rate of the seller 
in the contract. If, a year later, on June 7, 1955, the contract price increased 
under the terms of the contract from 10 cents per thousand cubic feet to 11 cents 
per thousand cubic feet, the seller would not be entitled to the 1-cent increase 
until an application therefor was filed with and approved by the Commission. 
Order No. 174—-A applied in that manner to all types of increases arising under 
the contract whether the change came about from fixed step-up clauses, tax reim- 
bursement clauses, favored nation clauses, or any other kinds of escalation 
clauses. 

The producers filed their contracts with the Commission as required by Order 
No. 174-A. More than 15,000 contract rates were so filed. The contract prices 
in effect on June 7, 1954, thereby became applicable and the pipeline company 
purchasers were permitted to pay those prices to the producer-sellers, and to 
charge such payments as proper operating expenses. All subsequent increases in 
such prices and the prices provided in contracts consummated after June 7, 1954, 
have been subject to review by the Commission. 

In section 5 of H. R. 6790 and H. R. 6791 reference is made to sections 4 (e) and 
5 (a) of the Natural Gas Act. It is appropriate, therefore, to consider the pur- 
pose and effect of these sections of the existing law. 

Section 4 (e) of the Natural Gas Act generally provides that a rate change— 
that is, a price increase—may not go into effect until 30 days after an applica- 
tion for the increase is filed with the Commission. Within the 30-day period 
the Commission may suspend the increase and thereby defer its effectiveness for 
a period of 5 months. At the end of the 5-month suspension period, if the Com- 
mission has not acted, the seller in the contract may place the increase into effect 
under bond and subject to refund, with 6 percent interest, if such increase is 
finally disapproved by the Commission. If the increase is finally approved by 
the Commission, the seller is entitled to receive the increase, not from its 
effective date, but from the expiration of the 5-month period if he has placed 
the increase in effect under bond; the increase, however, for the 5-month period, 
the so-called period of regulatory lag, is lost to the seller. 

Section 5 (a) of the Natural Gas Act provides generally that the Commission 
at any time, and from time to time, may institute a proceeding against the sellers 
of producer contracts to determine whether the prices therein are “unjust, un- 
reasonable, unduly discriminatory, or preferential”; and, if so, to determine and 
establish the “just and reasonable rate” to be charged under the contracts. Final 
action by the Commission in such a proceeding operates prospectively; that is, 
the existing rate is collected by the seller unless and until the Commission deter- 
mines otherwise, whereupon the reduced rate operates from that time forward. 

Shortly after June 7, 1954, and after the filing and freezing of the producers’ 
prices at their June 7, 1954, contract levels, the producers proceeded to file 
applications for price increases as and when those increases became effective 
under the terms of their contracts. In some instances, the Commission suspended 
the proposed increase within the 30-day period; and in those cases, after the 
lapse of the 5-month period, the producers, in some instances, placed the in- 
creases into effect under bond and, in some instances, did not. These constitute 
the so-called section 4 (e) proceedings—all arising since June 7, 1954, and all 
involving proposed price increases after that date which are now pending before 
the Commission. 

In addition, and separately and apart from the section 4 (e) proceedings, the 
Commission, during the 3-year period since June 7, 1954, commenced a series 
of section 5 (a) proceedings. According to the Annual Report of the Federal 
Power Commission for the fiscal year ending June 30, 1956, 25 section 5 (a) 
proceedings have been initiated by the Commission. The section 5 (a) proceed- 
ings, as above stated, are general rate investigations to determine the reasonable- 
ness of the prices in all of the interstate gas sales contracts of a particular 
producer. Sa ai a 
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As pointed out above, section 5 of H. R. 6790 and H. R. 6791 deals entirely 
with existing producer contracts. In general, this section recognizes that con- 
tracts heretofore made and entered into in good faith on the part of the parties 
concerned, and where the price of gas under the contract is definite at the time 
H. R. 6790 and H. R. 6791 become law, should be accepted as proper and freed 
from Commission jurisdiction. The section, however, provides that there are 
certain important and broad exceptions to this general premise. 

The general recognition of the propriety of existing contracts is basic and 
fundamental to the philosophy of this bill. 

Paragraph (b) of section 5 sets forth the three categories of prices in existing 
contracts or contract provisions that are given recognition as acceptable. It 
further sets forth the four principal exceptions to the general premise. 


THE THREE CATEGORIES OF PRICE PROVISIONS 


Subparagraph (b) (i).—This subparagraph reads as follows: “All prices 
which were being paid for such natural gas on June 7, 1954, by reason of an 
order of a regulatory agency of any State’. 

This provision recognizes the propriety of any minimum prices, established 
by a State agency, in effect and being paid on June 7, 1954, the date of the Phillips 
decision. It, therefore, prohibits any rollback in State minimum prices which 
were in effect and being paid on that date. Minimum prices established by 
State agencies, however, are protected only if they meet two conditions; namely, 
(1) were being paid on June 7, 1954, and (2) were not challenged by the Federal 
Power Commission in any proceedings as outlined in paragraph (4) of para- 
graph (b). 

Subparagraph (b) (ii).—This subparagraph reads as follows: ‘‘All prices 
which were payable on the date this subsection takes effect under a definite pric- 
ing clause of any such contract, and”. 

From the producer viewpoint, this is one of the most important provisions 
of the bill. Its basic and underlying purpose is to give stability to the definite 
pricing clauses in existing producer contracts. Definite pricing clauses are 
those clauses which, within the four corners of the contract, set forth in terms 
of a specific price per unit the price to be paid. In other words, it is a specific 
price or a step-up by a specific amount to become effective on a specified date. 
The definite pricing clauses are to be distinguished from the indefinite pricing 
clauses which come about through the operation of escalation clauses that can 
only be determined, in terms of definite amounts, at the time they come into 
operation and effect. 

In this provision, the words “are payable” become significant. The definite 
pricing clause under the bill is recognized as being proper in the existing contract 
even though it has not as yet become operative or effective. In other words, 
the definite pricing clause which has become effective prior to the enactment of 
this bill is recognized as proper and, in addition, the definite pricing clause in 
the existing contract, which in the future becomes operative, is also recognized 
as proper. 

Subparagraph (b) (iii).—This subparagraph reads as follows: “All prices 
which were being paid on the date this subsection takes effect under an in- 
definite pricing clause”’. 

In this provision the words “being paid” are significant. This subparagraph 
recognizes as being proper indefinite pricing clauses “being paid’ before the 
enactment of this bill and frees them from review by the Federal Power Com- 
mission. With respect to indefinite pricing clauses which, however, come into 
operation subsequent to the enactment of this bill, even though contained in an 
existing contract, the Federal Power Commission is required to review them and 
determine whether or not they meet the standards of reasonable market price. 
In other words, if the indefinite pricing clause is already in effect and has not been 
challenged by the Federal Power Commission in a section 4 (e) or section 5 (a) 
proceeding, it is deemed to be proper and is free from any further jurisdiction of 
the Federal Power Commission. If, however, it has not as yet become opera- 
tive, it is not recognized as being proper and is, therefore, subject to review by the 
Federal Power Commission. 

In view of the number of questions asked about this particular provision, the 
following illustrations are given in order to show its effects. 

Example: Assume that in an existing producer contract dated January 1, 1952, 
the price was set at 6 cents per thousand cubic feet; that the price increased on 
January 1, 1954 (that is, prior to the June 7, 1954, date of the Phillips decision), 
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under an indefinite pricing clause from 6 cents to 8 cents per thousand cubic feet ; 
and that there were no further price increases under the contract up to the time 
that the bills take effect. Section 5 (b) (iii) would validate the 8 cents per 
thousand cubic feet price inasmuch as the price, having been recognized and 
accepted by Commission Order No. 174-A, would not fall within the excepted 
eategories described in paragraphs (1) through (4) of section 5 (b). 

Example: Assume in the same case that the price increased from 8 cents to 
10 cents per thousand cubic feet under the indefinite pricing clause on January 
1, 1955 (that is, after the June 7, 1954, date of the Phillips decision), and that the 
Commission permitted the increase to go into effect without suspension under 
section 4 (e) and without subjecting the increase to a proceding under section 
5 (a). In that instance, too, the 10 cents per thousand cubic feet price would be 
validated under section 5 (b) (iii) of these bills inasmuch as the increase, having 
been accepted by the Commission without being subjected to either a section 4 (e) 
or section 5 (a) proceeding, would not fall within the excepted categories de- 
scribed in paragraphs (1) through (4) of section 5 (b) of the bills. 

Example: Assume further that after the effective date of the bills, on, say, 
January 1, 1960, the 10 cents per thousand cubie feet price increased under 
the indefinite pricing clause to 12 cents per thousand cubic feet. Would such 
increase be subject to Commission review? The answer is “Yes.” Section 13 
(B) (b) of H. R. 6790 and H. R. 6791 provides that “no natural-gas company 
shall pay and no seller shall be entitled to receive a price increase for natural 
gas which results, after the date this subsection takes effect, from the operation 
of an indefinite pricing clause in a producer contract * * *” unless and until 
the Commission approves such price increase. Stated differently, these bills 
very clearly provide a continuing jurisdiction in the Federal Power Commis- 
sion to review price increases, occurring after the effective date of the bills, 
under indefinite pricing clauses, in existing contracts, just as is the case with 
respect to new producer contracts. It follows, therefore, that there are no in- 
stances in which price increases, occurring after the effective date of the bills 
under indefinite pricing clauses, may become effective without Commission re- 
view, irrespective of whether such increase falls within or without the excepted 
categories described in paragraphs (1) through (4) of section 5 (b). 


EXCEPTIONS TO ACCEPTABLE PRICE PROVISIONS 


The above three categories of acceptable price provisions in existing producer 
contracts which are given recognition by the bill, however, as pointed out above, 
are subject to certain specified exceptions as outlined in paragraphs (1) to (4), 
inclusive, of paragraph (b) of section 5. 

These exceptions encompass prices involved in four types of proceedings now 
pending before the Commission or the courts. If a pending proceeding falls out- 
side the four specified types of proceedings, the case, under the bills, will be dis- 
missed. If, on the other hand, it falls within any of the four specified types of 
proceedings, the case will be continued to a conclusion. Such determinations by 
the Commission, however, cannot be arrived at on a public utility rate base 
cost-of-service concept but must be arrived at under the “reasonable market price” 
formula provided for in section 13C of the bills, Taking the exceptions in order 
and as classified by paragraphs (1) through (4) on pages 19 and 20 of the bills, 
the following is the result : 

(1) If a price increase occurred after June 7, 1954, from the operation of an 
indefinite pricing clause in an existing producer contract and if the increase was 
suspended by the Commission under section 4 (e) of the act, then the proceeding 
involving such price increase will continue to a reasonable market price deter- 
mination hearing before the Commission. 

(2) If a price increase occurred after June 7, 1954, from the operation of an 
indefinite pricing clause in an existing producer contract and if the increase is 
subject to a section 5 (a) proceeding initiated by the Commission prior to Jan- 
uary 1, 1957, then the proceeding involving such price increase will continue to 
a reasonable market price determination hearing before the Commission. 

(3) Ifa price increase occurred after June 7, 1954, from the renegotiation of an 
existing producer contract subsequent to May 22, 1953, and prior to the date that 
the bills may become law, and if the increase is subject to either a section 4 (e) or 
section 5 (a) proceeding initiated by the Commission prior to January 1, 1957, 
then the proceeding involving such price increase will likewise continue to a 
reasonable market price determination hearing before the Commission. 

(4) If the price in an existing producer contract is involved in proceedings 
commenced in court on or prior to January 1, 1957, under section 19 (b) of the 
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Natural Gas Act, then the court proceedings involving such price shall be con- 
tinued to a conclusion. It will be noted that the price increases involved in the 
proceedings described in paragraphs (1) through (4) only concern increases 
which have occurred under existing producer contracts since June 7, 1954. All 
price increases which have occurred under those contracts prior to that time are 
validated by the provisions of the proposed bills. Likewise, all price increases 
which have occurred since June 7, 1954, if they do not fall within the excepted 
four categories of pending cases, are also validated. 

Paragraph (c) provides for the dismissal of all rate proceedings other than 
those described in paragraphs (1), (2), (3), and (4). The proceedings which 
will be dismissed under this paragraph are those involving increases under defi- 
nite pricing clauses in existing producer contracts. Many of these were executed 
before the Phillips decision; in fact, many were executed before the passage of 
the Natural Gas Act of 1938. These prices should not now be disturbed for gas 
already delivered; furthermore, the bill recognizes the validity of prices to be 
paid under definite pricing clauses for gas delivered in the future. A dismissal 
of these proceedings is, therefore, consistent with the policy of the bill regarding 
definite pricing clauses in existing producer contracts. 

The remaining paragraphs of section 5—namely, paragraphs (d), (e), (f), 
(g), and (h)—are procedural in nature, rather than substantive. Since these 
provisions are for the purpose of implementing the substantive features of para- 
graph (b) and are merely procedural in effect, they are not analyzed herein. 

Mr. Bennett. Then I have a few specific questions I would like to 
ask you. 

On page 19, at line 11, if this bill is adopted— 

All prices which were being paid on the date this subsection takes effect under 
an indefinite pricing clause in any such contract is hereby declared to be a valid 
price and shall continue in full force and effect 
and so forth. 

Does that mean that an existing contract with an indefinite pricing 
increase provision in it will be valid and not subject to any review if 
this section is adopted / 

Mr. Brown. I understand that to mean that those prices would be 
valid except those that are involved in pending proceedings such as 
described here, the 4 (e) cases and the 5 (a) cases. I understand that 
they would remain unless they are involved in that case, those cases. 

Mr. Bennerr. What is the purpose of that? Why should an in- 
definite escalator clause contract be validated just because it happens 
to be in existence, when a new contract, if this bill is passed with an 
indefinite price clause it in is subject to review / 

Mr. Brown. My interpretation of this peculiar treatment was that 
previously people who presumed to have the benefits of the contractual 
rights, and they were persuaded to dedicate their gas. 

I think this is an effort to hold the dedicated gas. They were per- 
suaded to dedicate the gas because of a price, and in considering that 
price a part of their price was the right to step up under certain 
conditions. 

That was part of the consideration of the contract. So long as 
people were presumed to have a right, contractual rights, the assump- 
tion is that they could do that. 

Now, until those are declared invalid, and which this bill does, 
certain of it, the presumption of —— 

Mr. Bennerr. Right there, though, this bill, if adopted, makes all 
future contracts with an indefinite clause subject to review. 

Mr. Brown. That is right. 

Mr. Bennett. Before they could become effective. 

Mr. Brown. That is right. 
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Mr. Bennerr. But this clause we are talking about, if I understand 
it correctly, would validate any existing contract regardless of the type 
of escalation clause it had in it if it was in effect when this bill is 
passed. Is that true or not / 

Mr. Brown. No; I think they have a right to review that. I think 
the provisions there of this bill will show that under paragraph (ii), 
page 19, all prices which are being paid on the date of this subsection 
takes effect under any indefinite pricing are declared to be valid, and 
I assume that that is because they have had the effect of either being 
considered or there is some still pending. And those that are pending 
are left open here. 

Mr. Bennett. Let’s not confuse the pending ones with this. I want 
to ask about the pending ones. 

Mr. Brown. Yes. Then I would say the presumption goes to the 
validity of the contract until it has been—you see, when this contract 
was filed, the Power Commission approved—— 

Mr. Bennett. I understand. The point I am trying to make, and 
I want to see if you agree with me, is that this particular section would 
validate a price in an existing contract brought about by any type 
of escalator clause, favored nation, any other type, if it was in effect 
at the time this bill was passed. 

Mr. Brown. And was “being paid” under that provision. 

Mr. Bennett. Yes. ° 

Mr. Brown. That assumes that it has had acceptancle in the Power 
Commission’s hands. 

Mr. Bennerr. It assumes that it is in existence. 

Mr. Brown. And has had acceptance, or they wouldn't be paid 
under it. 

Mr. Bennett. But you assume it hasn't been approved by the Fed- 
eral Power Commission or any regulatory agency / 

Mr. Brown. They evidently permitted it to go in, and it has had 
the acceptance to that extent. 

Mr. Bennetr. Yes. 

Mr. Brown. I don’t know of any reason why people shouldn't be 
permitted to enter into contracts until there is some inhibition 
against it. 

Mr. Bennett. The theory of this bill, or one of the theories of this 
bill, is that that type of a contract is bad, and they are either invali- 
dated or before such price clause can be approved it has to have the 
QO. K. of the Commission, does it not? 

Mr. Brown. Some types of indefinite clauses are invalidated in the 
future ; that is right. 

Mr. Bennetr. That is right. 

Mr. Brown. But they were not illegal- 

Mr. Bennett. But even though this contract under section 3, the 
one we are talking about, even though that has one of these invali- 
dated provisions, that price may go on for 20 years in the future, 
may it not? 

Mr. Brown. That is right, if gas is dedicated and they keep taking 
It; yes. 

Mr. Bennett. If it is an existing contract, it is in effect at the time 
this bill is passed, it is declared to be valid, isn’t it ? 

Mr. Brown. That is right, if the price is “being paid.” 
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Mr. Bennett. All right; this bill validates it. 

Mr. Brown. That is right. 

Mr. Bennett. And nothing more can be done about it and the price 
stays as is until the end of the contract; is that correct ? 

Mr. Brown. I would think so. 

Mr. Bennett. Now turn to page 20, beginning at line 18, section (c). 

Mr. Brown. I beg your pardon; I didn’t get the line. 

Mr. Bennett. Line 18, page 20. 

Mr. Brown. Yes. 

Mr. Bennett. The language I am interested in reads as follows, 
starting on line 23: 

Any party to such a proceeding who has collected an increase in price subject 
to refund under a bond or undertaking shall be fully discharged from and relieved 
of all liability under such bond or undertaking and shall be allowed to retain 
all moneys so collected which have not been ordered by the Commissiun to be 
refunded at the date this section takes effect. 

Mr. Brown. That is a further validation of those contracts; yes. 

Mr. Bennett. Pardon? 

Mr. Brown. That would seem to be a further validation of the con- 
tracts of which you just spoke. 

Mr. Bennett. Where a question had been raised as to the amount 
of the rate, the price, and the Commission hasn’t gotten around to 
consider it by the time this bill is passed, that is O. K.? 

Mr. Brown. That is right. 

Mr. Bennett. No matter how bad it might be? 

Mr. Brown. I would think so. 

Mr. Bennett. Do you think that is a good thing? 

Mr. Brown. Until we have an inhibition against the freedom of the 
contract, I would think so. This gas is dedicated—if they want to go 
in there and say that these contracts are void, then he is free to take 
his gas out of that line, and that way, I think, there would be no ob- 
jection, but, if they keep his gas, they ought to pay the price agreed 
to. 

Mr. Bennett. I think there is a difference of opinion. 

Mr. Brown. Well, that could be; yes. 

Mr. Bennett. There must be, in that kind of business. 

Mr. Brown. Yes. 

Mr. Bennett. On the one hand, one of the purposes of the bill is 
to outlaw and forbid that kind of a thing in the future, and, in the 
second place, the bill specifically validates everything that has been 
done along that line up to now. In other words, you can’t do it in 
the future, but anything you have done—— 

Mr. Brown. I haven’t explored that with the author, but I would 
assume that, in finding a place to cut off bad practices and say that 
certain contracts are void in the future, you have got to do something 
about contracts people have made in good faith in the past, unless you 
let both loose, and say they are void, and then the man can take his 

as out of the market and he is free. But they don’t want to do that. 

here mus be some reason. 

Mr. Bennerr. You say the validity of the contract, but the Su- 
preme Court in the Phillips case has already decided that all of these 
contracts are invalid if they are contrary to the provisions of the gas 
act; isn’t that true? 

Mr. Brown. Yes; that is—— 
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Mr. Bennett. As matters stand now, there isn’t any vested con- 
tractual rights in these matters because the present law of the land is 
the bill of 

Mr. Brown. That is correct. 

Mr. Bennett. So, we are not talking about people who have vested 
contract rights when we give them this windfall under this bill, are 
we? Weare talking about people who are presently subject to the act 

Mr. Brown. Probably you didn’t hear, but I discussed that same 
question with someone else. 

Mr. Bennerr. Iam sorry; I didn’t. 

Mr. Brown. What I think the authors of this bill must have recog- 
nized, and I think we must all recognize, that to hold those people in 
there isa governmental entrapment of producers. 

I mean ‘they were led to believe that if they sold their gas that they 
had a right to make a contract to sell it. Even after the 1938 law was 
passed in the Columbia case, the Federal Power Commission said pro- 
ducers had that right. Later on, in rule 139, they held out to the 
producer, in order to get more gas to come in here, that we are not going 
to enforce controls over the producers. 

So he was led, now, maybe not legally, but I say that constitutes an 
administrative entrapment, and I think if the Legislature would add 
their approval to it, it would be a governmental entrapment that I 
don’t believe is good legislation. That may be what they had in mind; 
I don’t know. 

Mr. Bennerr. You are speaking of the moral proposition ? 

Mr. Brown. That is right. 

Mr. Bennett. Rather than the legal proposition. They have no 
vested rights. 

Mr. Brown. That is right, and I agree with you fully on that. 1 
think, obviously, in composing legislation, people try to recognize some 
of the equities that are involved. 

Mr. Bennerr. That is true, and I think that is proper, unless it 
amounts toa windfall. 

Mr. Brown. That is right. 

Mr. Bennerr. Or animproper situation. But, now, what might the 
effect of this be upon the fixing of the reasonable market price formula ? 
Might it not have the effect of creating a higher level of prices than 
would be the case if these particular contracts weren’t validated ? 

Mr. Brown. I would doubt if the Commission would give much 
weight to a contract of that kind that they didn’t like. They are not 
required to. 

Mr. Bennerr. They are required to consider; one of the things they 
have got to consider under section 13C is the current level of field 
prices under other contracts in the same field. 

Mr. Brown. That is true, but there is no measure of how much 
weight you give. 

Mr. Bennett. No. I tried to argue that with the Chairman of the 
Power Commission yesterday in urging that he put the cost considera- 
tion in, but I didn’t get very far with him. 

As a matter of fact, that provision is in there, and the Commission 
shall consider and they might consider the level of other prices in 
the same field. 

Mr. Brown. That is right. 
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Mr. Bennerr. And, if they do consider them, they have got to 
consider the kind of contracts we are talking about where indefinite 
price clauses have established a price; is that not true? 

Mr. Brown. I think, though, it is a presumption, first, that the 
Power Commission is trying to, and will try to, do a good job. Second, 
when they find an obviously bad contract, I would doubt they would 
give it much weight. That would be my feeling. If I were sitting 
on the Commission—— 

Mr. Bennett. If I was on the Commission I would say, “Well, 
Congress has validated these contracts and they were O. K.” That 
is what we are doing if we pass this bill. 

Mr. Brown. That is right. 

Mr. Bennerr. Then, as a Commissioner on the Federal Power 
Commission, why should I go behind the intent of Congress? 

Mr. Brown. I think Congress has validated them as contracts. 

Mr. Bennetr. But they have validated the contract that they are 
not outlawing, haven’t they ? 

Mr. Brown. That is right, but I don’t think they passed on the 
correctness of the price. C ongress doesn’t. 

Mr. Bennett. I think that is exactly what we are going. We are 
freezing the price. 

Mr. Brown. But as I see it, maybe I am wrong, I interpreted what 
Congress is saying, is that people had a right, contractual rights 
hadn’t been taken aw: ay from them and they have exercised them, so 
we will let those contracts that haven't already been challenged stand. 

This is complicated and that is why I want a little more time to 
give you the details. 

Mr. Bennett. I would say it is very, very complicated. 

Mr. Brown. Certainly, and IT hope I can write it out in a little 
better detail for you. In fact, I will ask somebody else to help me 
on that. 

Mr. Bennerr. I wish you would comment on the question of the 
effect. 

Mr. Brown. Yes, I'll be glad to. 

Mr. Bennett. On the effect of the price as to the right of the Com- 
mission to consider these illegal contracts. 

Mr. Brown. I'll be glad to. I think that should be put in there. 

Mr. Bennetr. With respect to the finding of prices on future con- 
tracts, I talked with the Chairman of the Commission yesterday. 
Were you present yesterday ¢ 

Mr. Brown. Yes. 

Mr. Bennett. I want to ask you about the ability, in the first place, 
of any group of men being able to fix a reasonable market price of 
a commodity for some future time, say 5, 10, 15, or 20 years hence. 

What I mean is this: Upon the adoption of this bill, as gas contract 
with a fixed price escalation clause in it is before the Commission for 
approval. 

The contract may run for 20 years. It may me ise the price 
within the next 10 years or the next 20 years, say, 25 percent. 

As I understand this bill, the Commisison once having considered 
a reasonable price for the gas today automatically approves it being 
a reasonable market price for all future increases. 

Do you think that 1s sound ? 
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Mr. Brown. That isn’t my interpretation of what the Commission 
would do there. The Commission, as I understand it, when the con- 
tract is submitted to them, considers all of its terms, and if it has an 
escalation in 5 years that seems to them an improbable escalation, 
they can turn it down initially. 

Mr. Bennerr. That is right. 

Mr. Brown. And when they turn it down, then the buyer and seller 

can go back and renegotiate. After hearing before the Commission, 
you would get a pretty good idea what they think is reasonable. Then 
you come back with the re negotiated contract and get their approval 
of it. Then it is all right. 

Mr. Bennerr. Let’s be a litle more specific about it because I want 
to be sure we agree on what the facts would be. 

Mr. Brown. Yes. 

Mr. Bennerr. Let’s take a case I gave the Chairman yesterday. 
Suppose a company comes in with a contract for the sale at a price of 
30 cents which would escalate within the next 10 years to 40 cents by 
specific escalation. 

The Commission considers that as one ball of wax. If they approve, 
that means they approve every element of the contract including the 
10-cent raise over the next 10 years, is that not right ? 

Mr. Brown. That is my understanding. 

Mr. Bennerr. Assuming they can det fermine that 30 cents is a rea- 
sonable market price today, how can they determine that 40 cents is 
a reasonable market price 10 years from now ? 

Mr. Brown. This is purely a guess because I don’t know how they 
would consider it, but my judgment, if I were sitting on there, would 
be to shorten the periods of escalation, make them periodic, say 5- 
year escalation periods where they do have a reasonable time to de- 
velop a new condition and see whether it is justified. 

Mr. Bennerr. In answer to my question, do you think as a practical 
matter the Commission can determine the reasonable market price 10 
years in advance ? 

Mr. Brown. No. 

Mr. Bennett. 20 years in advance ? 

Mr. Brown. But I think you can anticipate reasonable conditions 
under which minds would agree. 

Mr. Bennerr. Suppose in the situation I mention that the price of 
30 cents 10 years ago rose to 40 cents. Well, suppose in 10 years we 
have a different economic climate than we have right now, and sup- 
pose 10 years from now 20 cents would be found to be a reasonable 
price for the same gas. 

What might the result be in the enactment of this kind of legislation 
under those circumstances ? 

Mr. Brown. As I understand it, already they approve of contracts 
for 20 years’ duration. It seems to me that if there is any question 
about a time of escalation, that they can shorten the time and they 
don’t have to wait 20 years. They can shorten it for 4 or 5 years. 

Mr. Bennerr. Don’t you think they should? In other words, don’t 
you think that actu: ally the practical and reasonable way to do this 
is if the reasonable price formula that is set up in this bill is sound, 
then shouldn’t the Commission have the right to review it as condi- 
tions warrant within reasonable limitations, within a year, 2 years, 
or 3 years ? 
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Mr. Brown. They do review it at the time it is filed and approved, 
but I wouldn’t think they ought to continue control over the operator 
in that case, no. 

Mr. Bennetr. But suppose you have got these contracts between the 
producer and the pipeline ml the pipelines bring the gas to the dis- 
tributor and thence to the consumer. 

If you get a situation like I am talking about, where you have a 30- 
cent price now which goes to 40 cents in 10 years, then your market 
instead of being 40 cents, your reasonable price then is 20 cents, only 
half of 40. 

That contract has been validated by the action of the Commission, 
and so what is the result? The pipeline has to take gas, has to pay 
the 40 cents even though 20 cents is the market price. 

The distributor has to take it. The Commission can’t do a thing 
about it. So what happens tothe consumer? He is going to be pay- 
ing 40 cents for gas that then has a reasonable market value of 20 
cents. 

Mr. Brown. I think there is a balance. 

Mr: Bennett. And no relief, no possible relief ? 

Mr. Brown. On the other hand, there are other factors in there, 
and that is that this man is committing this gas for 20 years. 

Suppose conditions get so he can’t endure. He suffers some. Those 
are conditions which the contractual mind must meet. 

Mr. Bennett. The producer isn’t. 

Mr. Brown. I don’t know why he isn’t. 

Mr. Bennett. He isn’t for this reason: He has got a fixed market 
price with a reasonable escalation clause for an indefinite number of 
years in the future. 

It is just like saying to General Motors they could sell a Chevrolet 
for $3,000 for the next 10 year or $3,500 or raise the price of their 
-ars $100 a year for the next 10 years. 

Mr. Brown. But he isn’t given the power to increase his price of gas. 

Mr. Bennett: He increases it in the beginning. 

Mr. Brown. That is right, and there the Commission may turn it 
down or refuse to approve it. 

Mr. Bennett. Yes; but if they approve it 

Mr. Brown. The presumption is they wouldn’t if it is a bad 
contract. 

Mr. Bennett. But how can they tell unless they can read the 
future? 

Mr. Brown. I don’t know of any way except the applying of the 
reasonable mind to those things. Any long contract has some of the 
uncertainties involved. 

Mr. Bennett. I know, but if we start out with a formula, if this 
is a good formula and a fair one—and it might be—then shouldn’t 
it be subject. to constant review within reasonable limitation ? 

In other words, the intent of this bill is to give the producer of gas 
the reasonable market price for his commodity. It isn’t the intent, 
as I understand it, to give him an unreasonable price for it. 

Mr. Brown. That is right. 

Mr. Bennetr. And yet if you can look 10 years into the future or 
if they can project these contracts today and have them approved 
for a 10-year period without being subject to review, then you are 
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guaranteeing a price over that period without knowing anything 
about economic factors or without being assured that the price is 
going to be reasonable. 

Mr. Brown. Your problem could be met by approving contracts 
for 5-year periods, then wouldn’t that be it / 

Mr. Bennett. Or less. 

Mr. Brown. Or 3-year periods. 

Mr. Bennetr. And I think it would be fair to the producer, 
wouldn’t it? You might possibly in a rising economy, you might pos- 
sibly have a situation where a 10-cent rise 

Mr. Brown. There is obviously some problem in there that I don’t 
know, of course, why they want this. It may be that they need to 
have a 20-year contract in order to finance the operation, so I don’t 
know. 

There is obviously things in there that the drafters of this bill 
recognize. 

Mr. Bennett. If you guarantee, this bill guarantees a continuing 
reasonable market price, that is what it does. 

Mr. Brown. That is right. 

Mr. Bennett. If it is passed it goes on indefinitely, so that at any 
given moment, either nor or 5 years or 10 years from now, the producer 
is entitled to a fair and reasonable market price. That is all he can 
expect, isn’t it? 

Mr. Brown. That is right. 

Mr. Bennetr. And that is all it gives? 

Mr. Brown. That is right. 

Mr. Bennett. If that is true then 

Mr. Brown. Either that or a contract on which he has agreed with 
someone to pay. 

Mr. Bennett. But that ought not give him the right to get an 
unreasonable price, should it? 

Mr. Brown. No; but if he surrenders benefits to the other person, 
it seems to me that he would have a right to the contract on which the 
contractual minds meet. They sit down and discuss, “I am giving you 
this benefit and you are giving me that” and they agree on it. I don’t 
see anything unreasonable in that. 

Mr. Bennett. I don’t see anything unreasonable as far as the con- 
tractual relationships between the two parties is concerned, but if the 
aim of this bill is what I think it is, to give the producer a reasonable 
market price, then the price ought to be a reasonable market. price 
today, tomorrow, next week, next year, and the year after. 

We ought not to set up criteria and restrictions Where you may come 
out with a very unreasonable price that has to be passed on to the ulti- 
mate consumer, distributing company and the rest. 

Mr. Brown. There must be some other factor. For instance, I 
assume that one of the objectives there is to free the Power Commission 
and the producer from the necessity of continually reviewing these 
and holding them under control. 

That may have been a factor that entered into this bill, and I assume 
it was. I treated it as such mentally. 

Mr. Bennetr. There may be something to that. 

Mr. Brown. Yes. 

Mr. Bennett. But on the other hand, once this bill got operating, 
once they started finding market prices, the problem probably wouldn’t 
be too great. 
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Certainly it would be better, it seems to me, for all concerned if 
some right were retained to take a look instead of a guess at the future. 

Mr. Brown. I was impressed with what I interpreted to be the atti- 
tude of the Chairman of the Power Commission yesterday when you 
were discussing this. I thought he indicated that their experience 
didn’t cause them too much concern about this. 

Mr. Bennetr. He was irritated with me when I said he could look 
into a crystal ball, but actually that is exactly what he has to do, isn't 
that true? It couldn’t be any other way. It is just humanly impos- 
sible to predict what a reasonable price of anything is going to be. 

Mr. Brown. That is right, but people do agree to do that. For in- 
stance, it is general practice. The mortgage on my home, I agree to 
pay so much a rate of interest when maybe I can get a better one later 
on. 

Should I go ahead and take that mortgage out later? People with 
contrac ting minds take that into consideration. 

Mr. Bennerr. That is right, where only two contracting parties 
are affected, I agree that is a perfectly sound arrangement. But where 
there are other “people involved and where you are setting something 
up that is entirely new—this is something new, isn’t it / 

Mr. Brown. That is right. It is a new application of an old 
problem. 

Mr. Bennert. It isa new application to this whole idea 

Mr. Brown. That is right. 

Mr. Bennerr. And you have the producer, the pipeline, the dis- 
tributor, and the public involved here. 

Mr. Brown. That is right. 

Mr. Bennerr. And you have the producer and the pipeline making 
these deals or making these contracts. The distributor is not in on it, 
the public is not in on it. Once you set this thing up, fix it for the 
future, you are fixing it for people who aren't party to the contract. 
That is one very important difference, it seems to me. 

Mr. Brown. That is why we think there shouldn’t be any effort to 
control the action of the producer, and then you wouldn't be involved 
with this. You would always have a producer free to go trade with 
at any time. 

We don’t think he ought to be submitted to any control, but some 
think contrary to us, and we have agreed to go along with that point 
of view to the limited extent that this bill provides. 

Mr. Bennett. Of course. as it is today, you are stuck with something 
that is a whole lot worse than that. 

Mr. Brown. I think so. 

Mr. Bennett. More strict. 

Mr. Brown. I don’t think we are stuck any more than your con- 
sumer is stuck. 

Mr. Bennett. I don’t know about that. I think you are. 

Mr. Brown. We think both are. We think the whole production is 
in “hock.” 

Mr. Bennett. That is why you are anxious to have this legislation 
and I don’t know that I blame you for it. 

Mr. Brown. We are anxious. 

Mr. Bennett. As a gas producer I would undoubtedly want it, too. 
Mr. Brown. Yes. 
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Mr. Bennett. I think if it is to be adopted you ought to adhere 
to what seems to be the underlying principle of the bill, that is not 
to make exception to public utility regulations but to give them a 
market price. 

The producer ought to be willing to take his market price as the 
market goes along. 

Mr. Brown. I think he would much prefer to do it that way with- 
out any control. Just say whenever we need gas go out and contract 
to get it but don’t try to control the producers’ activities. I think 
that is where we have our difficulties. 

Mr. Bennerr. Anyway, we are stuck with this bill and we have 
got to make the most of it. 

Mr. Brown. I have a feeling that you get a much more intelligent 
answer on that particular phase of reasoning from people who are ex- 
perienced with utility regulations and I am not. I am trying to tell 
you our interpretation. 

Mr. Bennett. I am not experienced in this field either. I am just 
looking at it from a practical and what I think is a realistic and 
practical situation, ol I think it is fair from the standpoint of the 
theory of the bill. 

Here is a contract, for example, as discussed in a recent release of 
the Federal Power Commission. In talking about a contract with 
the Tennessee Gas Co. it says: 


Tennessee gas must buy 175 million cubic feet, or four-fifths of the field’s out- 
put daily, whichever is less until November 1, 1958. After that the pipeline 
must buy 1 million cubic feet for every 8 million cubic feet of recoverable gas 
originally in place for dedicated reserve. The price until November 1, 1962 


52, 


will be 22 cents. The price thereafter is scheduled to go up 2 cents every 4 years 
over the life of the contract. The FPC says this price is the highest ever pro- 
posed for sales to Tennessee gas— 

That is the kind of an example I mean. If the Commission has to 
approve that contract under this formula, if they decide 22 cents is 
reasonable, they have also got to decide the stated increases are also 
reasonable. 

Mr. Bennetr. And will be reasonable 4, 6, 8, 10 years from then. 

Mr. Brown. I think that is correct. That is what they have to 
decide. ; 

Mr. Bennerr. Just one other thing. I know you have discussed— 
testified about the cost factor and I understand you don’t believe it 
ought to be in here. 

Mr. Brown. That is correct. 

Mr. Bennett. That it would be unsound. 

Now, do you agree at all with Mr. Kendall and Kuykendall when 
they said many times on many occasions cost would be an important 
factor in determining a reasonable market price ? 

Mr. Brown. If they put it that way I wouldn’t agree with them. 

Mr. Bennett. You would not agree? 

Mr. Brown. No. If they put it the way I understood them to 
say, there is many times when a producer might be benefited by the 
use of it, I would agree with that. 

Likewise, the other side would be benefited at times. 

Mr. Benner. Are you saying then it would be important to have 
it in? 

Mr. Brown. I think that is what illustrates my point that it isn’t 
sound, that that doesn’t provide a sound basis because at times you 
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get too much, at times it means too little. It isn’t a firm factor of a 
determination of an important subject. 

Mr. Bennett. No,I think that may be a very reasonable assumption, 
but isn’t it true that the cost could in nearly every case be one of the 
factors that goes to make up a market price, whether reasonable or 
unreasonable ! 

Mr. Brown. I don’t think so in this kind of business. 

Mr. Bennett. In a competitive situation ? 

Mr. Brown. I don’t think so. 

Mr. Bennett. If there is no competition, then cost means nothing, 
does it, but wherever there is competition in the production and sale 
of any commodity, isn’t cost one of the relevant factors? 

Mr. Brown. Of course, you don’t produce when you can’t make 
enough money out of it to stay in business. That is natural. 

Mr. Bennett. That is right. 

Mr. Brown. And when you are trying to get too much for it, you 
can’t sell the product because competition takes it away from you. 
Somebody else sells it. 

Mr. Bennetr. But where you are in competition, and it has been 
said here time after time that production of gas is a competitive 
business—— 

Mr. Brown. That is right. 

Mr. Bennett. In a competitive business, cost is a factor in deter- 
mining price, is that not true, generally speaking ? 

Mr. Brown. I think so, yes; that is right. 

Mr. Bennett. If that is true, and if this is a competitive business 
and cost is a factor, why shouldn’t it be treated as one of the factors? 
I’m not asking you whether cost should be the sole factor, a cost service 
basis, but I mean shouldn’t it be and isn’t it actually one of many 
factors that go into determining the end price of the product? 

Mr. Brown. I assume it would be one of the relevant factors to 
which there is delegated to the Commission authority to use, but when 
you put it in there as a factor, then what you come to is that every 
producer is required then to set up a set of books that accords itself 
to a set of books that is created in‘the Power Commission and has 
had their approval, which means a long and tedious, expensive opera- 
tion, which in my judgment I think will add very greatly to the cost. 

Mr. Bennett. You just got through saying a little while ago, when 
I asked you about the effect of these things, that the Commission 
wouldn’t have to consider them. 

They would only have to give as much weight as they desired to 
give to these factors. 

Mr. Brown. That is my judgment. 

Mr. Bennett. If that is the case, and I think clearly it is the case 
under this section, these conditions or these things which the Commis- 
sion shall consider are set up here to be guideposts. 

Mr. Brown. That is right. 

Mr. Bennett. The weight, if any, to be given either or all of them 
is up to the Commission, isn’t it, and there is no—— 

Mr. Brown. I would assume so, yes. 

Mr. Bennett. So if you put cost in as one of these factors, the 
Commission could give it as much or as little weight as they thought 
the circumstances required, could they not? 
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Mr. Brown. Theoretically, yes. Practically, I don’t think that is 
what would happen, because the economists and staff groups, the thing 
they can put their teeth in first is the cost, so they immediately go right 
back and require you to set up your cost, and you are going to get 
really a deleterious result out of that. 

Mr. Bennett. You are afraid if you put cost in here it would be 
a red flag to the Commission that about all they would consider is 
the cost. 

Mr. Brown. I think that is all they would consider. That is one 
of my real concerns. Yes, you are right about that. I was interested 
in the chairman’s discussion that maybe your committee could clarify 
that some way. I don’t know. 

Mr. Bennett. I am not clear as to what the Chairman of the Com- 
mission meant and I am not too clear about what Mr. Kendall meant. 

He said he thought the Commission ought to have a right to con- 
sider it but he didn’t want to tell them they should consider it. 

Mr. Brown. Didn’t want to be bound by it. It is a rather com- 
plicated job. 

Mr. Bennett. It seems to me if you were requiring the Commis- 
sion to give any particular degree of weight to the element of cost, 
then your theories might be justifiable. 

Mr. Brown. Yes. 

Mr. Bennetr. But where you are simply putting this in with many 
other factors, I don’t see why you would have so much cause for con- 


rm. 

Mr. Brown. As I said to the chairman, I think if we had been 
considering this without the word in there originally, we might have 
had an easier agreement on it. But since it has been brought in that 
the purpose seems to be too obvious that it was intended to require 
it, and I think the Power Commission might so treat it. That is 
what alarms us. 

Mr. Bennetr. Mr. Chairman, I would like to ask 1 or 2 questions 
about my own bill. I will be very brief about that. 

I have a bill pending before the committee which is not exactly on 
all fours with the legislation we are considering, but I think it is 
relevant and I wonder if it has been called to your attention. That 
is—it may not because you represent the producers—it would give 
the Comission authority to require a pipeline to extend its service 
into an area that wasn’t presently served where two things could be 
shown: 

(1) That the gas was available or could be readily obtained, and 
(2) that the area to be served, the economic factors justified it. 

Mr. Brown. I know generally of that, but that, as you say, is out 
of my natural field. Therefore, I didn’t study it, and I doubt if even 
what I thought on it would be helpful to you. 

Mr. Bennett. Do you see any objection to it as far as your group 
is concerned ? 

Mr. Brown. No, not as far as our group is concerned, I don’t see 
any objection to it except it is pretty hard to require by law some 
fellow to do something that he doesn’t feel justified in doing through 
the economics. That may not be present in your case. 

Mr. Bennett. This requires him to do it, extend the line only 
where he has gas available. 

Mr. Brown. And you are talking about a utility group? 
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Mr. Bennett. We are talking about the pipeline. 

Mr. Brown. Yes. I couldn’t help you very much on that. I mean 
I don’t think my judgment on it would be well developed. 

Mr. Bennett. There are many areas of the country where natural 
gas is still not available although we have these great huge reserves, 
and there is a suspicion—suspicion on the part of some of us, myself 
for one—that the tendency on the part of the pipeline is to run their 
line into areas where they can make direct sales to industry which 
is not regulated. 

In other words, screen off the cream and refuse to extend the 
line into an area even though it is economically sound, feasible, and 
profitable, simply because they are making more money selling all the 
gas they want to sell, the most part of w hich is in unregulated sales. 

In many areas, in my own area of upper Michigan where we have 
the great development on low-grade iron ores, where we have one 
of the largest copper deposits on this continent being developed, 
those people, those industries want natural gas, and we have a pipeline 
not too far away, it has been there for some years, and they just sit 
there at the end of the line and we set up in our place without. the gas. 

It just seems to me that if I was sure that my colleagues’ bill would 
provide the incentive for them to bring the gas, I might consider 
supporting it, but so far we have not had much luck with the pipeline 
companies even though we can demonstrate beyond any doubt that 
the distribution and sale of natural gas, the demand as such would 
prove a profitable operation, so it is frustrating. I hope you take a 
look at the bill, if you would. 

Mr. Brown. I will. 

Mr. Bennerr. If you would care to make any comment on it, I 
would appreciate it. 

Mr. Brown. I doubt if my judgment would help you too much. 
I will be glad to look at the bill though, yes. 

Mr. Benyerr. Thank you very much, Mr. Chairman. 

The Cuatrman. Mr. Mack. 

Mr. Mack. I realize the hour is quite late. You have been in the 
witness chair over 5 hours. 

Mr. Brown. I have been very courteously treated. I enjoy this. 
You have been very nice to me. 

Mr. Mack. You have been very courteous in the replies you have 
made. I understand some of the members weren’t completely satisfied 
with the answers. 

Mr. Brown. That is conceivable. 

Mr. Mack. I guess that is to be expected. I am not being at all 
facetious, I am really interested in the point that I mentioned to 
you this morning. 

Mr. Brown. Yes. 

Mr. Mack. That has to do with at least one of the objections, and 
I thought the principal objection that the administration had to the 
bill last year, and that was the arrogant tactics of the people referred 
to as the gas lobby. 

Mr. Brown. That is right. 

Mr. Mack. I notice, as I stated this morning, that you didn’t include 
anything in your statement concerning that area, and I am hoping 
that the proponents of this legislation who follow you will have some 
kind of a comment concerning the activity in that area. 
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I think you consider yourself as part of the oil industry and un- 
doubtedly have conferred with people in other segments of this indus- 
try. Iam wondering if any action has been taken within the industry 
to eliminate such tactics as was exposed in the newspapers last year, 
and I understand it is not widespread but undoubtedly there were 
other instances that were not exposed. 

I am just wondering if you had any comment at all as to what is 
being done to control the arrogant tactics 

Mr. Brown. I think my answer to that nn first be that I haven't 
any great familiarity with the type of activity that was referred to in 
the President’s veto message. I didn’t know of that and I wasn’t 
familiar with it when it happened or what he was talking about exactly 
in the veto message. 

I think it would be fair to say that so far as I am concerned, | 
haven’t condemned anybody because I wasn’t in a position to sit in 
judgment on anybody. 

As far as I know, no one in our association, certainly with the 
approval of the association, engaged in anything that would be 
susceptible to that charge. 

Therefore, I didn’t feel that I was called on to sit in judgment on it. 
I think it should be sufficient to say that we neither approved it or took 
a’ part in it. 

Mr. Mack. Then it is fair to say that the Superior Oil Co. and any 
of their representatives are not members of your organization: is th: at 
correct ¢ 

Mr. Brown. I am not sure whether any of their branches are mem- 
bers of our organization or not. Certainly if they were, that was not a 
part of our activity. 

Mr. Mack. I understand that, sir. 

Mr. Brown. I understand—— 

Mr. Mack. I merely ask the question because I feel that this matter 
should be looked into. I would think that if this oil company was a 
member or if representatives of the oil companies were members, that 
your organization would be interested enough to see how widespread 
it was and what is being done to control it. 

Mr. Brown. I think probably a fair answer to that would be that 
no such procedure was ever discussed in our organization. I mean of 
launching on this kind of a campaign that was complained of in the 
President’s message. 

Therefore, we assume that whatever was done was done as an in- 
dividual, and I doubt if just because someone is a member of my church 
or my organization and then he of his own initiative does something 
that I don’t approve, that still doesn’t authorize me to sit in judgment 
on him and throw him out of the church unless he does something in 
violation of our regulations. 

Maybe I have said more than you expected me to say on that, but I 
think you are entitled to that. 

Mr. Mack. We have a small corporation back home, and if one of 
the members of that corporation conducted himself in this manner, 
! would think that I would interest myself enough to find out what was 
going on and what could be done to discontinue the improper practice. 

And I was asking the question because you do have an association 
that while it is not as close as the corporation setup, it is an association 
where you have common interests, and undoubtedly anything that is 
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done like that would have a detrimental effect on the entire association. 

Mr. Brown. If it had been done in our name, I assure you we would 
have acted, and very promptly, but it wasn’t. 

Mr. Rogers. Will the gentleman yield ? 

Mr. Mack. I yield to my good friend from Texas. 

Mr. Rogers. What I want to ask, if you will clarify what you mean 
by “doing something in this manner.” 

As I understand it, there has been an assumption that the Superior 
Oil Co. did something. Yet if my memory serves me correctly, these 
people that were charged were not convicted of active misconduct, but 
were fined, if I recall, for failing to register as lobbyists. Either the 
President and the newspapers were wrong, or officials of the Govern- 
ment charged with prosecuting crime have been derelict in their duty. 

I think that what the record shows ought to be put into this if we 
are going into it. 

Mr. Mack. I will say to my colleague from Texas that I am not 
convicting anyone, and I am not, as a matter of fact, indicting anyone, 
and whatever has been done, I think they did a rather proficient job 
in their own right. 

With regard to the charges, I am not questioning whether they were 
punished severely enough. I just asked the question to see what is 
being done within the indusrty to keep from having a repetition of the 
same thing. 

Mr. Rogers. Repetition of what ? 

Mr. Mack. Perhaps your group should see that these people register 
as lobbyists so we don’t have a repetition of the scandal last year. 
That is my question. 

I have no intention of indicating or convicting anyone. 

Mr. Rogers. Well done, Mr. Mack. 

Mr. Brown. I think you will find those that speak for our associa- 
tion are registered so that you will know. 

Mr. Mack. I wanted to inquire as to whether or not some of the 
individuals that do a little more than just speak for the organization 
are registered. 

Mr. Brown. As to what individuals do, I wouldn’t be in a position 
to advise you. I don’t know. 

Mr. Mack. What I am interested in is what the President had to 
say about tactics, “Defiance of acceptable standards of propriety as 
to risk creating doubt among the American people” and so forth, as 
to the integrity of governmental process. 

My question is strictly what the industry as such, not particularly 
the independent producers but the industry as such, has done and is 
doing to see that you don’t have a repetition of this. 

Personally, I seldom agree with the President but in this case I 
do agree with him, and I think that it is questionable and that what- 
ever transpired in this instance should not be repeated again. 

I feel that there should be some obligation on the part of the indus- 
try as such to eliminate the practice. 

Mr. Brown. Sir, I assume that the right of Congress to know who 
comes before it and in what capacity and for whom they speak is 
very important, and I assume the Congress is pretty well protecting 
that. 

We have felt so, so when we speak we come in and register for 
that very purpose, not that we are trying to influence anybody other 
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than with the logic of our position, but still you are entitled to know 
for whom I speak and on what authority. ‘We try to do that. 

Mr. Mack. I just want to go a little further than that. I was try- 
ing to determine, and I presume I should be questioning someone else 
or some of the other witnesses who will testify later on, but I was 
trying to determine if there had been established a code of ethics 
within the industry generally to eliminate repetition of the thing that 
oe last year. 

t appeared to me that it would be appropriate in view of what 
happened. I understand further that occasionally the various seg- 
ments of the industry do get together and discuss things concerning 


legislation, the type of gas bill that they would like to have, and so 
forth. 


Mr. Brown. That is right. 

Mr. Macx. In view of the fact that the President vetoed this bill, 
supposedly, on this very point, it would seem to me to be in their 
interest to— 

Mr. Brown. We were very much interested in the committee that 
looked into that and in the results that followed. We assumed that 
was a proper function of Congress and I would say well handled. 

Mr. Mack. This committee last year inquired about it. My col- 
league, Mr. Heselton, inquired about it while I was not here. I don’t 
remember the exact name of it but it was the General Gas Committee ; 
is that correct ? 

Mr. Brown. Yes; there was, I think, a General Gas Committee. 

Mr. Macx. And you say you do not know whether they are active 
today or not? 

Mr. Brown. I don’t know of anything. I would doubt if they are. 

don’t ae I don’t think they are active. As far as I know, they 
are not. I don’ ; think they are even organized. 

Mr. Mack. But if they were or ganized, I believe it would be appro- 
priate for them to look into this matter. 

Mr. Brown. That is right. That would be something for them to 
determine, at least. 

Mr. Mack. I would welcome having them testify, an individual 
member of the committee, to hear about their activities during the last 
vear and hear about what they had done in promotion of legislation 
in the past. 

As I said, I don’t want to go into any great detail because I am quite 
sure that no matter what question I ask, it would be repetition, but I 
have just one other question that I would like to ask you. 

As I understood the testimony today, you stated that there were at 
least 7,000 members of the independent producers who were considered 
as small producers; is that correct? 

Mr. Brown. I guess what you are referring to, I said we had between 
7,000 and 8,000 members in our association, and our association is com- 
posed largely of smaller groups. 

We have some that are pretty well grown up and some are small, but 
we don’t have in our membership the so-called large integrated oil and 
gas companies, oil companies. 

Mr. Mack. I understood that you mentioned a figure today of 7,000 
small producers? 

Mr. Brown. Yes. I guess maybe I did use that figure in another 
case. I think that is right. 
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Mr. Mack. And you say that these individuals would have voting 
control over your organization ¢ 

Mr. Brown. Of our organization; yes. 

Mr. Mack. Seven thousand? 

Mr. Brown. That is right. 

Mr. Mack. I am completely amazed: I can’t understand for the life 
of me how those people would be opposed to my colleague’s bill, Mr. 
Macdonald’s bill. 

I can’t say that I view this legislation with a great deal of enthusi- 
asm, but I cannot for the life of me understand how these small, little, 

oor producers would rather have regulation than not have any regu- 
ation at all. 

Mr. Brown. I wonder if, in answer to that, if that is an election they 
have an opportunity to make. 

Mr. Mack. I would think so. 

Mr. Brown. You mean you think if they would approve this that 
the Congress would accept it? 

Mr. Mack. I couldn’t speak for Congress. I think that Mr. Mac- 
donald would be the appropriate one to speak in behalf of his own 
legislation, and I am quite certain that since he introduced the legis- 
lation, that he would pursue it and support it on the floor if it were 
being considered. 

Therefore, I do think that your members should take that into con- 
sideration and make a determination whether they prefer the bill 
introduced by the chairman and Mr. O’Hara or whether they would 
prefer to have the bill introduced by Mr. Macdonald. 

Don’t you think that is appropriate for them to make the determi- 
nation ¢ 

Mr. Brown. I think it is appropriate for them to make the deter- 
mination, yes, no doubt about it. There must be a number of factors. 

Mr. Macponarp. Will the gentleman yield? 

Mr. Mack. I willyield. I haven't gotten an answer to the question. 

Mr. Brown. I say I think it would be appropriate for them to make 
a determination on that. 

Mr. Mack. I still have a great deal of apprehension in my mind 
concerning their views, and it would seem to me that this would be 
an attractive bill for them. 

[ yield to my colleague. 

Mr. Macponatp. For my colleague’s information, it has been 
brought out in an exchange earlier with the witness that the next 
scheduled meeting of his organization is not until October, and, since 
he has said that your idea was a good one, I was about to make the 
suggestion that, if it were not breaking any client-lawyer relation- 

ships, if you could furnish me with a list of your membership, I would 
be personally very happy to take a straw ballot of their wishes on 
this matter for guidance of this committee and the Congress. Would 
that be satisfactory ? 

Mr. Brown. Furnishing them with both sides of the argument. 

Mr. Macponatp. Excuse me? 

Mr. Brown. Furnishing them with all the factors to be considered. 

Mr. Macponatp. What I would furnish them with is just the mere 
fact that, if the approval was forthcoming, that would buttress my 
position that these people should not be regulated. It is a very amaz- 
ing thing, as I have said, and as I am sure Mr. Heselton has said, and as 
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Mr. Mack has just said, it passes my comprehension and everybody 
else’s who has heard it, that the people who are fighting Federal regula- 
tion, who don’t want to be regulated by the Federal Government, come 
in very ably represented by : a man who says that they do want to be 
regulated because he opposes or is appearing in opposition, parentheti- 

cally, to my bill which takes them completely out from under regula- 
sions Therefore, I am sure opponents of my bill, when and if it hits 
the floor, will get up and say, “Well, even the people who are most 
closely connected with this appeared, through Mr. Russell G. Brown, 
their representative, and said that they disapproved of this bill,” so it 
is a very vital concern to me, your appearing here today and saying 
that you don’t want to come out from under regulations, which, I re- 
pe: at, amazes me. 

Mr. Brown. I don’t think that I have said that we disapproved the 
bill. I think we said we hadn’t ae ed it. 

Mr. Macponatp. I will accept that, because it is an improvement 
over the record as I remember it. You say that there has been no 
reaction among your members ? 

Mr. Brown. Insufficient reaction; that is what I am trymg to say, 

Mr. Macponap. Without quarreling with how you run your organ- 
ization, I was wondering if there had been sufficient opportunity af- 
forded the members to register either their approval or their disap- 
proval of my bill, and I would be willing to take that straw vote on 
your behalf, if you are occupied with other matters, at a time that 
would be appropriate to the passing of this legislation. 

Mr. Brown. I would be glad to ‘submit it to the functioning group 
who tell us how to do these things, your proposal. 

Mr. Macponatp. Submit what? 

Mr. Brown. Your proposal. 

Mr. Macponaup. That a straw vote be taken ? 

Mr. Brown. Yes. I don’t know whether they will want to do it 
or not. It is for them to determine, of course. 

Mr. Macponarp. Thank you, sir. As a matter of fact, as you 
probably know, there is an association set up to hold this type of elec- 
tion. I think it is called the American Ballot Association, with head- 
quarters on 44th Street in New York City. 

Mr. Brown. I don’t know; I am not familiar with it. 

Mr. Macpona.p. Their services are used very often in matters of this 
sort. I, perhaps have no right to request it, perhaps, or push it, but 
I personally think it would ‘clear the air for everybody if these peo- 
ple who w ant to be taken out from under regulation would approve of 
it, would be given an opportunity of a bill which would do just 
that. 

Mr. Brown. For reasons you must generally recognize, we don’t 
make our lists of membership available for being written to by every- 
body. 

Mr. Macpona.p. I understand. 

Mr. Brown. But I think that would be a question they might want 
to pass on. 

Mr. Macponavp. This seems to be a matter which is of very vital 
concern to them. 

Mr. Brown. That is why I say I would have to take it up for their 
approval. 
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Mr. Macponaxp. All right, sir. If you will let me know, I would 
appreciate it. 

Mr. Mack. I yield to my colleague from Massachusetts. 

Mr. HEsELToN. While this matter was being discussed, I asked 
for permission to have reinserted in the record of these hearings the 
opinion of the Legislative Reference Service, Library of Congress, 
dated April 5, 1955, with reference to the constitutionality of the 
bill which Mr. Macdonald has introduced—I don’t remember the 
number—as to which Mr. Mack has just been examining. 

Mr. Mack. H. R. 6813. 

Mr. Heseitton. Whatever that number is. 

The Cuarrman. How long is this statement ? 

Mr. Heseitron. Less than a page. 

The Cuatrman. The Chair has no objection to having the hearings 
available, but printing is repetition. If the gentleman thinks it is 
important 

Mr. Hesetron. It is a lot more important than a lot of other things 
which are in the record. 

The CHatrmMan. I would concede that. 

Let it go in the record at this point. Let it also show that it is 
from page 884, part I, of the hearings on H. R. 4560 in 1955 

(The opinion is as follows:) 





THE LIBRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D. C., April 5, 1955. 
To: Hon. John W. Heselton. 
From: American Law Division. 
Subject: Constitutionality of H. R. 4924. 


The above bill would amend section 1 of the Natural Gas Act, to make it 
inapplicable to “any sale of natural gas in interstate commerce at or prior to 
the conclusion of production or gathering by a person whose total sales of 
natural gas in interstate commerce individually or in the aggregate with affili- 
ated producers and gatherers do not exceed on an annual basis 2 billion cubic 
feet computed at fourteen and sixty-five hundredths pounds per square inch 
absolute at 60° F., provided such person is neither a natural-gas company by 
reason of other activities nor affiliated with a natural-gas company.” 

We are of the opinion that a statute of this character would be constitutional. 
Exclusions based on differences of degree, stated in terms of differences in num- 
bers, are commonplace in the law. For example, the Fair Labor Standards Act 
exempts employees of certain newspapers which have a circulation of less 
than 4,000 (U. S. ©. 29:2183). The SEC is authorized to exempt from the 
Securities Act of 1933, as amended, issues of securities which do not exceed 
$300,000 (U.S. C. 15:77 (c)). The Trust Indenture Act of 1939 does not apply, 
in stated circumstances to securities issued pursuant to an indenture which 
limits the aggregate principal amount outstanding thereunder to $1 million or 
less (U. S. C. 15:77 ddd). A similar exemption is granted from the provisions 
governing the issuance of securities by motor-vehicle carriers (U. 8. C. 49: 314). 
Stockyards in which the area normally available for handling livestock, exclusive 
of runs, alleys, or passageways, is less than 20,000 feet, are exempt from the 
Packers and Stockyards Act (U.S. C. 7: 202). The Adamson Act, which estab- 
lished the 8-hour day for railroad employees, exempted certain independently 
owned lines not more than 100 miles in length (U. S. C. 45:65). The Federal 
Unemployment Tax is imposed only on employers of eight or more (U. 8S. C. 
26: 3306). 

Occasionally, the objection is raised that a statute is invalid because of exclu- 
sions of this character. But the Supreme Court has consistently rejected these 
arguments. In Wilson v. New ((1917) 248 U. S. 332, 354), it dismissed the 
contention that the exemption of short-line railroads made the Adamson Act 
invalid, with the brief comment that this point “has been adversely disposed 
of by many previous decisions.” In support of this statement it cited a series 
of cases in which State statutes which exempted small enterprises were sustained 
against the charge that they violated the equal-protection clause. 
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“To hold that Congress in establishing its regulation is restricted to the 
making of uniform rules,” wrote Mr. Chief Justice Hughes in Currin v. Wallace 
( (1989) 306 U. S. 1, 14) “would be to impose a limitation which the Constitution 
does not prescribe. There is no requirement of uniformity in connection with 
the commerce power * * *.” In Mabee v. White Plains Publishing Co. ( (1946) 
327 U. S. 178, 184) the Court held that the exemption of certain small newspapers 
from the Fair Labor Standards Act did not constitute an unconstitutional dis- 
crimination against other newspapers. It declared: 

“The fifth amendment does not require full and uniform exercise of the 
commerce power. Congress may weight relative needs and restrict the appli- 
cation of a legislative policy to less than the entire field.” 

Administrative convenience and the expense of enforcing a law against persons 
engaged in small-scale operations have been deemed to be adequate reasons for 
the exclusion of such persons, Steward Machine Co. v. Davis ( (1987) 301 U. 8. 
548, 584). 


Mary Louise RAMSEY, 
American Law Division. 

Mr. Mack. Mr. Brown, don’t you share some of my concern over 
the views of these 7,000 people who have this opportunity to have 
unlimited controls and have controls completely removed and have 
the free-enterprise system that we hear so much about working to 
the fullest extent so that they have no regulations, no redtape as I 
understand would be possible under the Macdonald bill, and yet they 
want to get legislation that will give them some type of controls under 
which they will have the responsibility to answer to the Federal 
Power Commission. 

Mr. Brown. I think it is something that they might well consider, 
and I think they do consider these things. Probably they are a little 
slow in responding to bills unless it is a bill of someone that they have 
already learned to believe is acting in their behalf. 

I think they would be a little surprised and encouraged by finding 
additional support that they are getting as to their cause, and I think 
we ought to appreciate that. 

But I am sure that some of them would be surprised. They would 
like to have it, though. 

Mr. Mack. I fadthaned this morning I am not associated with the 
oil industry. I probably am not too familiar with their operations, 
but just as an individual, I can’t see any reason for these people that 
you represent, the vast majority of the people in your organization, 
the ones who have the voting control, to Sean regulation rather than 
nonregulation, unless they had something to gain by it. 

Surely this bill introduced by the chairman would not have the 
effect of getting them more money for their natural gas than they 
could get through the free-enterprise system. That to me would be 
the only incentive for making that recommendation. 

Mr. Brown. I would say that one of the elements in the considera- 
tion of whether they support a bill or not would be the possibility 
of that bill’s acceptance, and maybe that has something to do with it. 

There is such a strong element for controlling that I think they 
would be a little bit surprised if someone would come up and say, “All 
these people that have been opposed to us believe that 93 percent 
of us ought to be turned free,” so that may have had some influence 
on it; I don’t know. 

Mr. Mack. I would think they would at least in the meantime 
explain that in their testimony so that the members——- 

Mr. Brown. They probably will. 


92196—57—pt. 1-19 
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Mr. Mack. So the members of the committee would be familiar 
with their views on it, and at least express some indication that they 
would be in favor of the bill if they thought it would be passed. 

Mr. Brown. I was authorized to appear on these 2 bills, 6790 and 

3701. It may be that a similar expression will come one way or the 
other on this bill. If so, I will be glad to appear. 

Mr. Mack. It is my understanding, Mr. Chairman, at the opening 
of the hearing this year that we were considering all of the bills 
before the committee concerning the amendments to the Natural Gas 
Act, and I assume that the Macdonald bill would have been called 
to your attention since it was introduced at the same time the other 
bills were. 

Mr. Brown. It has been called to my attention as being before this 
committee since the committee started, but we haven’t met since that 
time, and I haven’t had an opportunity to have an expression on this 
bill. 

Mr. Mack. Then in closing I would have to agree with my col- 
league, Congressman Macdonald, that it would seem to me that you 
should make some kind of a survey or call a meeting to determine 
how these people actually stand. 

Mr. Brown. We may do it. 

Mr. Mack. Thank you very much, Mr. Brown. 

The Cuairman. Mr. Rogers? 

Mr. Rogers. Mr. Brown, I am sorry but it seems there are a number 
of places in this country where we are approaching the philosophy 
where the price of success is Federal regulation. 

It looks like that is where we are headed, and I was glad to see, as 
I said this morning, your comment with regard to the ‘Tegulation by 
the Federal Government in any respect insofar as commodities are 
concerned. 

Mr. Brown, I know that your fears are competent on the situation, 
that if you follow the same track that has been followed in the ga 
situation, do you know of any reason why commodities like mnt, 
bread, or shoes, or anything else like that could not be brought under 
Federal regulations ? 

Mr. Brown. Of course there is the general reason that it is repul- 
sive to our concept of government and has never been practiced or 
experienced, except in utility cases. 

Mr. Rogers. Doesn’t it seem though from what is going on that it is 
becoming less repulsive each day, because somebody thinks they are 
going to get something for nothing because they are having to buy 
it, and only those things that they buy they seem to want to ‘regul: ate 


by Federal edict, the ones they sell they want to sell on the free 
market ? 


Mr. Brown. I recognize that, yes. 

Mr. Rogers. I say ‘that for this reason: I am sure that that is one 
reason that you felt that it should be spelled out in this act definitely 
what the limitation on the Federal controls are, and don’t you think, 
Mr. Brown, that that ought to be spelled out and clarified so that 
there can’t be any misunderst: anding about what this commitee or 
this Congress means should they adopt this legislation ? 

Mr. Brown. | certainly am in accord w ith that. We have had 
experience. We thought we had adequate language in the 1938 act 
and we woke up to find we did not have it. 
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Mr. Rogers. That is exactly what I had in mind. 

I might say this in passing. I think one of the dangerous instru- 
mentalities that has been developed during our time “has been the 
paragraph full of words handed to the Supreme Court for construc- 
tion. They have done more damage to the civil economy of this 
country in several instances than could have been done by an atom 
bomb insofar as physical destruction is concerned, but it seems we are 
not going to be able to correct that. 

Mr. Brown, in regard to the State pricing authority, you are a 
lawyer, are you not? 

Mr. Brown. Yes, sir. 

Mr. Rogers. In regard to the State pricing authority, do you think 
that it would be necessary to have that pr hibition as to State pricing 
authority in this act? 

Mr. Brown. Frankly I don’t see the necessity for it. 

I did not raise it in my testimony because it occurred to me that 
that is a matter more appropriately handled between the States and 
the Federal Government. 

No; I do not understand the necessity for that provision. 

Mr. Rogers. But as a basic principle of Jaw under which we now 
live, the entry of the Federal Government into this area by this legis- 
lation would actually preempt that field, would it not 4 

Mr. Brown. That is the effect of it. 

Mr. Rogers. As to the termination of contracts, Mr. Brown, don’t 
you feel and don’t your people feel that if you are operating under 
an existing contract, at the time that contract terminates you should 
return to the status of a free agent entitled to do business with whom- 
soever you please at that time 

Mr. Brown. That certainly is my view, and I think that 1s the gen- 
erally accepted view, that if a contract is void, it is just void, and all 
parties and participants are released. 

Mr. Rogers. Do you feel that that is adequately covered in this act 
or would you suggest an additional language to do it / 

Mr. Brown. We had felt that it was adequately covered by the first 
consideration of the contract and from then on either party may 
withdraw or leave the contract. for approval, and when it does the 
withdrawal is complete and absolute. 

Some of the segments on the escalation contracts frankly I am not 
sure it. is adequi ately taken care of, but we gave some thought to that 
and thought it was probably sufficient to justify our support in spite 
of that. 

No; I think the effect of those contracts when you do not release 
the producer from his contract and yet you hold him in order to 
deliver the product without his consent as to the price, that is the 
same as Impressing producers into the service of the Government in 
behalf of some other segment of the Government. 

I have always thought that that was rather re pugnant to our think- 
ing. We went to war with England because they impressed our sea- 
men, and I think the same principle runs through our whole thinking. 

Mr. Rocers. There has been a lot of discussion here about captive 
groups to sell this product to. That would certainly be a situation 
where the producer or the owner of the property would be a eaptive; 
would it not ? 
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Mr. Brown. He is left with no further consideration. 

Mr. Rogers. I believe that is all at present, Mr. Chairmat. 

The Cuatrman. I call on my colleague, Mr. O'Hara. 

Mr. O’Hara. Mr. Brown, I assure you I am as tired as you are. 

i Mr. Brown. You look mighty good. I hope I look as good as you 
0. 

Mr. O’Hara. You look very well as far as I am concerned. I only 
have a very few questions. 

My colleague from Massachusetts brought up the Canadian gas 
situation. Up in Minnesota we have been ‘trying to get some gas in 
from Saskatchewan as I recall it. I am not up to date on what the 
current situation is, but as I recall it, the problem was that if we bring 
gas from Canada that our Federal Power Commission has no control 
over the price of that gas and our people who are supplied by the gas 
in this country would be subject to whatever prices the Canadian peo- 
ple would want to charge for it. Is that a correct statement of the 
situation ¢ 

Mr. Brown. Substantially. I think the Power Commission has 
some power in determining whether it may be imported at all or not, 
and then after that so far as I know they have no authority delegated 
to them by Congress to control the price. 

Mr. O'Hara. Then are you familiar with the Saskatchewan gas 
field, the proposal to bring gas into Minnesota ! 

Mr. Brown. In a limited degree; yes. I know there is apparently 
a large area of gas production t up there, and that that could be made 
available to our northern tier of States, probably on an economic base. 
There is at the same time a rather strong nationalistic feeling in Can- 
ada to move that gas into their own areas of consumption. I don’t 
know how strong that feeling is. 

Mr. O'Hara. "My recollection, which is not certainly up to date, 
but the last I heard that was exactly the situation, that ‘the Canadian 
Parliament had not so far authorized the necessary legislation for the 
sale of that gas into this country. 

I may not be correct on that. 

Mr. Brown. That was my understanding, and I understood it was 
prompted by that very feeling. 

Mr. O’Hara. That isall, Mr. Chairman. 

The Cuarrman. Mr. Brown, let me thank you very much for your 
testimony and the answers which you have given in an effort to make 
the record, to the members of the committee. 

Mr. Brown. I appreciate the courtesy of the committee. 

As usual, you have been very tolerant with me. 

The Cuarrman. We are very glad to have had you with us again. 
At this time the Chair has a request from Mr. Charles H. Murphy for 
inclusion of a statement in the record at this point. 

(The document is as follows :) 


STATEMENT OF CHARLES H. MURPHY IN Support oF H. R. 6790 anp H. R. 6791 


My name is Charles H. Murphy, and I am from Eldorado, Ark. I am presi- 
dent of the Murphy Corp., an oil and gas company with producing operations 
in thhe Southwest and Rocky Mountain areas. I am here today as an inde- 
pendent gas producer, and as such I want to voice my support of H. R. 6790, the 
bill to amend the Natural Gas Act which has been introduced by your chair- 
man, Mr. Harris, and by Mr. O’Hara. 
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The proposed legislation you gentlemen are now considering is, without ques- 
tion, of vital importance to the future well-being of our entire economy. It is 
of vital importance because it affects one of our leading sources of mineral 
energy—natural gas. 

Every economic study that has come to by attention in recent years, whether 
made by government or by industry, has shown that America’s energy require- 
ments are climbing by leaps and bounds, with a leveling off apparently nowhere 
in sight. In two decades or less, the economists predict, our energy needs will 
seem fantastically high when compared to those of today. Even atomic energy, 
with its great potential, can only supplement—not supplant—our traditional 
sources of mineral energy for many years to come. 

With our population steadily on the increase, with our energy needs in a like 
upward trend, we are rapidly approaching the Alice-in-Wonderland situation 
of having to run as hard as we can just to keep from losing ground. 

That is why the present confusion and uncertainty surrounding the produc- 
tion of natural gas is so deadly serious. Natural gas provides something like a 
fourth of the Nation’s total energy. Any set of circumstances which impedes 
or chokes back the flow of this energy into the channels of interstate commerce 
strikes at the very heart of this country’s standard of living. 

But that is exactly what is happening today. At the very time when the 
Nation needs more and more energy, the natural gas industry is being forced 
deeper and deeper into the quicksands of legal chaos. The producer wants to 
see his gas in interstate commerce; the pipelines want to haul it to distant 
markets; the distributing companies want to pipe it into the homes of the 
ultimate consumers. But, under present conditions, particularly the attempt to 
apply a public utility concept to the production of gas, an operation which has 
none of the attributes of a public utility, it has become increasingly difficult for 
all segments of the industry to function as they should. 

The situation is particularly serious in the case of the gas producer—the man 
to whom the country must eventually look if its gas reserves are to keep pace 
with demand. In just a moment, I want to go into more detail about the pro- 
ducer’s problems, but the example I have just mentioned should make it obvious 
to all that this industry faces incongruities and uncertainties—mainly legal in 
nature—that are a tremendous hindrance to its proper functioning. A fair 
und workable policy needs to be written into law, and this is a job that only 
Congress can do. It seems equally obvious, however, that Congress intends to 
keep some sort of rein—in addition to the normal forces of competition—upon 
the field price of gas. 

I have given careful study to H. R. 6790, and in my opinion it is a bill under 
which all segments of the industry can live and grow. It is a control bill, but 
it spells out a type of control that is workable and equitable. It would restore 
order to an industry which for nearly 3 years has been in a constant turmoil. 
It is a bill under which this Nation can look forward to continuing and ade- 
quate supplies of natural gas in the years ahead. 

This bill is not the exact solution which I, as a producer, had hoped to see 
enacted into law, but it is a reasonable compromise. In any compromise, of 
course, all parties must yield a bit from their previously held positions so that 
the long-range interests of everyone—including in this case the consuming pub- 
lic—may best be served. In its present form, H. R. 6790 represents such a com- 
promise. It comes closest to meeting the needs and solving the problems of each 
of the three segments of the natural gas industry—the producers, the pipelines, 
and the distributing companies. At the same time, it spells out the consumer 
guaranties against unreasonable prices which have been made a prerequisite for 
White House approval. 

Speaking of the consumer, I think everyone agrees that his interests should 
be given considerable weight—as this bill does—in a solution to the problem 
before us. As a producer, I know full well that no enterprise can long prosper 
and endure if its ultimate consumers become dissatisfied as to price or quality or 
service. The interest of the consumer is basic to our entire economic system. 
It is for him that the forces of competition are required to work and, in this 
instance, I sincerely believe do work. He is the final judge over the success or 
failure of any given enterprise. 

But in thinking about the consumer of natural gas, we must be sure that we give 
adequate consideration to all the elements that will help provide for his long- 
range needs. And among these elements, most certainly, are the activities of 
the producer. Without his willingness to take the substantial risks of looking 
for and producing gas, the entire question of Federal control becomes academic. 
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The American Gas Association estimates that through 1965 this country’s 
utilization of natural gas will grow at the rate of 7 percent a year. This will 
call for vast new reserves of gas if we are to keep the ratio of known reserves 
to current consumption from going into a sharp decline. It would be ideal, of 
course, if the new supplies we shall need could be turned on with the ease that 
one turns on a water faucet. But it just isn’t that simple—nor can it ever be. 

If our gas supplies are to keep up with demand, we must think in terms of a 
continuing program of exploration—and one even more intensive than we have 
had in the past. Only the drilling bit can find the gas that this country wants and 
needs. Furthermore, we must remember that time is a vital factor. The proc- 
ess from original exploration through full development and into mature pro- 
duction is one that takes, at best, several years. Anything that impedes that 
process, even temporarily, seriously threatens the long-range chances of our 
having adequate future supplies of gas. 

That is why, in my opinion, every citizen should feel real concern about the 
present chaotic situation. It is becoming more and more evident that the present 
situation, with all of its uncertainties, problems, harassments, and difficulties, 
constitutes a serious impediment to the efficient functioning of the industry. So 
long as we permit this condition to prevail, we are not giving full consideration to 
our long-range needs. 

Most of you gentlemen were serving on this committee 2 years ago when 
lengthy hearings were held on a bill similar in some respects to the one you now 
have under consideration. You heard in considerable detail the reasons why we 
producers felt it necessary and in the public interest that Congress enact remedial 
legislation to clear up the highly confused situation created by the Supreme 
Court’s ruling in the Phillips case. We told you of the problems we faced under 
a utility type of Federal control. I can tell you now that the situation remains 
unchanged, unless it is for the worse. 

In the ensuing 2 years, we have seen literally truckloads of applications, 

. contracts, and reports showered upon the Federal Power Commission. We have 
watched them try to dig their way through a mountain of paperwork, only to 
see the mountain grow by several shovelsfull for everyone removed. We have 
witnessed the delays that surround every case, and we have seen our own 
expenses climb as we endeavored to stay in step. I could not even venture a 
guess as to the amount of money expended on this attempt to apply public 
utility concepts to a competitive enterprise, but it must be a staggering amount. 

During this same time, I might add, the producer has also been plagued by 
rising costs due to other factors. Some of these increased costs must be attributed 
to inflationary trends, others to the need to drill deeper wells in the search for 
gas, and to the necessity of venturing into less accessible, and therefore more 
costly, locations. All of these factors must be taken into consideration when the 
producer begins negotiations for the sale of his gas. 

At present, however, having discovered a new reserve and having negotiated 
a sale, the gas producer cannot be even half-sure of how he stands, financially 
or otherwise. He cannot be sure that the arm’s-length price upon which he and 
the buyer have agreed will be allowed to remain in effect or if it will suddenly 
be reduced because of some arbitrary reckoning of his costs of production. Nor 
can he be sure that any of the other terms and conditions of his contract will 
be held valid except the fact that he is bound to continue gas deliveries through- 
out the life of the contract and, possibly, beyond that time. 

The producer is not only stuck with a here-today, gone-tomorrow contract so 
far as his prices are concerned, but he has another serious problem in that he 
must apply for a certificate of convenience and necessity on each sale he makes 
in interstate commerce. The inevitable result is delay and more delay. Andina 
business such as this, delay can be very costly. Not only can there be substan- 
tial loss of revenues while awaiting certificates, but many leases provide for 
complete cancellation if production is not begun within a stipulated time. 

With delay the only thing they can be sure of, with everything else about the 
business completely uncertain, more and more producers are becoming increas- 
ingly fearful of committing new reserves to the interstate market. The intra- 
state market, which is still a free market, becomes more attractive day by day. 
This reluctance on their part to commit new gas to interstate commerce is only 
natural. 

But most producers realize, I believe, that a sound interstate market is a nec- 
essary requirement for a healthy industry. Finding and producing gas is our 
business, and we want to sell it in the interstate as well as the intrastate market. 
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We see in H. R. 6790 a law which will enable us to do just that. It will enable 
us to do business without all the entangling redtape and all the uncertainties 
which have been our lot ever since June of 1954. 

Despite the redtape and the uncertainties of the past 3 years, the producers 
have continued to explore for, develop, produce, and sell natural gas. They have 
added to the reserves and increased production. But there have been good rea- 
sons behind their continued effort : 

First of all, the President’s Cabinet Committee on Euergy Supplies and Re- 
sources Policy recommended early in 1955 that remedial natural gas legislation 
be enacted in the long-range public interest. 

Second, the Federal Power Commission has indicated on a number of occasions 
that regulating producers on a utility-type basis is virtually impossible, and that 
legislation is needed. 

Third, the House in 1955 and the Senate last year demonstrated their under- 
standing of the problem by passing H. R. 6645. 

Fourth, the President, even though he vetoed the bill, said in his veto message 
that legislation along the lines of H. R. 6645 was necessary to the best long-range 
interests of the Nation. His veto was not related to the merits of the legislation. 

And fifth, the President, on at least two occasions since this session of Congress 
got underway, has reaffirmed his own belief that this kind of legislation could 
be enacted. 

With all of these viewpoints favoring legislation such as that you are now 
considering, most producers have felt that it was only a matter of time until 
the legislative and executive branches of the Government would exercise their 
responsibility of bringing order out of the present chaotic situation. Thus, we 
have gone ahead with our exploration and development programs in the belief 
that competitive forces will be restored to the production of gas, and in the belief 
that we can some day again expect a reasonable market price for our gas. 

I cannot envision the kind of superbureau that would be needed to control the 
production of gas on a utility-type basis. I only know that few Americans— 
once they fully understand the problem—want such a superbureau to supplant 
the forces of competition which have served this country so well in the past. 

H. R. 6790 will not only banish the threat of such economic stagnation, but it 
will also restore order and stabiilty to an industry currently characterized by 
disorder and instability. At the same time, this bill will provide the consumer 
with the kind of price protection he apparently wants—the guaranty of a rea- 
sonable market price. Competition, as we have seen a thousand times over, is the 
best possible guarantor of a fair price, but this bill adds reinforced protection 
against the remote possibility of unreasonable prices. 

Gentlemen, I commend this bill to your favorable consideration. 

And, in closing, I want to express my appreciation for the privilege of being 
here with you today. 


The Cuarrman. Mr. Elliott G. Peabody, of the Citizens Gas & Coke 
Utility in Indianapolis; Mr. Donald C. Luce, of Newark, N. J., Public 
Service Electric & Gas Co.; Mr. Matt Triggs, of the American Farm 
Bureau Federation; Mr. Felix Chappellet, of the Western Oil and Gas 
Association. 

Did I understand that Mr. Wagner was here and wanted to file his 
statement ? 

Mr. Waener. Yes, sir. 

The Cuarrman. You may do so, Mr. Wagner. 

Mr. Waener. Thank you. 

(The documents referred to are as follows :) 


STATEMENT OF ELLIotT G, PEABODY, EXECUTIVE ENGINEER OF CITIZENS GAS & COKE 
Uriniry, INDIANAPOLIS, IND., IN Support oF H. R. 6790 anp H. R. 6791 


Mr. Chairman, my name is Elliott G. Peabody and I am an engineer employed 
by the Citizens Gas & Coke Utility, of Indianapolis, Ind. 

I and those for whom I speak are grateful for the opportunity of appearing 
before this committee in support of bill H. R. 6790 now in hearing. 

Citizens Gas & Coke Utility is a State-created business entity operated as a 
publie charitable trust for the benefit of the inhabitants of the city of Indianapolis. 
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The utility by law is under the exclusive management and control of the board 
of directors. The duty imposed upon these directors is to operate the gas 
utility in the best interest of the inhabitants of the city of Indianapolis. Having 
in mind this duty and based on experience of operating the utility since 1936, 
the board of directors is in favor of bill H. R. 6790. It is in favor of the bill 
for the following reasons: 

The gas utility is primarily interested in the quantity of natural gas which 
ean be made available to it. Natural gas is relatively inexpensive. At the 
retail level in Indianapolis gas is considered a premium fuel at prices substan- 
tially below fuels with which it is in competition in the fuel markets. As an 
example a home can be heated with gas for from 30 to 35 percent less than 
with oil in Indianapolis, and practically on a par with the cost of heating with 
coal. The cost of cooking with gas is about one-third the cost of its chief com- 
petitor, electricity, and heating water with gas can be done for about one-half 
the cost of heating water electrically. 

The only difficulty in an otherwise very favorable economic picture is the 
inadequacy of the supply of gas. It has been found necessary in Indianapolis 
to restrict the connection of heating customers since July 1946 with some alle- 
viation from time to time as additional quantities of natural gas beeome avail- 
able to the city. 

Indianapolis received its first quantities of natural gas on February 6, 1951, 
in the amount of 10 million cubic feet per day and over the period of the last 
6 years we have been able to increase the daily deliveries to the present contract 
quantity of 44 million cubic feet per day. The demand for gas has continually 
outstripped the supply, however, and we are in the position today of having to 
refuse to connect all space heating applicants of which we have over 7,000 on 
file and it is extremely doubtful if we will be able to serve adequately several 
large applicants for industrial gas. 

Indianapolis and its environments (Marion County) contain a population in 
excess of 600,000 and the utility is presently serving 149,598 customers made 
up as follows: 117,145 domestic nonheating customers; 23,853 domestic heating 
customers ; 8,210 commercial customers, 390 industrial customers. 

The saturation of domestic heating, that is the percentage of those who heat 
with gas to the total number, is presently only 16 percent and a recent study 
of the potential saturation that could be achieved in 3 years time if natural 
gas were available indicates a saturation increase to 32.2 percent of heating 
customers. 

This increase would require the utilities securing an additional 64 million 
cubie feet more gas per day than it is now receiving, or an increase in daily 
take of 145 percent over its present contractual limits. 

These figures, I believe, indicate the seriousness of the natural gas situation 
in Indianapolis and prove to our satisfaction that quantities of additional 
gas are of more importance than the price that the gas may cost. The utility is, 
therefore, in favor of H. R. 6790 as it believes that through the measure of 
determining a “reasonable market price” of n atural gas as contained in the 
bill the producer will be encouraged to explore for more gas reserves and thus 
increase the availability of gas to our city. 

It has been a well known fact for sometime that those producers who are 
responsible for a large share of the gas production of the country have held 
back in their exploration programs because of the uncertainty of the price that 
they may charge for the gas in the event they are successful in their discoveries. 
I feel that this bill offers the assurance that has heretofore been lacking, and 
that if this bill is enacted the producers will be able to sell their gas at a rea- 
sonable market price. With this assurance I believe exploration will again be 
accelerated and additional quantities eventually be at our disposal. Some time 
ago our chief supplier of natural gas, Panhandle Eastern Pipeline Co., in Federal 
Power Commission Opinion No. 269, was assured of a fair field price for the 
gas produced from their own reserves. Prior to that opinion, using the utility 
method of rate determination natural gas from their own production was actually 
bringing them a price of less than 1 cent per M. c. f. 

Immediately upon being assured of a fair field price for their gas, this com- 
pany expanded extensively its search for new sources of natural gas and laid 
plans to expand production from their existing reserves. 

This FPC opinion was later remanded back to the Federal Power Commission 
by decision of the United States court of appeals and the fair field price has sub- 
stantially become inoperative until compliance with the court order has been 
accomplished. 
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Exploration plans and accelerated production plans have been canceled, I am 
informed, until final action on the matter has been decided. 

I feel that the expansion of exploration and plans for acceleration of pro- 
duction undertaken by this company when assured of a “fair field price” is an 
example of what may be expected if this bill becomes the law and producers can 
be reasonably sure of receiving a reasonable market price for gas produced and 
intended for sale in interstate commerce. 


STATEMENT OF DONALD C. LUCE, PRESIDENT OF PUBLIC SERVICE ELEctTRIc & GAs Co., 
NEWARK, N. J. 


Public Service Electric & Gas Co. opposed the passage of the Harris bill, H. R. 
6645, because the company was convinced that it failed to provide sufficient pro- 
tection to the customer in that it completely exempted the producers of natural 
gas from the jurisdiction of the Federal Power Commission and it sought to con- 
trol producers’ prices for natural gas indirectly through control of the pipeline 
company. The company felt that the standards provided for in the Harris 
hill to determine “reasonable market price” were insufficient and did not make 
provision for many other factors which should be considered in the pricing of 
natural gas. The bill permitted all existing contracts to remain in full force and 
effect, and most important it did not outlaw certain vicious types of escalation 
clauses in either old or new contracts, the operation of which would result in a 
continual spiral of increased prices. 

The company did not feel, however, that it was necessary to regulate the 
producers of natural gas on the so-called utility type rate-base method, using 
cost as the sole basis. 

In summary, it was the sincere belief of the company that H. R. 6645 did not 
offer adequate protection as to price to the gas consumers in the company’s gas 
service area. 

We have made a careful analysis of H. R. 6790, introduced in the House on 
April 10, 1957, and believe that it contains the necessary safeguards to protect 
the consumer interests, in that it— 

(a) Does not provide for outright exemption of producers because it continues 
direct Federal Power Commission control over the sale of natural gas under the 
Natural Gas Act. 

(6) Specifically outlaws the inclusion or addition of four particularly objec- 
tionable types of escalation clauses which presently operate to continually 
increase prices. 

(c) Allows the Federal Power Commission to declare a new producer contract 
to be null and void if it determines that it provides for a price which exceeds the 
reasonable market price, or contains an unlawful indefinite pricing clause or is 
contrary to the public interest, or that such contract shortens the duration of a 
producer contract. 

(d) Prohibits the payment of price increases under existing and new producer 
contracts due to the operation of indefinite pricing clauses unless permitted by 
the Federal Power Commission on application by a party to the contract for a 
determination of the reasonable market price of natural gas at the delivery point 
specified in the contract. The burden of proof where such determination is 
sought is placed upon the party seeking the increase. 

(e) Provides that where an objection or protest is filed, the burden of proof 
to justify the terms of a new producer contract is on the pipeline company filing 
such contract with the Commission. 

We believe that the proposed bill will enable the Federal Power Commission, 
charged by Congress with the duty of protecting consumers, to continue to safe- 
guard the rights of consumers to a continuing supply of natural gas at reasonable 
prices. 

Public Service Electric & Gas Co. believes that H. R. 6790 embodies the neces- 
sary proposals which will materially aid in solving the serious stalemate in the 
regulation of the production of natural gas which now exists, and we, therefore, 
respectfully advise you that we favor passage of this legislation. 
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AMERICAN FARM BUREAU FEDERATION, 
Washington, D. C., May 6, 1957. 
Re H. R. 6790 and 6791—Amending the Natural Gas Act 
Hon. OREN HARRIS, 
Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D. C. 


Dear Mr. Harris: At our last annual meeting the officially elected voting del- 
egates of the member State farm bureaus reaffirmed policy relating to the reg- 
ulation of the field price of nautral gas in the following words: 

“Since the field price of natural gas is adequately regulated by competition, 
we favor legislation to provide that it shall not be regulated by the Federal 
Power Commission.” 

Our views in this connection are based upon the following considerations : 

1. Much of the land on which natural gas is now produced, and much of the 
land on which natural gas will be developed in the future, is owned by farmers. 
In such instances the land or mineral rights are either purchased by natural 
gas producers, or, much more commonly, the right to develop both resources is 
leased by natural gas producers from farmers, who receive compensation based 
upon a share of the gross returns from the sale of natural gas. Farmers there- 
fore have a direct pecuniary interest in the issue and are appropriately inter- 
ested in any price regulation designed to affect the price at which natural gas 
may be marketed. 

2. Of much greater significance in the determination of our policy in this 
connection is the principle involved. It is a basic concept of our competitive 
free-enterprise system that, except where monopoly considerations are involved, 
that the operation of the competitive market, subject to supply and demand 
factors, is the fairest and most efficient means of determining the price at which 
any product or commodity is sold. 

3. Despite some arguments that may be made to the contrary, it is our belief 
that the marketing of natural gas by producers is an operation in which the 
factors of supply and demand in a competitive environment are present and 
are primary factors in the determination of price. 

We recognize that the provisions of H. R. 6790 and H. R. 6791 represent a com 
promise. We regret that such compromise is necessary. The bills do, however, 
recognize the concept that the market price is to be the major factor in de- 
termining the permissable price which may be charged, even though other 
factors are to be considered and even though such permissible price is subject 
to determination by regulatory authority rather than by the operation of mar- 
ket processes. 

We therefore wish to endorse the general principles incorporated in H. R. 
6790 or H. R. 6791. This does not mean that we endorse the specific language 
of the bill. In the consideration of the bill by the committee numerous amend- 
ments may be offered. In general it would be our view that those amendments 
which operate toward minimizing the scope and comprehensiveness of Federal 
regulation should be favorably considered, and vice versa. 

{t will be appreciated if you will incorporate this letter in the record of the 
hearing. 

Very sincerely, - 
MATT TRIGGS, 
Assistant Legislative Director. 


WESTERN OIL & GAS ASSOCIATION, 
Los Angeles, Calif., May 3, 1957. 
Hon. OrEN Harris, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

DEAR Mr. CHAIRMAN: The Western Oil & Gas Association, which represents 
80 percent of the production, 86 percent of the refining, and 86 percent of the 
marketing in the five Western States of Arizona, California, Nevada, Oregon, 
and Washington, respectfully requests permission to file with your honorable 
committee the following statement in support of H. R. 6790 and H. R. 6791, to 
amend the Natural Gas Act of 1988. The association’s position with respect to 
this legislation was recorded by unanimous vote of the Board of Directors of 
Western Oil & Gas Association at its regular meeting April 17, 1957. 
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While these identical bills would, for the first time during peacetime, place 
direct price controls upon the production of a commodity, we urge their enact- 
ment as essential if the production of natural gas is to be maintained at a level 
sufficient to meet the steadily increasing demand for this fuel. Without the mini- 
mum remedy proposed by H. R. 6790 and H. R. 6791, independent producers of nat- 
ural gas, will be seriously handicapped by the chaos, confusion, and potentially 
destructive rule making resulting from the decision of the Supreme Court in 
the Phillips case (June 1954). 

In our support of the predecessor to the present bills (H. R. 6645, which was 
passed by the 84th Congress in 1955 and 1956) we took the position—along with 
most of the gas producing industry—that Congress in enacting the Natural 
Gas act of 1988 had clearly intended to exempt from all forms of Federal regu- 
lation “the production, gathering and processing of natural gas.” 

That legislation, unfortunately vetoed for reasons entirely apart from its 
merits, imposed a number of indirect price controls and regulations upon the 
production of this commodity which were accepted by the Western Oil & Gas 
Association, as by other gas industry groups, out of a willingness to cooperate 
with the wishes of those in both the legislative and executive branches of Gov- 
ernment who were conscientiously endeavoring to solve some of the problems 
created by the aforementioned Phillips case decision. 

The present proposed legislation would impose even more direct Givernment 
controls and this association is willing to accept them only upon assurances 
that this is the one kind of legislation acceptable to those in the legislative and 
executive branches who must be responsible for its adoption and, further, as an 
expression of our willingness to cooperate with some of those in the nonpro- 
ducing parts of the gas industry who felt obliged to withhold their support 
from H. R. 6645. 

This compromise approach springs from an understandable concern over the 
consumer's interest in a fair price and an assured supply of this valuable, 
efficient, and economical fuel. As producers, we share in that concern, for 
every producer must have a customer—and a Satisfied customer—or he soon 
ceases to produce. Although practical considerations dictate the acceptance 
of the controls proposed by H. R. 6790 and H. R. 6791, we continue to believe 
that the record clearly shows that in the field of natural gas the total absence 
of Federal price regulation at the wellhead has proven to be the consumer's 
best friend. 

From the passage of the Natural Gas Act in 1938, until the Phillips decision 
in 1954, during which time there was no legislative price control on the produc- 
tion, gathering or processing of natural gas, the price paid by the consumer 
was the biggest bargain in his daily life. 

The type of regulation proposed in H. R. 6790 and H. R. 6791 is the maximum 
which can be applied without danger of seriously crippling the system which 
has so far worked to the best interests of consumer, producer, transporter, 
distributor, and the national economy in general. The requirement that the 
FPC determine the reasonable market price for natural gas will rescue the 
producer from the withering effects of a utility rate base concept which clearly 
cannot be applied to a competitive high-risk industry which has none of the 
characteristics of a public utility and which enjoys none of the business condi- 
tions of same, such as the legalized monopoly or the franchised market. 

Regulation of our prices on a “reasonable market price” basis should, given 
a fair interpretation of the term by members of the Commission, leave our 
members as producers reasonably free and encouraged to spend their stock- 
holders’ money in the never-ending hunt for new reserves. In all candor, 
however, we must point out that the reasonable market price will in effect be 
only what five men find it to be and not what the workings of the market place 
make it. It will be a man-made price and if that price fails to provide sufficient 
incentive, or to permit replacement and development then the consumer will be 
the suffering party in the long range, for not even the wisest of Commissions 
can make gas reserves materialize by edict or dictate reasonable prices when 
there is nothing to sell. 

ut, risky as it may be, we feel constrained to take our chances with the 
regulation proposed in H. R. 6790 and H. R. 6791. Otherwise, the utility-type 
regulation which seems to be required by the Phillips case decision would 
certainly result in more immediate disaster. 

Undoubtedly, the opponents of H. R. 6645 will also erroneously describe H. R. 
6790 as a bill “to exempt producers of .gas from Federal regulations” and we 
commend Chairman Harris for his clear and forceful statement to the contrary. 
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There was much deliberate information disseminated about H. R. 6645, includ- 
ing the suggestion that its passage would lift all Federal regulation from the 
gas industry. For example, we hope that this time no one inside Congress or 
out will be given the impression that the present bills would in any way alter 
the present proper Federal control over the rates of interstate pipeline com- 
panies or State control over distribution companies—the two operations which 
account for by far the largest percentage of the consumer’s gas bill. 

We must reluctantly agree with Chairman Harris that, due to the Phillips 
decision and notwithstanding the clear legislative intent of Congress in adopt- 
ing the Natural Gas Act, the concept that the FPC must regulate the prices 
paid to producers “seems to be the national policy.” Since the act contains no 
procedures for such regulation, and since the Court did not prescribe them, it 
becomes the duty of the Congress of the United States to cure the deficiency. 
Ihe terms of H. R. 6790 and H. R. 6791 would do this by setting forth a work- 
able set of rules and methods by which the Commission can carry out the 
mandate of the Court. While we should prefer a less violent cure, we urge 
a favorable report on H. R. 6790 and H. R. 6791. 

Respectfully submitted, 
FELIx CHAPPELLET, 
Vice President and General Manager. 


SUPPLEMENTAL STATEMENT OF WESTERN O1L & GAS ASSOCIATION IN OPPOSITION TO 
AMENDMENTS PROPOSED BY CHARLES H. KENDALL To H. R. 6790 AND 6791 


In his statement of May 7, 1957, the General Counsel, Office of Defense Mobil- 
ization, recommended the following amendments to H. R. 6790 and H. R. 6791: 

1. That authority be retained in the Commission to review price increases 
resulting from definite pricing clauses in existing contracts when such increases 
do more than reflect additional or increased taxes, and 

2. That there be deleted the prohibition upon the consideration by the Commis- 
sion of costs. 

Mr. Kendall stated that with these two changes, enactment of the legislation 
would be in accord with the program of the President. 

We strenuously oppose each of these amendments for these reasons: 


DEFINITE PRICING CLAUSES IN EXISTING CONTRACTS 


These clauses, frequently called step-up clauses, actually constitute a part of 
the original price at which the producer agreed to sell his gas into the interstate 
market. 

The brunt of this proposed amendment will fall on contracts entered into in 
good faith prior to June 7, 1954. The producers were required to make long- 
term contracts in order to sell their gas. Instead of insisting upon a higher initial 
price to remain effective throughout the long term of the contract, the producers 
agreed to accept initially a lower price on the basis of a firm contractual commit- 
ment by the purchaser that at definite dates in the future the price would auto- 
matically step-up in a definite amount. . 

These contractual arrangements were in the interest of the pipeline purchasers 
as they would thereby initially pay a lower price for gas supplies at a time when 
their debt and amortization charge were highest, and increase their payments for 
gas supplies as such other charges decreased. 

Many producers committed themselves to develop and actually have spent large 
sums of money in developing their leases, and in installing facilities and equip- 
ment in reliance upon these contract prices. Many of them have borrowed money 
to be used in their operations upon the basis of the overall definite pricing 
provisions of their contracts. 

These clauses have not heretofore been considered objectionale. In this com- 
mittee’s Report No. 992 accompanying H. R. 6645 in the last Congress, it is stated : 

“It was generally agreed by witnesses who appeared before the committee that 
these types of escalation clauses (referring to step-up and tax-increase clauses) 
were not seriously objectionable, and it is apparent that they serve a useful 

S$ purpose.” 
go yoston amendment seeks to treat unlike things as being alike when it 
suggests that definite pricing clauses in existing producer contracts be subjected 
to the same Commission review to which the bill subjects indefinite pricing 
clauses in such contracts. E 

The indefinite pricing clause deals with a price increase being brought into 
play upon the happening of some future contingency. It cannot come to pass, 
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and the amount of the increase cannot be determined, until some indefinite 
event of the future transpires. By indefinite pricing clauses the parties agree, 
in effect, that if something outside of the four corners of their agreement takes 
place, the price will increase in accordance with that outside event. Such 
uncertainties as to future increases, unlike the certainties of step-up increases, 
could not have led the producers into borrowing and spending money and assum- 
ing drilling and development obligations in reliance upon them. 

In the case of the step-up increases, however, the parties initially had a 
definite meeting of the minds that, as a part of the overall price at which the 
producers were willing to commit their gas reserves to long-term contracts, the 
aggregate price for the reserves would be spread over the life of the contract 
by allocating fixed prices during definite time intervals of the full contract term. 
These sacred and definite contractual commitments should not be lightly cast 
aside, particularly when commitments have been undertaken in reliance upon 
them. 

If producers are unable to meet their financial commitments which were 
entered into in reliance upon these fixed and definite price increases, a serious 
blow will be dealt to the gas producing industry and hence to the public interest. 

This proposed amendment which we submit, is an unwarranted attempt to 
impair retroactively the last vestige of contract rights which producers acquired 
in good faith under conditions which compelled them to commit their gas reserves 
to long-term contracts, will be directly opposed to the very purpose for which 
its sponsor allegedly proposes it, namely, protection of the ultimate consumer. 

We take it that there is general agreement that obstacles to the assurance of 
adequate gas supplies should be removed, and that it is in the interest of the 
consuming public that this be done. Commonsense also dictates that any 
measure—and particularly any unwarranted measure—which is apt to have 
a retarding influence upon the development of existing gas reserves, and upon 
the search for new reserves, is certain to affect adversely the change of assur- 
ing an adequate supply of gas. 

Now let us see how this proposed amendment is going to affect this all-impor- 
tant aspect of assuring an adequate supply of gas. Many interstate gas sales 
contracts containing step-up clauses were made prior to June 7, 1954, by produc- 
ers, and many of those contracts were made by small producers. Now suppose— 
and this supposition often actually happens—that any one or more of these pro- 
ducers wants to do some wildcat drilling to find more gas and has to borrow 
money to do so. The only security he has to offer to get that money is this long- 
term contract which provides for these price step-ups. Is any bank or other 
lending institution going to lend money on that contract when there is no assur- 
ance that the price step-ups—and such step-ups may be the very factor which 
will determine the adequacy or inadequacy of the contract as security—will be 
permitted by the Commission to go into effect? What prudent lending institu- 
tion is going to gamble on such an uncertainty, particularly if you further lessen 
the odds by injecting the speculative element of cost to the standard by which that 
increase is to be tested? The lending institution will either deny the loan in its 
entirety or will consider the contract as security only to the extent of the going 
price, exclusive of step-ups. 

In the natural gas production business, the difference between no gas and 
a prolific reserve of gas is often determined by the turn of a single drill bit. 
We believe it would be taking an unjustified risk with our national interest 
to wager the chance of finding large gas reserves against the possibility that 
the Commission might exact some retribution from producers through the in- 
equitable and retroactive denial to producers of the right to collect the fixed 
and definite prices at which they contracted to sell their gas in good faith under 
long-term contracts to which they were compelled to accede. 


THE PROPOSAL TO DELETE THE PROHIBITION UPON THE CONSIDERATION BY THE 
COMMISSION OF COSTS 


One of the principal aims of this bill is to require that natural gas be priced 
as a commodity upon the basis of its reasonable market price when sold in the 
field. The proposal to inject costs into this determination will defeat that 
purpose. The two are incompatible. In the natural gas production business, 
the amount of money which is put into the ground has no reasonable relationship 
to the value of the commodity which comes out of the ground. 

The proposed amendment would leave unaffected the provision that, in the 
determination of the reasonable market price, the Commission shall not con- 
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sider or use the public utility rate base cost-of-service concept or formula. Yet 
the proposed amendment would serve to permit this express prohibition to be 
circumvented by permitting the Commission to consider the very type of cost 
data which the principle of the bill says is not appropriate. 

The effect of this amendment would be this: While the Commission could not 
validly issue a price order fixing the producer's price at a fair return on invest- 
ment (the traditional public utility type of order), nonetheless the Commission 
might well reach the same result by giving controlling weight to costs in arriving 
at its determination of reasonable market price. 

This innocent-sounding amendment which is proposed because—to quote its 
proponent—‘it is not inconceivable that the Power Commission may in some 
cases feel the need of cost data in the process of exercising its judgment and 
discretion”, might well become the coattail which wags the commodity dog. 
If such an amendment is adopted, what is to prevent the Commission from 
issuing a general rule that in all producer price cases a cost study, with all of 
its attendant data, is required for the proper exercise of the Commission’s discre- 
tion? What is to prevent the Commission from giving controlling weight to the 
cost factor and only lip service to the other factors, and thereby defeating one of 
the very purposes of this legislation? 

What cost data are they talking about? Remember that we are considering 
an industry where costs are jointly incurred in the production of gas and liquid 
hydrocarbons. How are those joint costs to be allocated between oil and gas, 
other than on some arbitrary basis? What unit is to govern in determining these 
costs? Will it be by wells, by leases, by individual properties or companies, by 
States or other geographical areas, or by what? We submit that once you open 
the door and permit cost as a factor in determining the reasonable field market 
price of a Commodity such as natural gas, you are, of necessity, permitting the 
Commission to give controlling weight to cost. And whenever you do that, you 
are perpetuating one of the principal evils which this bill is designed to correct. 

What about the confusion and uncertainty which this bill is designed to alle- 
viate? Will they be lessened by injecting cost into an otherwise workable 
pricing standard which this bill sets up? They will not. We are confident that 
if this proposed “cost” amendment is adopted, the industry and the Commission 
will soon find themselves in a Worse state of uncertainty and confusion than 
they are today, if such is possible. 

Might not cost become the point of departure from which the Commission 
will determine reasonable market price, just as cost is today the point of de- 
parture from which the Commission is trying to reach a reasonable incentive 
price to be allowed to producers? That situation, too, could become the prac- 
tice under the proposed amendment. 

What is going to be the administrative criterion by which the Commission is 
going to decide when it will and when it will not consider these costs? Will 
the producer have any voice in determining when he can or must introduce 
evidence of cost? Will the Commission only consider cost when it is to the 
detriment of the producer and to the benefit of the consumer, or vice versa? 
Certainly nothing in the proposed amendment would preclude the Commission 
from handling the cost element on any basis it saw fit, discriminatory or not. 

If two producers in the same field sell their gas to the same interstate pipe- 
line at the same time and at the same initial price, and all other factors except 
cost are substantially equal, is the price of the high-cost operator to be allowed 
and that of the low-cost operator to be denied? The proposed cost amendment 
opens the floodgate to this and many other inequities and uncertainties. It 
vests an administrative agency with the power to demolish the repair work 
which the bill accomplishes. 

For the foregoing reasons we oppose the two amendments offered by Mr. 
Kendall. 


TESTIMONY SUBMITTED By RICHARD WAGNER, CHAIRMAN, CHAMPLIN Orn & RE- 
FINING Co., CHICAGO, ILL. 


My name is Richard Wagner, I am chairman and chief executive of the Cham- 
plin Oil & Refining Co., a fully integrated, independent unit in the oil and gas 
industry. The company was formerly known as the Chicago Corp., which I 
joined as vice president in December 1930. Prior to that time I spent 20 years 
in commercial banking. 

The Chicago Corp. began its corporate existence in 1929 as a so-called invest- 
ment trust, investing and trading in securities on listed exchanges for its own 
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account. Under my direction in the middle thirties the company broadened 
its activities to include venture capital undertakings. By this I mean financing 
new ventures, resuscitating companies in need of capital, engaging in liquidations, 
mergers, public financing and kindred activities; all embracing many different 
types of business. All investments were primarily at the equity level. 

In 1988 the company financed and became a part owner of three cycling plants, 
then a new technique to extract other hydrocarbons from natural gas and return 
the gas to the reservoir. Substantial reserves of gas were acquired by these 
units. Subsequently the company acquired the outside interests in these under- 
tukings and engaged in exploration for and development of oil and gas as an 
operator. Seeking a market for residue gas from our plants we projected a 
pipeline from Corpus Christi, Tex. to New York in 1940. This plan was aban- 
doned because of the unavailability of steel pipe due to military requirements. 
In 1943 when the Tennessee Gas Transmission Co.’s sponsors were unable to 
obtain financing and unable to arrange for adequate gas reserves in Louisiana, 
they redesigned their line to Corpus Christi, Tex., and we entered into a contract 
with them for their gas requirements. When they were again unable to finance, 
we acquired a major equity interest and financed and constructed the line, 
obtaining a certificate from the Federal Power Commission in September 19438. 
We sold our interest in the line in 1945; ironically because we thought by so 
doing we could rely on the assurance of the then Chairman of the Federal Power 
Commission that we would not be subject to the Natural Gas Act. 

I give you this brief background in order that you may be able to evaluate 
the validity of my testimony in favor of the passage of H. R. 6790 and H. R. 6791. 

Based upon my experience in banking, in investment, in the direction and 
management of many companies in various lines of business, and lastly in the 
management of a company engaged in seeking and developing reserves of 
natural gas, I am convinced that the independent natural gas producer is not 
susceptible to utility-type rate and price regulation. 

For approximately 3 years such regulation has been in effect due to the 
decision in the Phillips case. Producers are confused, frustrated, and unable 
to conduct their business properly. It is my personal impression that the Fed- 
eral Power Commission is likewise confused and frustrated. The reasons why 
the industry cannot be regulated as a utility business are relatively simple 
to understand. Capital employed in the manufacturing business for the erec- 
tion of plants and installation of machinery is not risked until a source of 
material is available for conversion. After that, profitable operation depends 
mainly upon the adequacy of management. Capital employed for installations 
to generate electricity has no problem as to source of salable energy. Capital 
in the natural gas utility distributing business is not risked until adequate 
supplies of natural gas are available from a gas transmission company. Gas 
transmission companies are not granted certificates until the Federal Power 
Commission is assured that adequate reserves of natural gas are dedicated. 
In these three utility industries profitability is practically assured because a 
rate of return is set by State or Federal regulatory commissions based upon 
readily determinable capital investment and costs and a known market demand 
reserved for noncompetitive service by the utility whose rates are being estab- 
lished. Quite different from these is the business of seeking and, if found, 
producing natural gas. Capital must be risked first in the acquisition of leases, 
in the employment of seismologists, geologists, engineers, and finally in the 
drilling of wells. The costs are high, but if the search is unsuccessful, capital 
is lost. If it is successful and a market is obtained for the gas, the funds 
realized from sales must almost immediately be utilized in the search for 
additional reserves because that is the only way in which the business can 
continue to exist, but there is no certainty that new reserves will be found. 
Furthermore, costs and capital invested or required are not readily deter- 
minable, and the natural gas company has no protection as to noncompetitive 
markets comparable to the markets reserved for public utilities. To subject 
such a business to utility type regulation and to limit its return to a utility 
concept can serve in time only to drive risk capital away from it. 

The basic difference in the degree of risk in pipeline, electric utility pro- 
ducers, and local distributors of natural gas on the one hand and gas pro- 
ducers on the other is illustrated by the completely different forms of eapitaliza- 
tion. The orthodox utility company being predictable within reasonable limits, 
in sales as well as costs, obtains capital to a large extent in low-rate bonds 
and preferred stock issues, with only a small percentage through equity finane- 
ing. As a consequence the high leverage factor produces a high percentage 
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of return on the equity. On the other hand, gas producers because of the far 
greater risk involved must rely upon equity financing for most, if not all, of 
the funds required. The result is that there is but little leverage in carrying 
a rate of return down to net for equity. 

As of December 31, 1955, natural gas pipelines on the average had long-term 
funded debt of approximately 60 percent, preferred stock 8 percent, and com- 
mon equity of 32 percent. Comparable figures for electric utilities were: 
funded debt 50 percent, preferred stock 12% percent, and equity 37% percent. 

Thirty-five oil and gas companies, as compiled by the Chase-Manhattan 
Bank, had 15 percent funded debt, 1 percent preferred stock, and 84 percent in 
common equity. Continued regulation is not likely to improve these relatives. 
Applying an overall 6 percent return to the average capital structure of pipe- 
lines you come out with 12% percent return on equity. Actual figures com- 
piled by the Federal Power Commission for 1955 show average return on assets 
of 13.2 percent for interstate gas pipelines. The larger systems—Tennessee 
Gas Transmission Co., Texas Eastern, and El Paso—earned approximately 15 
percent on their equity capital in 1955. Against this a 9 percent return for- 
mula for gas producers on the average capitalization of 35 companies would 
produce only a 10 percent return on the equity. And no one will deny that 
the producing business is far more hazardous than the gas transmission busi- 
ness. I repeat, risk capital will be unwilling to support the natural gas indus- 
try if its components are not permitted the same freedom enjoyed by other 
high-risk businesses with respect to earnings. 

As the head of a company which is the outgrowth of unusual risks assumed in 
its development and which has been subjected during the past 3 years to regula- 
tion by the Federal Power Commission, I believe I can point out to you some of 
the business realities that make this conclusion valid. Before doing so, however, 
I wish to state that while we have doubted the correctness of the Supreme Court’s 
decision and while all our applications to the Federal Power Commission have 
been made subject to protest, at all times since June 7, 1954, we have cooperated 
fully with the Commission and its staff. We have no complaint against the 
Commission or their treatment of us. We recognize that they are trying to do 
what they are required to do. Members of the staff have been in our office for 
approximately a year investigating our business in an effort to find a tenable 
basis for establishing costs of service, costs of capital, allocations between gas 
and other activities ,and a rate of return. We have found them to be decent, 
serious-minded men and the fact that they have not been able in our judgment, 
nor have we, to find sensible answers to these problems is no fault of theirs and 
not of ours. 

Those who argue for continuation of the present regulation of natural gas 
producers do so upon four false assumptions : 

1. That the total investment in natural gas production of a typical independent 
producer can be accurately determined and segregated from the remainder of his 
business. 

2. That the operating costs of the gas production phase of the independent 
producer’s business can be accurately segregated and determined. 

3. That the exploration costs necessary for the replacement of natural gas 
reserves can be accurately allocated as between natural gas and other hydro- 
carbons, and can be in some meaningful way related to the specific gas reserves 
being sold by an individual company . 

4. That the traditional public utility rate-base approach can be applied as a 
satisfactory method of appraising the rates of an independent producer against 
the standard of “just and reasonable.” 

In seeking to show the fallacy of these assumptions I submit : 


(A) THE SALES REALIZATION CONCEPT 


The Federal Power Commission staff have been grouping for a method to allo- 
cate investment and costs between oil production and gas production in a given 
company. One method suggested for consideration is called the sales realization 
approach. By it is meant that costs, investment, and borrowings shall be allo- 
cated on the basis of revenues actually obtained from sales of oil and other prod- 
ucts on the one hand and sales of gas on the other. This is an arbitrary assump- 
tion which seeks to prove its adequacy by comparing factors which have no sound 
basis for comparison. There are too many variables. A company’s gas sales may 
be only a small part of its potential gas sales. Its reserves of gas may or my not 
have far greater values than ifs reserves of oil. Gas reserves because of produc- 
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tion practices may last many years longer than oil reserves within a given com- 
pany. Money borrowed may have been needed for purposes having nothing to do 
with gas production or may have had application to gas producttion alone. 
There are many other reasons for rejecting the sales realization concept, such as, 
changing price relationships, differences of costs of drilling and production 
between one field and another, or between varying depths at which production is 
sought or found and between a lucrative field and one operating at a loss. Some 
fields produce no net revenues, some operate at a loss, others are lush producers. 
The allocation of costs and of capital employed on so unreliable a basis as “sales 
realization” produces an unrealistic result. To take a specific existing price as 
the measure of just and reasonable is invalid because for the purpose of price 
regulation a price is not established but is in dispute and its reasonableness is the 
very question at issue. A realization method is not in a strict sense a method of 
cost determination since it repeatedly shifts costs including additions or acquisi- 
tions of property from one to another of the joint products with changes in prices 
or revenues realized. A vicious circle ensues which has no stability or meaning. 


(B) PRICE EARNINGS RATIO CONCEPT 


Whether or not they believe such ratios are applicable, the staff has presented 
testimony for the determination of the cost of capital or the return on capital 
which utilizes price earnings ratios. It is my conviction that such ratios are 
completely inapplicable to the business of seeking for and producing natural 
gas. It will be understood that by this term is meant the number of times earn- 
ings a stock sells for in the market. One must understand the nature of the 
production of oil and gas and the utilization of cash earnings for further ex- 
ploration and development to understand that speculators and investors do not 
buy stocks of such companies on an evaluation of reported current earnings. 
Their interest in oil and gas producers is based upon an evaluation of the re- 
serves behind a producing company, its energy, or lack or it, in seeking addi- 
tional reserves and an evaluation of the trend of the gross cash flow available 
for the conduct of the business. Any security analyst will tell you, and I 
spent some years in that work, that on oil company’s earnings from operations 
lay appear to be higher if it is laggard in its exploratory activities and vice 
versa. The real virility of an oil or gas producing business is indicated by the 
determination of whether or not gross cash flow is showing an increase from 
year to year. Furthermore, even if the use of price earnings ratios were tenable, 
the ebb and flow of the economic condition of the country would require dif- 
ferent interpretations of this ratio at different stages of economic activity. 
The fact that such price earnings ratios have been used in connection with 
public utilities is justified only because public utility securities are acceptable 
for fiduciary investments due to stability of earnings made possible by their 
quasi-monopoly status. 


(C) RATE OF RETURN 


In discussing rate of return I wish to make it entirely clear that I do not 
believe natural gas producers can be intelligently subjected to rate of return 
regulation. The public interest will be far better served by the enactment of 
the bills you are considering. However, I would like to point out some of the 
inconsistencies of proposals being made under present regulatory practices. 

The Federal Power Commission has not yet made a determination as to 
any specified rate of return which in their judgment should be allowed to a 
natural gas producer. The figure of 9 percent has frequently been mentioned by 
the staff in current hearings. When one considers that the average rate of 
return after taxes of all manufacturing, extractive industries, service companies, 
utility and other business, excepting only agricultural corporations and per- 
sonal service corporations, has been approximately 12 percent for several years, 
to indicate a 9 percent return for this most hazardous business of seeking for 
and producing natural gas is certainly unrealistic. In metal and other mining 
activities, excluding coal, published figures as indicated by the President's 
Economic Report and by a study made by the National City Bank of New York 
show a return of from 17 percent to 26 percent after taxes for 1955. Now, mining 
is regarded as a hazardous business, but I submit that to locate a deposit of ore 
usually requires far less capital at risk than the amount of risk capital required 
in the search for oil or gas reservoirs. Usually the ore deposits if it is large 
enough to be exploited, will endure many years longer than the normal ex- 
pectancy for oil or gas reservoirs. 
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Financial requirements of the gas producing industry must compete for money 
with other industries, and funds will be available only at a price commensurate 
with the risk involved. Funds will not be available at all if the rewards for 
high risk do not compare favorably with other risk undertakings. Certainly 
a 9 percent return will not induce risk capital to venture into the search for 
gas and oil reserves. Failure to keep up the search is not in the public interest. 

There, also, arises the question of a return on what—net worth? New property 
account? Gross assets employed? Bear in mind that natural gas producers 
have not kept books on a rate-base formula. Many items which might have been 
capitalized have been expensed over the years by producers. Operations are 
kept at a maximum of efficiency because producers just are not rate base con- 
scious. Federal Power Commission practice in the past has revolved largely 
around a concept that a return on the capital employed in production should be 
based on original depreciated cost of reserves and appurtenant facilities. When 
attempting to apply that yardstick to the production of gas, a great many ques- 
tions arise which usually are not possible of determination. A simple example 
will suffice to illustrate this. In many instances a gas well unit involves 640 
acres. There may be many ownerships in the 640 acres, ownerships acquired at 
different times, none of which has the same costs as the others. The question, 
therefore, is whose costs should be the basis for determination of an adequate 
return for a given unit or whether there shall be as many different cost allowances 
and price allowances as there are differences in the ownership, all applying to 
gas coming out of the same hole. 

The Chairman of the Federal Power Commission, cognizant of this situation, 
has publicly stated that to attempt to fix a price for gas based upon each op- 
erator’s cost in each well in which he is interested, or even in each field, produces 
an absurd result. Yet, despite that opinion of his, because of the finding of a 
court that cost must be a point of departure, the Commission is seeking to find 
an answer to this most perplexing problem. I doubt that such an answer is 
obtainable. 


(D) THE FUTILITY UNDER REGULATION OF ATTEMPTING TO MAKE PLANS FOR 
EXPLORATION AND DEVELOPMENT 


As previously indicated one of the essential requirements of conducting a 
natural gas production company is the continuing use of any cash available to 
extend exploration and development. With the uncertainties thrust upon gas 
producers in ratemaking procedures and living constantly under the threat of 
successive investigations, proper planning is impossible. Under section 5-A of 
the act an investigation can be instituted at any time by any State or local au- 
thority or by any utility distributing company to determine the propriety of rates. 
Once an investigation is completed and a finding made, there is nothing in the 
act to prevent the institution of a new investigation and a new determination. 
Unless a natural gas producer has some assurance that the basic prices in his 
eontracts (and by that term I mean what are called definite pricing provisions 
in the amendments proposed) are firm, he cannot set his budget for exploration 
and development. Often to continue development of properties it is necessary 
for producers to borrow either through banks or institutions or publicly. If 
contract rates are open to frequent attack under present regulation, adequate 
credit may not be available to producers. Bank loans are usually arranged on 
the pledge of reserves together with the pledge of the revenue to be obtained 
under a contract for the sale of the gas. If that revenue is to be subjected to 
continued regulation and probable change from time to time, the willingness of 
lending institutions is diminished and development and exploration are hindered. 
In testimony before the Federal Power Commission when the Commission was 
seeking helpful suggestions on how to regulate gas producers, Mr. Guy Kiddoo, 
vice president of the First National Bank of Chicago, an institution which has 
been a leader in lending to oil and gas producers, drew attention to this credit 
danger under regulation. Certainly the unavailability of credit or the limitation 
of the availability of credit for development of natural gas properties cannot be 
in the public interest. 

The company I head has twice been subjected to investigation by the Federal 
Power Commission, once beginning in 1945 to determine whether or not it was a 
natural gas company within the meaning of the act. A number of members 
of the staff of the Commission were in our office for approximately a year. 
Recently in connectjon with a 5-A proceeding against us a number of com- 
mission representatives have been in our office again for approximately a year. 
To assist them in an examination of our company has required almost the full 
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time of a major part of our staff—geologists, engineers, accountants, and execu- 
tives—-whose proper function with us is to operate the company and to explore 
for and develop reserves. It must be obvious that even if the Commission were 
able through such examinations to determine costs of service, costs of capital 
and the proper rate of return, the time required to conduct such an investigation 
in a single instance, and we are not a large company, must be adequate evidence 
of the impossibility of trying to regulate such an industry on a public utility 
rate concept. It is expensive both to the Commission and to the subject com- 
pany, und it deters the proper conduct of the business. That cannot be in the 
public interest. 
LOAD FACTOR AND THE PUBLIC INTEREST 


Having been in various phases of the transportation business including steam- 
ship lines, airlines, buslines, pipelines and motor carriers, I know, and I am 
sure you do, that load factor is a major determinant of profitability. The costs of 
operating a transportation system are very little different if the system runs 
only partly full or at 100 percent load factor. This is particularly true of gas 
pipelines. It is perfectly obvious that the unit cost of transportation of an 
MCF of gas will mount rapidly as the volume of gas going through the line 
decreases. It is in the public interest to have these systems operate at the 
greitest possible load factor. That assures maintenance of reasonable prices 
to consumers. While the effects of regulation have not yet produced a major 
adverse effect upon load factor, it is only a question of time before they will 
unless an amendment to the Natural Gas Act, such as you have under considera- 
tion, is enacted. Producers are not vindictive. Ordinary business prudence 
demands that natural gas producers seek markets for their product where they 
know the contract terms will be carried out. Therefore, it is expectable that as 
intrastate markets or other uses for natural gas are available, producers will 
avoid committing new found reserves to interstate shipment. When this occurs, 
and | believe it is already occurring, demand in interstate consuming centers will 
not be satisfied. We must remember, also, that the rapid rise in the number of 
pipelines serving interstate consuming markets over the past decade has in- 
volved the dedication of huge gas reserves, many of which have not been produc- 
ing long enough to bring about serious decreases in the deliverability of gas. 
But that is beginning to appear. If must be apparent to you that as more 
gas is produced from the reservoir, pressure decline reduces the deliverability 
from a given well. Installation of compressors will delay this retrogression 
only temporarily. Unless new reserves are constantly dedicated to interstate 
pipeline transportation, load factors will inevitably decline and unit costs will 
rise steeply. That is not in the public interest. 

In general we are all agreed that the next 30 to 40 years will witness a 50 
percent increase in the population of this country. We are probably agreed 
that energy requirements will continue to mount and that we should be concerned 
about the continued adequacy of our supplies of petroleum and natural gas. 

On the basis of broad national necessities we should be concerned about 
providing jobs, services and products to meet the demands of a growing popula- 
tion. We should recognize that to meet this challenge requires that we unshackle 
risk capital so that it may function properly in the pursuit of those objectives. 
Certainly the continuation of regulation of natural gas producers will discour- 
age the employment of risk capital in that business. You gentlemen of this 
committee are seeking to do that which in your judgment best serves the public 
interest. The growth and development of the economy of this country is in 
the public interest and any statute which deters or restricts that growth should 
be promptly amended. 

Those who are looking at the present regulation of natural gas producers 
objectively, and not for selfish reasons or from the standpoint of political 
expediency, recognize that punitive price regulation at the production level of 
any natural resource produced competitively is not only alien to American 
concepts of the proper relationship between government and business, but 
hampers and retards economic growth. 

While I have sought in this testimony to give you broad, general, business 
reasons why the legislation you are considering should be enacted, I have not 
discussed in detail the provisions in these bills before you. I am, however, 
familiar with those provisions and I submit that the amendments proposed by 
H. R. 6790 and H. R. 6791 constitute a sensible approach toward curing the 
confusion and frustration existing under present regulation. If this legislation 
is enacted, the independent producer will be able to make plans to conduct his 
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business as a business should be conducted. These bills propose to validate 
without fear of change all definite prices, as defined, in present contracts. Once 
prices in new contracts are approved by the Federal Power Commission, the 
producer will know what he can expect to receive and he can plan his explora- 
tory and developmental budgets with certainty. The enactment of these amend- 
ments will remove most of the burdens of certificate and rate proceedings and 
the disruption of the normal conduct of business by repeated investigations. 
The producer will be able to satisfy lending institutions as to the adequacy of 
the revenues obtainable under contracts. 

The enactment of these amendments will serve to create a more favorable 
attitude on the part of risk capital toward the natural gas business. The 
provisions in this proposed legislation would serve the public interest far 
better than will the continuation of present regulation of natural gas producers. 
I urge your favorable action. 

The Cuarrman. We have reached a late hour. We have been here 
for a rather long session today. Of course I as well as other members 
of the committee appreciate the interest in this entire subject. 

We recognize the fact that there are many witnesses here who have 
been here ready and desiring to testify. I regret exceedingly that 
we have not been able to reach 3 you during this week. 

This being late Friday afternoon, it will be nec essary to defer further 
witnesses as proponents because I have already announced that next 
week will be allocated to the opponents of the proposed legislation. 

Mr. LeBoeuf, you are one of the witnesses to testify. I hope it will 
not inconvenience you too much to come back at a later time. 

Mr. Heyke, I believe you were one of the witnesses to testify. 

Mr. Russeti. Mr. Heyke just left a few minutes ago and he will be 
glad to come back at a later time. 

The CuHatrMan. We regret the inconvenience. I know Mr. Heyke 
was very anxious to get his testimony in yesterday but we simply could 
not reach him. I hope to get enough of these witnesses from the 
various segments of the industry to get all the issues joined, but the 
statements of these witnesses who are to come are filed with the com- 
mittee as a matter of record and therefore will be available for any 
member of this committee and for any of the opposition who would 
like to see them before presenting their testimony. 

Those statements are received under the rules of the House as 
a matter of record and for further consideration at a later time. 

Mr. Rowan. Does the chairman have any idea as to when the pro- 
ponents will be heard ? 

The Cuarrman. I am very sorry, I know you have been very anxious 
to get your testimony in today. 

Mr. Rogers has been diligent in trying to get you on. 

Mr. Rowan. What I am concerned about, Mr. Chairman, if you will 
pardon me for taking the time, the Texas independent producers are 
having their annual meeting on the 20th of May. 

Mr. Connolle and Mr. Heyke and Mr. Hedrick and myself are on a 
panel discussion down there on the 20th of May and if some of the 
other members of the committee here would indicate a willingness to 
come to the IPAA meeting and talk to some independent gas pro- 
ducers we would be happy to have them all come down and see us, but if 
we can get on any day next week, it is all right. 

If we cannot get on 1 day next week, why then we would like to 
file our statement, sir. 

The CHarrman. Mr. Rowan, I am sure it will not be possible, I 
think I would be correct in saying, to get on next week because of the 
list of witnesses we have here. 
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1 announced at the outset in order to try to equalize the time to 
start with the first week would be taken up with the proponents and 
the second week with the opponents. 

We have got the officials of the various States coming in here, and 
[ hope that we can expedite their appearance. 

I am sure my colleagues on the committee will recognize the fact 
that they are public officials back in their own jurisdiction and we 
will cooperate in an effort to give them an opportunity to present their 
views so that they can get back to their own responsibilities, but I do 
not see how we can possibly get back to any of the proponents next 
week. 

The Cliair would certainly cooperate with you and your organiza- 
tion in connection with your meeting on the 20th. 

Under the circumstances we would give you the choice either to 
present a statement or try to come back a little later. 

I am sure Mr. Rogers would much prefer that you come back. 

Mr. Rogers. It would be much better. 

Mr. Rowan. If we could come back after the meeting. 

The CHamman. How long will your meeting last? 

Mr. Rowan. It will last Monday, Tuesday, and Wednesday. 

However, I don’t have to be down there except for Monday for this 
panel discussion. We have invited these other distinguished gentle- 
nen to be with us, particularly Mr. Connolle. We want to know 
something about this business ourselves. If we could come any time 
after Tuesday, say Wednesday, Thursday, or Friday of that other 
week, why it would be convenient. 

The Cuarrman. I think we could accommodate you. 

In fact it appears to me that you are taking most of our witnesses 
otf down there with you. 

Mr. Rowan. We hope you won't keep them up here. We would like 
to take some of your committee members, Mr. Macdonald, Mr. Dingell, 
Mr. Heselton. 

We will be delighted to have you come down there to meet with us. 

Mr. Heprick. Mr. Chairman, I am Joe Hedrick. I of course have 
the commitment with Mr. Rowan. However, I have the commitment 
here on behalf of Independent Natural Gas Association, which I must 
recognize first, and I have that obligation to perform, and I must con- 
form myself to this committee as against my obligation down there 
because this has to come first, so I will have to accommodate myself 
to vour pleasure, Mr, Chairman. 

The CrarMman. I appreciate that and the committee does, Mr. 
Hedrick. It is my sincere desire to cooperate and try to help work 
out the program to make it as convenient as is possible to all witnesses 
who are to appear. 

You can of course understand that we have to schedule and there 
is no way that we can very well change that schedule because of the 
heavy work before this committee and our other responsibilities in the 
Congress. 

Mr. Brown. Mr. Chairman, I am Ear] A. Brown from Dallas and 
I will try to come back at a later date if I can but in the meantime I 
would like to file my statement. 

The Cuamman. Mr. Brown, as I said to the other gentlemen, all of 
your statements that are filed are under the rules of the House received 
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and filed for the record and you will be given the opportunity if you 
desire to summarize it or expand on it at a later time. 

Mr. Brown. Thank you, sir. 

(The document is as follows :) 


STATEMENT OF EarL A. BRowWN IN Support or H. R. 6790 AND H. R. 6791 


My name is Earl A. Brown. I am engaged in the general practice of law at 
Dallas, Tex. On July 1, 1956, I retired as vice president and general counsel 
of Magnolia Petroleum Co., an oil and gas company with headquarters in Dallas, 
Tex. My career of service with Magnolia Petroleum Co. extended for a period 
approximately 30 years. I still do some work for that company in an advisory 
and consulting capacity. 

I appear in support of H. R. 6790 and H. R. 6791 because I believe the enact- 
ment of those two bills into law will be for the best interests of the producer, 
the consumer, the transporter, and the distributor of natural gas; but my state- 
ment is made primarily in support of those who search for and produce the 
natural gas that goes into interstate commerce. 

If I should say, however, that in my opinion this bill relieves all the hard- 
ships and cures all the inequities brought about by the Phillips decision (Phil- 
lips Petroleum Co. vy. Wisconsin, 347 U. 8S. 673) construing the Natural Gas 
Act, I would be less than sincere. I am firmly convinced that the Natural Gas 
Act, enacted in 1938, was never intended to apply to the gas producer. But 
there are those who differ with us on this question, and with their reliance 
upon the Phillips decision, the issue has become so controversial that compro- 
mise on the basis of partial relief appears to be more desirable than no relief 
atall. And that is what H. R. 6790 is, a compromise measure. 

I shall not attempt to analyze the provisions of the bill. That has been done, 
or will be done, by others. It shall be my purpose to attempt to show that 
there can be no reasonable basis for regulating the price of gas, under the 
public-utility concept, sold by a producer in interstate commerce. That is not 
just my opinion. It is a situation reflected in the support being given this meas- 
ure by the Federal Power Commission, the agency which administers the 
Natural Gas Act, and which has been seeking for the last 3 years to arrive at 
some satisfactory basis or formula for fixing the prices paid to producers for 
gas under existing law. 

HISTORY OF NATURAL GAS ACT 


It is a matter of history that the Natural Gas Act, passed in 1938, was the 
result of a decision of the Supreme Court of the United States in the case of 
Missouri ex rel. Barrett v. Kansas Natural Gas Co. (265 U. 8S. 298, 1924). In 
the case, Missouri sought to prevent an increase in the price of gas sold by an 
interstate pipeline company to local distributors. The Court held that, under 
the commerce clause of the Constitution. Missouri was not empowered to regu- 
late the rate charged the distributor. by the pipeline company because the sale 
was a direct burden on interstate commerce, and not subject to regulation by 
the State, even in the absence of any regulation by Congress. 

Then, in 1928, the Senate of the United States adopted S. R. 83 (70th Cong., 
1st sess.) which directed the Federal Trade Commission, among other things, 
to inquire into the businesses of supplying electrical energy and gas, natural or 
artificial. Following a lengthy investigation of the entire gas industry, the 
Federal Trade Commission filed a report on December 31, 1935, consisting of 
more than 600 pages. The report characterized the gas industry as consisting 
of three segments: (1) Production and gathering: (2) interstate transmission 
from the filed to consumer markets: and (3) local distribution to consumers. 
Significantly, the reports stated that the industry was “strongly competitive” in 
the two end segments—production and gathering and distribution to consumers: 
but that it was “virtually free of regulation” in the middle segment—transmis- 
sion in interstate commerce. As to Federal regulation, the report said the 
“need for Federal regulation of the activities of such interstate pipeline com- 
panies appears too evident to require further discussion.” 

The following year a bill (H. R. 11662, 74th Cong., 2d sess.) was introduced to 
regulate the transportation and sale of natural gas in interstate commerce and 
for other purposes. Representatives of the Federal Power Commission par- 
ticipated in the drafting of the proposed legislation. Mr. Dozier A. DeVane, then 
Solicitor of the Federal Power Commission, appeared at the request of the 
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chairman of the Committee on Interstate and Foreign Commerce, and testified 
as to the purpose and extent of the bill. His testimony is of particular signifi- 
cance as reflecting the views of the Federal Power Commission as to the intent 
and scope of the measure. In explaining the bill, Mr. DeVane was asked several 
times what the bill covered, and each time he said it did not apply to fixing 
“rates * * * paid in the gathering field”; that “that price is fixed by competitive 
conditions”; and that the purpose of the bill was to confer “authority upon 
a Federal agency” to regulate “rates charged by these pipeline companies to 
the local distributors of gas throughout the United States.” 

H. R. 11662 was not passed, but, on April 28, 1937, the House Interstate and 
Foreign Commerce Committee reported H. R. 6586 (70th Cong., Ist sess.) which 
later became the Natural aGs Act. In the committee’s report on the bill, it is 
described as “substantially identical with H. R. 12680,” which was the amended 
bill reported on. the basis of the hearings had on H. R. 11662. In the Senate, the 
chairman of the Committee on Interstate Commerce, Senator Wheeler, in explain- 
ing the bill, said: “It does not attempt to regulate the producers of natural gas 
or the distributors of natural gas,” and, in answer to a question of Senator 
Austin, who asked: “Is the bill limited in its scope to regulation of transpor- 
tation?” Senator wheeler replied: “Yes; it is limited to transportation in inter- 
state commerce, and it affects only those who sell gas wholesale.” 

The Senate then passed the bill, and it was approved and became a law on 
June 21, 1938. The Federal Power Commission was named in the act as the 
agency to administer it. From the date of the passage of the act in 1938 down 
to the issuance of its order 174 on July 16, 1954, a period of 16 years, the Federal 
Power Commission, which had participated in the drafting of the bill, consistently 
held in a long line of decisions that the act did not authorize the regulation of 
independent producers. The first case to present this question was In the Matter 
of Columbian Fuel Corporation (2 F. P. C. 200), decided June 29, 1940. After 
a review of the provisions of the statute and its legislative history, the Commis- 
sion, with one member dissenting, held that Congress intended to regulate only 
pipeline companies. This holding was reiterated in 12 other cases before the 
Commission in the ensuing 11 years. On August 16, 1951, the Commission 
decided the case entitled “Re Phillips Petroleum Co.” (10 F. P. C. 245), again 
adhering to its former decisions, and held that the operations of Phillips were 
those of “production and gathering” and these operations were included in the 
act’s exemption. 

The Phillips case eventually found its way to the Supreme Court of the 
United States, where, on June 7, 1954, that Court held that the Natural Gas 
Act was intended to regulate sales of gas producers. It was a 5-to-3 decision 
(Mr. Justice Jackson being absent). 

Mr. Justice Minton wrote the opinion in the case, holding that “the legislative 
history indicates a congressional intent to give the Commission jurisdiction over 
the rates of all wholesale of natural gas in interstate commerce, whether by a 
pipeline company or not, and whether occurring before, during, or after trans- 
mission by an interstate pipeline company.” This statement was not supported 
by a specific reference to the contents of the legislative history of the act. 

On the other hand, Mr. Justice Clark, with whom Mr. Justice Burton con- 
curred, dissented on the ground that the legislative history clearly shows that 
the statute was never intended to apply to these sales by independent producers, 
and discussed at length the history of the act. Mr. Justice Douglas dissented 
on the ground that the sales were integral parts of the production and gathering 
exempted by the statute. 

In many cases, where an administrative agency has been so closely associated 
with legislation in its inception and subsequent interpretation as the Federal 
Power Commission has been in relation to the Natural Gas Act, the Court 
has given great weight to administrative decisions where they have been 
consistent over a long period of time. Not so in this case, however. 

Accepting the mandate of the Supreme Court, the Federal Power Commis- 
sion diligently set out to carry into effect the Phillips decision as applying to all 
producers of gas. Thirty-nine days later it promulgated its order 174 requiring 
independent producers to apply for certificates of convenience and necessity, file 
rate schedules, freeze prices of gas as of June 7, 1954, apply for approval of rate 
increases provided in gas sales contracts, continue service even though sales 
contracts expired, together with many other regulations. 

As to Phillips Petroeum Co., the Commission, on renewal of the case, was 
faced with the direction to investigate Philips’ rates, and endeavor to come up 
with a method or formula for determining the justness and reasonableness of 
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those rates. Now, after 3 years, much investigation and many hearings in the 
Phillips case, which are continuing at this moment, and other cases, the Com- 
mission has not been able to evolve a yardstick for price fixing under the law as 
it exists, and it returns to Congress with an endorsement of the bills before 
this committee, and a statement as to the difficulties in finding a satisfactory 
basis for such price fixing. 

It is submitted that this action by the Federal Power Commission is con- 
clusive that price fixing under the public-utility concept be applied with reason 
and fairness to producers of gas. Any other assumption would carry the 
thought that the Commission is attempting to evade its responsibility, and that 
is not conceivable in view of the work and effort it has expended in attempting 
to discharge the mandate it received from the Supreme Court. 


UNCERTAINTY AS TO METHOD OF PRICE FIXING 


It should be said, too, that the Commission has not received from the courts any 
specific direction as to the method of price fixing. Where an appeal is taken to a 
eourt from an order of the Commission, the court will decide only whether the 
order fixes a reasonable rate, and if the rate is not found to be reasonable, the 
case is remanded to the Commission for another try. In its opinion in such a case 
the court will usually just announce only principles which should be followed in 
determining rates and prices. 

For example, in the case of Federal Power Commission v. Natural Gas Pipe Line 
Co. (315 U. S. 575) the court was dealing with a natural-gas company operating 
an interstate pipeline, over which the Commission had complete jurisdiction; and 
the issue was as to how the company should value its own gas-producing proper- 
ties in its rate base. There the Supreme Court said: 

“The Constitution does not bind ratemaking to the service of any single formula 
or combination of formulas. Agencies to whom this power has been delegated 
are free, within the ambit of their statutory authority, to make the pragmatic 
adjustments which may be called for by the particular circumstances.” 

Again in Federal Power Commission v. Hope Natural Gas Co. (320 U. S. 591), 
the same issue posed in the Natural Gas Pipe Line Co. case was presented, and 
again the Supreme Court said: 

“We held in Federal Power Commission vy. Natural Gas Pipe Line Co., supra, 
that the Commission was not bound to the use of any single formula or combina- 
tion of formulas in determining rates. Its ratemaking function, moreover, in- 
volves the making of pragmatic adjustments.” 

Twice the Supreme Court said “pragmatic adjustments” must be made in fixing 
a rate. That sent me to the dictionary and Webster’s New International Un- 
abridged Dictionary gives several definitions of the word “pragmatic,” among 
them being: “Of, pertaining to, or concerned with the practice, or the practical 
side of anything; practical; matter of fact.” 

It would seem that under such a broad direction as that contained in these 
cases—that the Commission is not bound to any single formula or combination of 
formulas in ratemaking—it would have the right to ignore the public-utility con- 
cept in determining rates; yet in a recent case (City of Detroit v. Federal Power 
Commission, 230 Fed. 2d 810, 1955), the Court of Appeals for the District of 
Columbia held that under the law as it exists today the “cost” of production 
must be used as a “point of departure” for the purpose of determining the 
amount at which gas produced by the pipeline company is to be expensed in 
fixing rates charged to the distributor. 

In that case the Commission had thought and had held that the field prices 
paid by Panhandle to others would be a “reasonable” price for its produced gas 
under the holdings of the Supreme Court in the Natural Gas Pipe Line and Hope 
eases. But the circuit court of appeals held differently. The Supreme Court 
has refused to grant certiorari in the City of Detroit case, and thus the price- 
fixing issue has been restored to its former state of confusion. 

Of course, a transmission company which also engages in producing operations 
should be permitted to separate its public-utility functions from its producing 
operations. And this decision, as to rates on its produced gas, may have some 
bearing on the operations of a producer with no public utility functions. 

The business of producing gas is not a public utility. It has none of the 
characteristics of a public utility. It is not a monopolistic industry. There 
are some 8,000 producers of natural gas in the United States. There is com- 
petition of the keenest sort among producers of gas, and this competition ex- 
tends throughout the whole of a producer’s operations from the race to purchase 
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likely looking leases for “wildcat” drilling on down to the marketing of the 
products if and when they are discovered and produced. Reference is again 
made to the report of the Federal Trade Commission, filed on December 31, 1935, 
with the Senate, in which it was stated that the natural-gas industry is 
“strongly competitive both in the procurement of supply and in sale or disposal. 
It is highly competitive at both ends * * *.” So there is no basis for applying 
the public-utlity concept, or cost of service theory, to gas producers on the 
ground that any monopoly exists. 

Such a formula is neither just nor reasonable when applied to private busi- 
nesses where there are great risks, unusual hazards, free competition, and 
no governmental protection whatever against loss. 

It should be remembered, too, that the gas producer’s competition is not con- 
fined to that furnished by other producers of gas. There has long been a great 
rivalry among the producers of gas, fuel oil, and coal to supply the energy 
and fuel requirements of our people. If a gas producer is subject to price 
regulation, he may often find himself at a serious disadvantage because his 
rivals are free of regulation. 

Again, gas producers have often been warned by distributors that consumers 
will not continue to purchase and use gas if there are other fuels available at 
cheaper prices, based on B. t. u. content. They will switch back to other fuels 
just as they changed to gas when it was more economical to do so. 

While cleanliness and convenience in its use make gas a desirable fuel. 
nevertheless it is economy that stimulates the demand. In an address delivered 
by L. F. McCollum, president of Continental Oil Co., at the annual meeting of 
the Independent Petroleum Association of America, on October 26, 1954, he 
stated that statistics show that in 1953 the average price of natural gas at the 
wellhead was 8.5 cents per thousand cubic feet. One thousand cubic feet of 
gas contains more than 1 million B. t. u.’s of energy. In 1953, light heating 
oils cost 62 cents per million B. t. u.’s at the refinery; residual fuel oil—the 
cheapest liquid fuel available—cost 26 cents for the same amount of heat 
energy; and coal at the mines cost 19 cents per million B. t. u.’s. Therefore, 
from the standpoint of fuel energy, gas is more than twice as cheap as coal and 
several times as cheap as fuel oils. 

Finally, and most important, the prices of gas at the time regulation over 
the producer was commenced in 1954, were the result of competition and compe- 
tition alone. Regulation had nothing to do with it; there was no regulation 
before 1954. For more than 25 years competition and the law of supply and 
demand had made gas the cheapest fuel on the market. If regulation is not 
subsituted for these competitive forces, we are justified in believing that gas 
prices will always remain fair and reasonable. 


EFFECT OF H. R. 6790 ON PRODUCERS 


If enacted into law, H. R. 6790 would solve, in part at least, the problems of the 
producer with reference to future exploration. Gas and oil are depletable assets. 
While a producer is exhausting the supply of these products in one property, he 
must be looking for other properties to exploit if he desires to stay in business. 
To do this, he must usually pledge his producing properties as security to obtain 
funds for further purchase, exploration, and development. The banks and in- 
vestment companies that furnish the money take into consideration the extent 
of the producer’s reserves and the income he will receive from the sale of his 
products in determining whether the loan will be made. But if his income is 
uncertain, subject to be reduced at any time in the future by action of the Federal 
Power Commission, his chances of obtaining satisfactory financing are dim indeed. 

The sale of gas is made under long-term contracts, that is, for periods of 20 
years or more. This method of sale was not originated by the producer. He 
would like to sell his gas as he does his oil, on the open market, in order that he 
would be assured at all times of receiving the market value of his gas. He has 
no way of knowing what the going price will be in the years tocome. His crystal 
ball refuses to work when he seeks knowledge of future conditions that would 
affect the price of gas. He can be fairly well assured, however, in view of the 
steady increase in value of commodities during the last two decades, that prices 
will continue to increase. (The Bureau of Labor Statistics reports that during 
the 10 years from 1945 to 1955 the aggregate percentage increase in the cost of 
all items was 49.7 percent.) 

The long-term contract is a requirement of those who purchase from the pro- 
ducer—the transmission companies. They must be assured of a long-term supply 
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of gas before they can construct their long transmission lines. Also, the Federal 
Power Commission requires a long line to show contracts which will provide an 
adequate supply of gas for 20 years or more before it will issue a certificate of 
public convenience and necessity for the building of the line. 

In order to protect himself against price increases and inflationary develop- 
ments, the producer must have a contract which will enable him to receive such 
prices for his gas as will fairly represent its increasing value during the term 
of the contract. 

This situation accounts for the step-up clauses and the escalation clauses re- 
ferred to in H. R. 6790. The escalation clauses, referred to therein as “indefinite 
pricing clauses,” were designed to afford the producer the right to receive the 
market price for his gas during the term of the contract. In the early days, at 
least, it was also favored by the pipeline companies, which sought to keep the 
price of gas low during the early part of a contract term in order that they might 
be able to discharge the heavy burdens of financing their long lines. 

These indefinite pricing clauses have long been the focus of disagreement 
between producers and distributors. Four types of indefinite pricing clauses are 
now outlawed by the proposed bill. Whatever relief a producer receives as to 
increasing prices in the future must come as a result of step-up clauses—those 
which provide for stated increases as definite times—tax-reimbursement clauses, 
and indefinite pricing clauses not outlawed by the bill. The producer realizes 
that such clauses may not be sufficient to protect him fully as to gas delivered 
in the future. Such protection can only be accomplished by indefinite pricing 
clauses which would reflect all the vagaries of a future market. However, 
notwithstanding the elimination of the four specified indefinite pricing clauses 
from future contracts the proposed bill is an improvement of the producer’s 
position as it exists under the present law. 

With the removal from regulation in existing producer contracts and in ap- 
proved new producer contracts, of step-up and tax reimbursement clauses, the 
producer can determine, at least, with some degree of certainty, how much revenue 
his contract will yield in the future. This will aid him immeasurably in de- 
ciding how far he should go in pursuing new ventures and how much he may 
expect to receive in financing these new operations. With these changes some 
substantial stability will be restored to his contract. 

Also, this bill will aid the producer in deciding whether to continue to operate 
marginal wells. There are many producing wells in this country where the 
production is so small that a slight change in price would make it unprofitable 
to operate them. With such regulation removed, the operator, knowing what he 
may expect in the way of revenue from such wells, should be able to continue 
production from them for a longer period of time than would be the case if his 
price was subject to change at any time by a regulatory body. 


EFFECT OF FAILURE TO ENACT H. R. 6790 


If Congress fails to enact H. R. 6790, some of the results which may be ex- 
pected are as follows: 

(1) Each producer will have to maintain, at great expense, departments in 
his organization for handling matters before the Commission. Such departments 
will include lawyers, accountants, engineers, statisticians, and others required 
to accumulate data and present them to the Commission in support of price 
changes. The services of key executives will be diverted from other channels 
to the task of supporting prices. Many producers will be forced to maintain 
staffs in Washington for this purpose. The expense of doing business will be 
materially increased. 

(2) With the uncertainties as to prices they will be permitted to receive for 
gas sold in interstate commerce and the increased difficulties of financing wild- 
cat operations, it may be expected that the incentive to discover new gas fields 
will not be as urgent as formerly. Of course, there will still be gas produced 
along with oil, but undoubtedly there will be a slowing up of the search for and 
production in areas where the product is principally gas. In this connection 
statistics show that SS percent (7 out of 8) of wildcat ventures in the oil and 
gas business are failures. This percentage represents the ratio with reference 
to both oil and gas. The odds are much greater in finding a gas field. In an 
article by Robert E. Hardwicke entitled, “Law and Contemporary Problems” 
(Duke University Law School, summer 1954, vol. 19, p. 346) he quotes the 
American Association of Petroleum Geologists to the effect that the chances of 
finding a gas field are only 1 in 40. 
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(3) The producer will continue to be faced with the old public-utility con- 
cept, or cost of service basis, in regulating the price of gas sold in interstate 
commerce. As pointed out hereinbefore such a method of price fixing is simply 
not applicable to a highly competitive business having the risks and hazards 
present in gas producing. Furthermore, any attempt to use a cost basis would 
prove unsatisfactory for the simple reason that no two producers in a field 
would have the same costs. There are often wide differences in the bonuses 
paid for leases. Royalty payments may not be the same. The cost of geophysical 
and geological work may differ greatly among the producers. No two producers 
will likely drill the same number of dry holes. The potential production in 
different parts of the field will vary with the changing thicknesses of producing 
formations. Often the producers who expend the largest sums in development 
may wind up with reserves of much less productivity than those who do not 
spend as much. The net result will be that each producer would have a differ- 
ent cost basis if cost could be ascertained. Over and above it all, however, 
is the fact that owing to the nature of the gas business and its association with 
the production of oil, it is simply impossible under any conditions to determine 
with accuracy just what it has cost to produce a cubic foot of gas. 

(4) Finally, in view of the uncertainties and expense presently attending a 
sale of gas in interstate commerce, it would seem likely that a gas producer 
will prefer an intrastate market over an interstate market, if he receives no 
relief through legislation. This is borne out by what has occurred since the 
Phillips decision, when a large number of new gas reserves have been sold 
in intrastate rather than interstate markets. That is not to say that a pro- 
ducer would willingly discriminate against purchasers in interstate commerce. 
It is just a matter of self-preservation. It means only that he is attempting 
to serve the best interests of his company, and that is his duty. About 50 percent 
of the gas now produced is sold within the borders of the producing States, 
and such markets are increasing. There is no regulation of such a sale, just 
a contract reached after arm’s-length bargaining; a contract which will be 
observed in its entirety throughout its whole term; a contract not subject to 
investigations of price and hearings before a commission with all the expense 
that goes with such proceedings, and the ultimate possibility of reduction in 
the prices set forth therein, but a contract which will enable the producer to 
plan his future activities with some certainty as to the amount of income he 
will receive, and as to the extent of the financing he can arrange for that 
purpose. 


Mr. LeBorur. Mr. Chairman, I have a trial in Buffalo on the 20th, 
2ist, 22d, Monday, Tuesday, and Wednesday of that week which 
involves many people, and I could not put it off. 

Any other time I will be here. Thursday or Friday of that week 
I can be here. 

The CHatrman. Mr. LeBoeuf, having had some experience as a 
practicing lawyer myself, generally these 2-and 3-day trials are 
just about as uncertain when they are going to end as this com- 
mittee’s sessions. 

Mr. LeBorvr. If this one ends in a good many months I will be 
very happy. It is an electric-rate case involving all of New York 
State or substantially all of it and they have finally set that date so 
it will be impossible for me to be here. 

The CHatrman. Mr. LeBoeuf, you could not without great in- 
convenience be here until the 23d ¢ 

Mr. LeBorvur. I can be here the 23d or 24th, preferably the 24th. 

The Cuarrman. And Mr. Heyke? Your commitment is Monday 
and Tuesday, I believe. 

Mr. Russeti. Mr. Heyke said that that was right, Mr. Chairman, 
he would be available on either Wednesday, Thursday, or Friday at 
your convenience. 

The CuarrmMan. I will note here the 22d. That would be the 
first day he could be available that the committee could get back 
and work out the schedule for that week. 
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Mr. Rowan, you will, I believe, be tied up the 20th and 21st. 

Mr. Rowan. The 20th and the 21st; yes, sir. 

The Cuatrman. I am going to mark down here the 23d. 

Mr. Rowan. The 23d would suit me best, sir. 

The Cuarrman. I hope you understand we will do our best. 

Mr. Dougherty, what is your situation / 

Mr. Doveuerrty. I will be engaged on Tuesday, Wednesday, and 
Thursday of that week; that is, the 21st, 22d and 23d. I can be here 
Monday, the 20th. I can be here on Friday, the 24th, or any date the 
following week starting the 27th. 

The CuatrmMan. From experience that we have already had here, 

I doubt if we could accommodate both you and Mr. LeBoeuf in 1 
day. 

Mr. LeBorur. I would be pleased to have you. 

The CuHarrMan. But we will undertake to work it out. 

Mr. Lyons? 

Mr. Lyons. I am the only witness that does not have a job. I can 
be here any day. 

The Cuarrman. Mr. Curry, what is your situation / 

Mr. Curry. Our Rocky Mountain Oil and Gas Association is hav- 
ing its annual meeting in Denver, the 27th and the 28th. 

The CuarrmMan. You could be back without too great an incon- 
venience if it could be worked out during the week of ‘the 20th? 

Mr. Lyons. Yes, sir. 

The Cuarrman. Would anyone else like to indicate that they will 
file a statement / 

Well again may I say to those of you who have been here al] week 
waiting to present your views on this, we regret the inconvenience 
that. you have been put to, and recognizing of course you want to 
help make the record complete we will try to work it out as best we can. 

The committee will adjourn until Tuesday at 10 o'clock. 

(Whereupon, at 5:30 p. m., the committee was adjourned, to re- 
convene at 10 a. m., Tuesday, May 14, 1957.) 





NATURAL GAS ACT 
(Regulation of Producers’ Prices) 


TUESDAY, MAY 14, 1957 


House Or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
Old House Office Building, Hon. Oren Harris (chairman) presiding. 

The Cuarrman. The committee will come to order. 

Today the committee meets for further hearings on H. R. 6790 and 
H. R. 6791 and related bills proposing to amend the Natural Gas Act. 

As is well known, the proponents of the legislation did not conclude 
their witnesses, there were several more yet to come. 

In order to be as fair as I think I can possibly be, in my own judg- 
ment, we will give some time to the proponents and then some time to 
the opponents, and there should be a definite time set forth so that they 
know how to arrange their schedules accordingly. For that reason, on 
April 16 when I announced the schedule of hearings on this pro 
legislation, I announced that the first week beginning May 7 would be 
set aside for the proponents and the second week beginning on the 
14th of May, which is today, would be given over to the opponents 
of the bills. 

I am sure no one could gather any implications or erroneous im- 
pression from the statement that I made at that time. 

We have a number of witnesses before us today who are very anx- 
ious to be heard and express their views on this proposed legislation. 
As chairman of the committee—and I am sure other members of the 
committee have the same feeling—we want to accommodate them, in- 
sofar as possible. We will, therefore, try to expedite these proceedings 
and hearings as much as possible. 

It was decided by me as chairman of the committee that since we 
have so many witnesses that want to be heard that the only practical 
solution would be to start with State officials and municipal officials. 

We had a request from the Honorable Raymond Gary, Governor of 
Oklahoma, to appear in opposition to a particular section of the legis- 
lation. Governor Gary was scheduled as the first witness. We had a 
wire from the Governor on Saturday advising that due to pressing 
matters he would not be able to be here today. 

I then wired the attorney general of Wisconsin, the Honorable 
Stewart G. Honeck, Madison, Wis., advising him that he would be the 
first witness this morning. 

With that welcome, Mr. Honeck, we will be glad to have your testi- 
mony at this time. 
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Mr. Youncrer. May I ask whether the committee might sit during 
the general debate this week ? 

The Cuarrman. The request was made yesterday for authoriza- 
tion to sit during the sessions of the House this week, in accord with 
the general rules of the House, and it was granted. 

I do want to say, though, that we want to be as fair as we can to 
every member of the committee, and certainly, we will continue so 
long as conditions will permit. 

Mr. Honeck, we will be glad to hear from you now. We are glad 
to have you here this morning. 


STATEMENT OF STEWART G. HONECK, ATTORNEY GENERAL OF 
WISCONSIN 


Mr. Honeck. Mr. Chairman, my name is Stewart G. Honeck, and 
L am attorney general of the State of Wisconsin. I appear with two 
representatives of the Wisconsin Public Service Commission, Nicho- 
las J. Lesselyoung, commissioner, and Henry J. O'Leary, chief of 
the department of rates and research. 

We appear here at the request of our Governor, Vernon W. Thom- 
son, to indicate to this committee the opposition of the State of Wis- 
consin to H. R. 6790. 

Governor Thomson transmitted to the committee in advance of 
our appearance a written statement of reasons for the opposition of 
our State to this bill and we would lke to have that statement con- 
sidered by this committee in its deliberations and to have it made a 
part of the record of this hearing. 

The author of the statement was Mr. O’Leary. He is here to testify 
and is prepared to answer any questions concerning its content. 

The Cuatrman. May I ask at this time; the statement. that you 
wish to be included in the record with your presentation here today 
was which one? 

Mr. Honeck. It was sent to the committee last week, 5 days in 
advance, and I believe the additional copies, 40 in number, were 
delivered this morning. 

The Cuatrrman. That was the statement ? 

Mr. Honecx. That is the statement entitled “Statement of Rea- 
sons for the Opposition of the State of Wisconsin to H. R. 6790” and 
it is submitted in the name of the Governor, the public service com- 
mission, and myself. 

The CuatrmMan. Let that statement be included in the record 
this point. 

(The statement is as follows:) 


STATEMENT OF REASONS FOR THE OPPOSITION OF THE STATE OF WISCONSIN TO 
H. R. 6790 


(Submitted by Vernon W. Thomson, Governor of Wisconsin; Stewart G. Honeck, 
attorney general of Wisconsin; Public Service Commission of Wisconsin: 
George P. Steinmetz, Nicholas J. Lesselyoung, Arthur L. Padrutt, commission- 
ers; W. E. Torkelson, chief counsel; H. J. O’Leary, chief, department of rates 
and research ) 


The State of Wisconsin appears in its sovereign capacity, by the undersigned 
in opposition to H. R. 6790 on the ground that the proposed bill signally fails 
to provide for the protection of the consumers of natural gas. 
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This bill would emasculate the Natural Gas Act of 1938 as interpreted by the 
Supreme Court in the Interstate case in 1947* and in the Phillips case in 1954° 
by removing in fact from any effective regulation the types of sales involved in 
these cases. 

Both President Bisenhower, in his budget message, and the author of this 
bill, in his press release of April 10, 1957, upon introduction of the bill, concede 
such protection to be “essential.” In his budget message President Bisenhower 
said: “It is essential that consumers of natural gas be protected.” In his state- 
ment made on introduction of H. R. 6790, its author, Hon. Oren Harris said: 
“Since this concept [regulation of sales of natural gas] seem to be the national 
policy, it is essential and imperative that a practicable and workable plan for 
regulation be provided.” It would seem unnecessary, in the light of these con- 
cessions, to prove the necessity of regulation to protect the consumer interest. 

We also feel that enactment of this bill into law would permit a most serious 


gap in the regulation of natural gas with several financial consequences to mil- 
lions of natural gas consumers. 
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THERE HAS BEEN NO FAIR ATTEMPT TO REGULATE INDEPENDENT PRODUCERS UNDER 
THE PRESENT NATURAL GAS ACT 


We are sure that this committee knows that Wisconsin actively participated 
in the Phillips case decided by the United States Supreme Court June 7, 1954. 
H. R. 6790 seeks to change the pattern of regulation established by that decision. 
The State of Wisconsin believes that the basic philosophy of regulation con- 
tained in the present Natural Gas Act is sound. As a matter of fact regulation 
by the Federal Power Commission of the rates of independent producers of 
natural gas for sale in interstate commerce following the Phillips case is still 
in the formative stage. Natural gas producers, some interstate pipelines, some 
distributing companies and even the Federal Power Commission are seeking 
to change the method of regulating independent producers before giving it a 
fair trial or before opportunity to observe the ultimate effects. We 
this should not be done. 

The State of Wisconsin is well aware of the many difficult problems created 
by the initial attempts to regulate the prices of independent natural gas pro- 
ducers. However it is not a part of our heritage to abandon something just 
because it is difficult. Many similar problems faced the Federal Power Com- 
mission in 1938, after passage of the present Natural Gas Act. Despite many 
dire predictions, a workable scheme of regulation of natural gas transmission 
companies was evolved over a period of years. Today such regulation is taken 
for granted and both the public and the pipeline transmission companies have 
benefited. The empirical trial and error methods then employed by the Federal 
Power Commission represent the typical and traditional evolution of the ad- 


ministrative processes to provide workable solutions to new problems as they 
arise. 
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THE NEED FOR REGULATION IS CONCEDED. THE QUESTION IS THE TYPE OF REGULATION 
TO BE ADOPTED 


The foregoing references make clear that we do not face the problem of 
whether the prices of producers of natural gas should or should not be regu- 
lated. Senators who sponsored the Harris-Fulbright bill, H. R. 4560, and 
S. 1853 in 1955 as well as the Federal Power Commission have stated repeatedly 
that regulation of natural gas producers was necessary. The author of the 
present bill also agrees. We are here concerned with what kind of regulation 
should be applied to independent producers of natural gas. As indicated above, 
we are satisfied with the present Natural Gas Act. 

We submit, as above indicated, that the proposed bill fails to protect the 
interest of the consumer. 
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THIS IS NOT A COMPROMISE BILL SO FAR AS CONSUMERS ARE CONCERNED 

The statement has been made that H. R. 6790 is a compromise bill. This is 
not, we submit, a correct characterization of the bill. Basically the contest 
is one between the producers and consumer interests, and while certain seg- 
ments of the industry formerly opposing the bill may have withdrawn their 


 Interatate Natural Gas Company v. Federal Power Company, 331 U. S. 682. 
2 Phillips Petroleum Company y. Wisconsin, 347 U. S. 672. 
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opposition, there has been no compromise by any consumer interest. Indeed, 
from the viewpoint of the consumer the present bill is in certain respects, par- 
ticularly in regard to the specific directive that in determining “reasonable mar- 
ket value” the Federal Power Commission ignore cost or cost data, more detri- 
mental to the consumer interest than any prior bill. 

The bill also contains a windfall provision for the producer which provides 
that all cases now before the Commission are to be decided, retroactively, on 
the “new reasonable market price” standard, which, of course, will mean millions 
of dollars for companies with pending cases before the Federal Power Com- 
mission. 


THE TYPE OF REGULATION PROPOSED BY H. R. 6790 IS NOT SUFFICIENT TO PROTECT THE 
CONSU MER INTEREST 


Although H. R. 6790 purports to set up a very elaborate scheme of regulation, 
a close and critical analysis of the bill will, we submit, demonstrate that the plan 
of regulation proposed is one in form only, with little, if any, substance. The 
type of regulation falls far short of being adequate for protection of the public 
interest. 

Aside from a number of procedural matters about which we propose to comment 
later, the hub of the regulatory plan is contained in provisions relating to the 
“determination of reasonable market price of natural gas” as set forth in proposed 
section 13C. The very term reasonable market price has no established legal 
or economic meaning in the regulatory field. It is meaningful only in the concept 
of unregulated free enterprise where competition is the balance wheel upon 
which we rely to obtain fair prices. 


THERE IS NO FREE OR NORMAL COMPETITIVE MARKET FOR NATURAL GAS IN THE FIELD 


Under normal competitive conditions a reasonable market price is established 
by a meeting of the minds of many willing buyers and many willing sellers, none 
of whom are under any form of compulsion. It presupposes a fluid demand 
and supply relationship by which supplies increase as demand increases and 
demand decreases as supplies increase. In a free market demand and supply 
always tend to reach equilibrium. Price increases and decreases take place 
during the time lags which occur when demand and supply are not in equilibrium. 
The only place where the terms “reasonable market price” has real meaning is in 
a free market. 

For a number of reasons we believe that it is abundantly clear that the pur- 
chase and sale of natural gas in the field is not a free market. 

From the nature of the natural gas business it is impossible to have any bal- 
ance between supply and demand. For the past several years, despite record 
numbers of wells drilled, the producers have not come anywhere near meeting 
the demand for natural gas. Yet, only a few years ago, the situation was exactly 
opposite. In the 1980’s and early 1940’s the searcher for oil who struck gas 
thought himself unlucky. There was then more gas than the market could absorb. 
Huge quantities of casinghead gas were flared. The fact is that with the un- 
predictable results of the search for petroleum products, until discovered the 
producer has little or no control over supply. The supply side of the demand- 
supply equation is rigid rather than elastic. 

However, even if the natural gas producers were able to discover gas at will, 
there still would not be a free market for natural gas. The natural gas business 
in the United States is truly an integrated operation.- Each of the three principal 
participants is wholly dependent upon the others. 

In any given market area the distributor, the transporter and the producer are 
closely welded together in the performance of what is essentially a single enter- 
prise. Namely, the extraction of natural gas from the earth for delivery to the 
burner tip of the consumers. This inherent relationship between the producer, 
transmission line, distributor and consumer, is such as to promote a natural 
monopoly rather than a competitive or free market. 

Unlike the purchaser of coal or oil the consumer who has converted his ap- 
pliances to natural gas service is not free to shop around for the best fuel bargain. 
So long as he purchases gas he must obtain it from the single gas distributor which 
has been granted a monopoly under local or State regulation. The consumer is 
legally free to use other fuels if he is disatisfied with the price of gas, but in an 
economic sense his freedom of choice is limited because of the large loss of in- 
vestment involved. 
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The distributor’s freedom of choice is likewise severely restricted. At best, 
he may have an opportunity to buy gas from 1 or 2 pipelines, although in most 
cases he receives service under long term take or pay contracts from a single 
pipeline. The economics of long distance transmission of natural gas is such 
that even when more than one transmission line serves an area, the services 
furnished by each are usually complementary rather than competitive. In 
most instances the distributor’s only available relief from excessive prices is 
the manufacture of all or part of his gas requirements. From an economic 
point of view this alternative form of relief is usually so expensive as to be 
practically prohibitive. 

The harsh realities which face the distributor with increasing city gate rates 
spell out excessive rates to captive consumers and the probability of being 
priced out of the market with consumers who are in a position to use alterna- 
tive fuels. The ultimate effect is a reduction in earnings to the point where 
the distributor cannot earn the reasonable return permitted under regulation 
thereby placing his financial structure in jeopardy. 

Proceeding toward the source of supply, the transporter is caught in a net 
which is closed at both ends by contractual commitments with distributors and 
suppliers. At the distribution end the transporter usually has long term com- 
mitments to meet the fixed or growing requirements of its distributor cus- 
tomers. Only the price is flexible, but that price is fixed by the Federal Power 
Commission on a basis which gives controlling weight to actual cost of service. 
Sasically, the transporter’s cost of service is made up of two principal ele- 
ments—cost of gas and cost of transportation. A large part of the cost of trans- 
portation is determined by the investment placed in the ground between several 
fixed sources of supply and a relatively fixed area of distribution. The trans- 
porter is not free to withdraw from his established distribution customers 
even though he might be able to offset increased field prices by serving markets 
closer to the source of supply. Both legal and economic factors bind the trans- 
porter to his existing distribution market. 

At the supply end, the transporter is bound by long term take or pay com- 
mitments to a group of suppliers. Here again, his large investment in the 
ground makes it impracticable to shop around for more favorably priced gas, 
even if it were legally possible to do so. The transporter’s connection to the 
various supply sources is the last link in the chain which welds the consumer, 
the distributor, the transporter and the producer into a single enterprise which 
exhibits all of the attributes of a natural monopoly. Such natural monopolies 
traditionally have been subject to regulation in this country for many years. 

Further, looking only at the supply end, there are a number of factors inher- 
ent in the relationship between the transporter and the producer which tend 
to deter or eliminate competition and to promote monopoly. The mere fact 
that there are 5,000 or 8,000 independent producers is of no significance when 
consideration is given to these basic economic factors. 

Three of these basic factors are concerned with space, volume, and time. 
Most of the major producing areas are widely separated. The distances be- 
tween existing pipeline supply points and prospective new sources of supply are 
usually great. Because of these distance factors, the radius of effective com- 
petition for the supply of any particular pipeline is severely restricted. Even 
if not bound by contractual commitments, a pipeline extending northeast from 
the Hugoton or Panhandle fields could not afford to take advantage of lower 
priced gas if offered in southern Louisiana, the Texas Gulf Area, or the San 
Juan Basin. A $150 million interstate pipeline cannot be moved around like 
a garden hose. 

Most of the major flush producing areas are already committed by contracts 
For new pipelines or for large volumes of additional gas for existing lines, the 
number of areas which can provide sufficient quantities of gas are scattered and 
limited in number. There are but few areas which could readily make available 
the minimum daily volume of 300 million cubie feet required for a new long- 
distance interstate pipeline. A pipeline desiring such an amount usually must 
accumulate it from several areas and several producers. The necessity for 
accumulating its total requirements from separated sources weakens the bar- 
gaining position of the pipeline because these separated producers do not have 
to compete with each other. 

Even though competition may have existed at the time a pipeline was first 
developed, after its initial commitment, the element of competition is no longer 
effective. Usually the pipeline is bound to a particular area by long-term Ccon- 
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tractual commitments and large capital investments which preclude it from 
shopping around or going elsewhere if it is dissatisfied with the price of gas. 
Insofar as committed supplies are concerned the element of competition ceases 
to be a factor in determining reasonable market prices. Obviously, the pur- 
chaser cannot pick up his pipeline and seek a more favorable market. Likewise 
it is not free to terminate service. The time for free competitive bargaining 
has passed. Unless the price is regulated the only choice is to pay whatever 
the suppliers are able to exact under bargaining conditions which weigh heavily 
in favor of the suppliers. 

These economic factors relating to space, volume and time operate to establish 
a natural monopoly in the supply of natural gas to interstate pipelines. Neither 
the number of producers nor the volume of gas available has any material bear- 
ing upon the effectiveness of this monopoly which is brought directly to bear 
upon the consumer because of his complete dependence upon the distributor 
and the pipeline which serve him. 

Monopoly in the supply of natural gas is further promoted by the application 
of certain practices which have been adopted in the major producing areas. 
Some of these practices have been established by Government fiat and others 
by custom. Thus most of the producing States have adopted conservation 
measures to protect correlative rights and to require ratable takings. Although 
these requirements are in the interest of sound conservation, they do limit the 
urgency of the supplier to produce and sell his gas, thereby removing an im- 
portant competitive consideration. 

Several of the producing States have attempted to establish minimum well 
head prices for gas, including gas produced for delivery in interstate commerce. 
ven though the minimum prices are applied only to intrastate gas, they tend 
to eliminate all competition in the area. The minimum prices which have 
been established tend to gravitate toward the highest price in the area. If 
applicable to all of the gas produced in the area, such minimum prices for 
all practical purposes, eliminate competition among sellers since the State 
established minimum price is the lowest legal price which may be paid by any 
purchaser. Even if their scope is limited to intrastate sales, such pricing policies 
greatly reduce the area of competition. 

For the most part the pipeline companies have had relatively little financial 
stake in the outcome of bargaining with the producers so long as the increased 
prices could be passed on to the distributors. Certainly the incentives of the 
two parties to the bargain are not equal. In fact since April 1954, some pipe- 
lines with production of their own had a greater interest in high supplier costs 
than low ones because of the fair field price formula adopted by the Federal 
Power Commission in the Panhandle Eastern Pipeline Case. The only party 
with a bargaining interest equal to the producer is the consumer and neither 
he nor the distributor is a party to the bargaining. Lack of bargaining in- 
centives for the pipelines impairs competition. 

The mere fact that there may be 5,000 to 8,000 producers of natural gas in 
and of itself does not assure “‘vigorous competition.”” One measure of the com- 
petitive potential provided by this large number of producers is the extent of 
natural-gas reserves controlled by the respective producers. It appears from 
examination of published data that over one-half of all of the natural-gas 
reserves not controlled by natural-gas companies are controlled by six major oil 
companies. Conversely, it likewise appears that the total of the reserves con- 
trolled by about 98 percent of the producers is very small. In a dissenting opin- 
ion in docket R-138 Federal Power Commissioner Digby stated: 

“From the records on file with this Commission it appears that about 80 per- 
cent of all the gas being sold interstate is sold by approximately 61 companies 
and the remaining 20 percent is sold by over 2,000 small producers in 20 States.” 

Even as far back as 1947 the late R. H. Hargrove, then vice president of 
United Gas Pipeline Co., told the Federal Power Commission in docket G—580 
that— 

“* * * the sellers are a strong group. There are a great many independents, 
small companies, which could not be regarded as strong. But the seller’s mar- 
ket is now pretty well predominated by the larger oil companies.” 

That statement was made at a time when natural gas was almost a drug on 
the market. It is far more true today. 


* Order set aside and remanded in City of Detroit vy. F. P. OC. (App. D. C.), 230 F. 2d 
810, certiorari denied, 1 L. ed. 2d 48. 
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We submit that the facts support the proposition that there is no free market 
for natural gas at the production end. Two years ago Gen. Ernest O. Thompson, 
of the Texas Railroad Commission, told this committee that the real competi- 
tion is “between the various purchasers trying to get gas from the various 
sellers” (hearings on H. R. 4560, 84th Cong., Ist sess., vol. 1, p. 109). 


“REASONABLE MARKET PRICE” IS NOT A VALID STANDARD 


In the light of these facts what then does the term “reasonable market price” 
as used in H. R. 6790 mean? If it is assumed in theory that this standard 
might produce a fair result if the forces of supply and demand were in balance 
or reasonable balance, the hard facts are that in actual practice we have no 
such balance. Such a balance would, as a practical matter, occur only in a hypo- 
thetical situation, and further there is no way when it could be determined 
that such situation exists. 

Section 13 C also enumerates a number of other factors to be considered by 
the Federal Power Commission. One is whether the price as determined will 
assure consumers a continuing adequate supply. No price will or can provide 
such an assurance. To be sure, higher prices will probably insure (1) the 
drilling of more wells with an unknown and unpredictable addition to gas re- 
serves, (2) addition of marginal wells to the total supply, and (3) the repricing 
at a higher level of proved and producing reserves at the expense of the 
consumer. 

A further factor to be considered is whether the contract price was arrived 
at competitively and in arm’s length bargaining. We submit that in the face of 
the facts as to competitive conditions and the lack of a free market, such a 
standard is absolutely meaningless. The application of this standard is limited 
to insuring absence of collusion. 

In subsection (3) of section 13 C of the Federal Power Commission is directed 
to give consideration to current levels of field prices in the same and other 
fields under generally comparable conditions. What does this provision mean? 
For one thing, we can assume the price paid by a hard-pressed transmission 
company forced to “blast its way into the market” for badly needed supplies 
for its system can be used as a basis for repricing an existing supply of gas 
obtained earlier under more favorable conditions. The testimony of one of 
the principal witnesses in the Phillips case (G—1148) et al., now pending before 
the Federal Power Commission, might also shed some light upon the meaning 
of current prices. The representative of Phillips, in charge of purchasing gas 
from others and negotiating sales contracts, recently testified that in his opinion 
the current market value of sweet, dehydrated, gathered, 1,000-pound pressure 
gas in the southwestern producing area was at least 21 cents per thousand cubic 
feet, which is higher than Phillips is paying to any producer and also consider- 
ably higher than Phillips is obtaining from any purchasers. In fact, the 21-cent 
price compares with an average price of 9.838 cents which Phillips received for 
all of the gas it sold in 1954, subject to Federal Power Commission jurisdiction, 
based on prices in effect in November 1956. Again, based on prices charged by 
Phillips in November 1956, the 21 cent current market price, if applied to 1954 
sales, would increase Phillips’ revenues from such sales from $44,885,621 to 
$81,074,544, an increase of $36,188,923, or about 80 percent. Thus we have some 
measure of the possible impact of the use of current levels of field prices as a 
basis for repricing existing gas sales. 

Subsection (4) describes in some detail what the “reasonable market price” 
does not include. It is to be regretted that equal detail was not employed in 
describing what is included in the standard “reasonable market price.” As a 
substitute for such detail we find that in the last analysis “reasonable market 
price” is what the Federal Power Commission says it is. In practice it amounts 
to a direction to pick a figure out of the air. The Federal Power Commission 
is placed in the dilemma of either practically rubber-stamping any price nego- 
tiated between a pipeline and a producer, which can be supported by a similar 
price elsewhere, or else denying to a pipeline a vitally needed additional source 
of supply. There are no circumstances which justify the imposition of that sort 
of pressure upon the Federal Power Commission. The Commission should be 
guided by positive standards under which it could determine whether the pro- 
posed rate was just and reasonable as provided in the present act. 

However, the most significant feature of section 13 C is subsection (1), which 
directs the Commission not to consider costs or use the public-utility-rate base 
cost-of-service concept or formula. Even if cost were not to be used as the 
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exclusive test of reasonableness, what are the consequences of denying to the 
Federal Power Commission the right to use cost as a test of reasonableness? 
In the first place, consumers of natural gas are denied any quantitative stand- 
ard for determining the reasonableness of or necessity for producer-rate in- 
creases. Of equal importance, especially when considering the future, pro- 
ducers are denied the right to show financial need in support of their applica- 
tions for rate increases. The elimination of any reference to cost standards 
must, we submit, necessarily establish the framework which will lead to arbi- 
trary conclusions by the agency designated to administer the proposed statute. 

A producer may negotiate an initial contract for the sale of gas upon the basis 
of the best information then available as to the recoverable quantity and 
deliverability of his reserves. Based on these facts the contract price may 
be profitable for the first few years of service. However, at best, the price 
is based on estimates of ultimate recovery and annual deliverability. The 
producer ultimately may be faced with the necessity for large additional capital 
investments and increased annual operating expenses such as for field com- 
pression and additional wells. However, under subsection (1) he is barred 
from showing financial need to support an increase in prices. 

If demand continues to outrun supply in the future, as it has in the past few 
years, it will be necessary to add marginal producers to the supply picture, 
provided that the market is able to absorb the high costs associated with such 
marginal production. Such producers can be adequately compensated only if 
consideration is given to their costs. The standards specified for nonmarginal 
producers would work to hold marginal gas off of the market. 

Apparently there seems to be a mortal fear that injection of costs standards 
will serve to greatly reduce existing producer prices and prevent price increases 
in the future. All of the evidence is to the contrary. Producers, without ex- 
ception are incurring increased costs in finding and producing additional natu- 
ral gas. Under the existing demand-supply relationship there is no basis 
whatsoever for predicting decreasing costs. Even if cost is used as the sole 
test of reasonableness, consumers of natural gas can look forward only to a 
constantly increasing level of costs. It may well be that costs will continue to 
increase to the point where natural gas is priced out of the market. However, 
under a cost approach, the transition from present prices to future prices will 
be gradual and orderly. We submit that the interests of millions of natural- 
gas users will best be served by continued application of the sound and well- 
tested standard of “just and reasonable” rates as now provided in the Natural 
Gas Act. 


COMMENTS REGARDING SPECIFIC PROVISIONS OF THE PROPOSED BILL OTHER THAN 
SECTION 13C 


We next submit comments on specific sections other than section 13C of H. R. 
6790. We are, of course, generally opposed to the various sections which pro- 
vids for exemption from regulation of the transportation and sale of natural 
gas in or within the vicinity of the field or fields where produced as such a pro- 
vision will in practice be another avenue for the elimination of any effective 
regulation. 

Section 2 (b) 

The last clause of this section provides, “ * * * and no State or local au- 
thority shall regulate the sale price of natural gas either at or before the com- 
mencement of the transportation of such natural gas in interstate commerce.” 
This clause, when considered in conjunction with the definition of “transporta- 
tion of natural gas in interstate commerce’ in the bill and the previous exemp- 
tions, appears to bar both Federal and State authority from regulating a gather- 
ing company engaged in gathering and processing gas from one or more pro- 
ducers and then selling such gas at the outlet of its processing plant for sale and 
transmission in interstate commerce. If this interpretation is correct there is 
a very obvious and serious gap in the regulatory scheme. For example, pro- 
ducers could avoid even the limited regulation provided in H. R. 6790 by 
organizing a gathering and processing company. 

Section 13A (a) 

This section declares that it shall be unlawful to include in a new producer 
contract or as an amendment to an existing producer contract four specified 
types of indefinite pricing clauses. The four types declared unlawful certainly 
embrace those which have created many difficulties in the past. However, we 
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feel very strongly that all indefinite pricing clauses should be declared unlaw- 
ful and that the type of clause deemed invalid should not rest upon an enumer- 
ation. It is the indefiniteness of the pricing provisions that has created price 
instability. There is no basis for assuming that the ingenuity which produced 
the four excluded clauses cannot bring forward other equally effective indefinite 
pricing clauses, when new devices could fall outside the four types enumerated. 
Section 138A (€) 

Under this section, natural-gas companies (not producers) are required to 
mail summaries of the principal pricing provisions of new producer contracts to 
each person and municipality which is an ultimate purchaser for resale if they 
have filed with the Federal Power Commission a written request for such 
summaries and therefore are shown on the official list. We believe that States, 
regulatory commissions, and municipalities which are not ultimate purchasers 
are equally entitled to notice. 


Section 138A (d) 


We believe that the limitations of the grounds specified in provisions (i), (ii), 
and (iii) upon which protestants can file objections, or the Federal Power Com- 
mission initiate a proceeding on its own motion, are far too restrictive. Again 
protestants are denied the right contained in the present Natural Gas Act to 
have a determination as to whether the rates are just and reasonable. 

Section 13A (e) 

This section is apparently designed to place the burden of proof on the pipe- 
line to support the rates which the producer has been able to exact from him 
under bargaining conditions which usually are unfavorable to the pipeline. At 
best, such evidence presented by the pipeline would have to be secondhand and 
only result in the pipeline parroting the words the producer put in his mouth. 
It is logical to assume that the basic information necessary to support the pro- 
posed rate would be in the possession of the producer. Obviously, it would be 
very difficult for protestants to cross-examine pipeline witnesses who in the 
first place are not responsible for the basic data, or to require them to produce 
data for which they are not responsible and do not have in their possession and 
may not be able to obtain. The burden of supporting and justifying the rates 


should be placed squarely on the producers who will obtain the benefit from 
them. 


Section 13A (f) 

This section confronts protestants with the startling alternatives of either 
having the rates approved or having the supply of gas under the new producer 
contract shut off. The producer is placed in the enviable position of the tradi- 
tional small boy who owned the only bat and ball in the neighborhood. His 
friends either played ball according to his rules or he picked up his bat and 
pall and went home. Since the Federal Power Commission is limited under 
the section to the determination of reasonable market price, the producer should 
at the very least be bound by such determination since “reasonable market price” 
is all the producer is supposed to be entitled to receive under the proposed bill. 


Section 138A (g) 


The provisions of this section in effect provide for a “one shot” determination. 
Once approved by the Federal Power Commission, the definite pricing provisions 
are thereafter not subject to Federal Power Commission jurisdiction. Thus 
we have a rate which was approved as the reasonable market price as of a given 
date. Ordinarily the contract will contain definite pricing provisions escalating 
the rate over a period of years. Certainly no one believes that the Federal 
Power Commission can determine reasonable market prices as much as 20 
years in advance. The price fixed today may far exceed or fall far short of the 
reasonable price some years in the future. If the reasonable market price 
declines in the future, the customers are stuck. If the reasonable market price 
increases, we can expect renegotiation or a new producer contract. The only 
thing certain is that the customer will bear all increases but never have the 
benefit of any decreases which might be brought about by a decline in the 
reasonnble market price. 3y failing to provide for continuing or periodic review, 
natural-gas consumers are denied the protection, which the courts have re- 
peatedly stated, is the principal purpose of the Natural Gas Act. 





320 NATURAL GAS ACT 


Section 13B (a) (b) (ce) (d) (e) (f) (9g) 

Although section 13A outlaws certain specified types of indefinite pricing clauses 
in new producer contracts the same types of clauses are permitted to continue 
in effect in existing producer contracts provided that the Federal Power Com- 
mission finds that the increases obtainable thereunder do not exceed the reason- 
able market price. The specified indefinite pricing clauses as well as other 
indefinite pricing clauses are just as obnoxious in existing producer contracts as 
they are in new producer contracts. We can find no answer in logic or justice 
why they should be prohibited in the one case and permitted to operate in the 
other. The general purpose of such clauses is to keep producer prices abreast 
reasonable market prices. With the Federal Power Commission limited by 
H. R. 6790 to the determination of reasonable market prices, the Commission 
will be hard pressed to deny increases resulting from application of either 2 or 3 
party favored nation clauses or better market clauses. By their very terms 
these three types of clauses are designed to increase rates to levels being paid 
currently to other producers or to the same producer by other buyers. As to the 
spiral-type escalation clause we call attention to the finding of the Federal Power 
Commission in opinion 275 in dockets G—-1678 and G—-1996 decided July 28, 1954, 
that such clauses are “inconsistent with the standards of the Natural Gas Act 
and contrary to the public interest as a matter of law.” We can find no basis 
for permitting such clauses to operate even after Federal Power Commission 
determination in existing producer contracts. 

The provisions of subsection (c) of section 13B are similar to those of section 
183A (c). We refer to our comments on that section with respect to notification 
to States, regulatory agencies, and municipalities which are not purchasers of 
natural gas for resale. 

Subsection (d) of 13B is, we submit, particularly objectionable from a legal 
point of view. Apparently it is designed to shift the burden of proof from the 
one who stands to benefit from the application of the indefinite pricing clause to 
those who will be injured. Such a procedure is completely contrary to common 
ordinary justice. It throws an impossible burden on the consumers and repre- 
sentatices of consumer interests. To illustrate the inequity of this provision, 
the burden of demonstrating that an increase in price under an indefinite pricing 
clause exceeds the reasonable market price falls upon the only party who has 
nothing whatsoever to do with the factors which would determine reasonable 
market price. The consumer or his representative does not have access to the 
records and other data needed to establish “reasonable market price.” The 
data regarding this phase of the matter should be best known by those parties 
to the proceeding who are actually buying and purchasing natural gas in the 
field. The provision under comment illustrates, we submit, the illusory and 
ineffective protection actually furnished to consumers by the bill. 

Section 13F 

This section provides for the application of the reasonable-market-price stand- 
ard to pipeline-produced gas. Our previous comments with respect to the rea- 
sonable-market-price standard apply with equal force to this section. However, 
in the case of pipeline-produced gas or gas purchased from an affiliate, the ap- 
plication of the reasonable-market-price standard is particularly objectionable. 
The cost of developing, expanding, and retaining pipeline-owned gas has al- 
ready been paid for by consumers. A revaluation of these same reserves will 
place an unwarranted additional cost burden upon consumers. The principle is 
basically unfair to consumers. The attempt of the Federal Power Commission 
to apply this principle in the Panhandle Eastern Pipeline case was reversed by 
the United States Court of Appeals for the District of Columbia in City of De- 
troit v. Federal Power Comm., decided December 15, 1955 (230 F. 2d 810, cer- 
tioari denied October 8, 1956, 1 L. ed. 2d 48). If such a principle is now to 
be enacted into law, several major pipelines would receive millions of windfall 
profits at the expense of customers from gas reserves paid for by customers, the 
costs of which are definitely ascertainable. Further, the inclusion of the rea- 
sonable-market-price standard for pipeline-produced gas makes it advantageous 
to the pipelines to pay higher prices to independent producers. The reluctance 
of pielines to bargain sharply with independent producers is notorious, and cer- 
tainly should not receive the added encouragement which this provision would 
supply. 


Section 5 


As we understand it, this section, in effect, freezes rate increases which have 
taken place since the date of the Phillips decisions where certain section 4 (e) 
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or 5 (a) proceedings are not involved. We have no data upon which to base an 
accurate appraisal of this section, but it- would appear that many increases in 
rates which have taken place since June 7, 1954, would be validated. Further- 
more, it also appears that the reasonable-market-price standard would be ap- 
plied retroactively, thus subjecting customers to the additional price burdens of 
the reasonable-market-price standards even before it became a part of the Natural 
Gas Act. 

We note subsection (b) (1) of section 5 would validate prices paid by reason 
of an order of a regulatory agency of any State. We presume that this would 
give full force and effect to the minimum-price orders of the Oklahoma and 
Kansas regulatory commissions. This provision would nullify the holding of 
the United States Supreme Court in Natural Gas P. L. Co. v. Panoma Corp., 
(349 U.S. 44). See also State Corp. Comm. of Kansas ((C. A. 8), 206 F. 2d 690, 
certiorari denied, 346 U.S. 922). 

Under subsection (c), certain types of rate proceedings are permitted to be 
discontinued by the Federal Power Commission on its own motion. We do not 
agree that such a disposition is desirable or in the public interest. 

Section 6 

Here, again, the reasonable-market-price standard is to be applied to new pro- 
duver contracts entered into between February 1, 1957, and the effective date of 
this section. This is, of course, a retroactive application of the reasonable- 
market-price standard which, we submit, is not in the public interest. 


CONCLUSION 


We have no illusions but that the field prices of natural gas will increase dur- 
ing the course of the next several years. Barring the discovery of another Hugo- 
ton or Panhandle field, it has been obvious for some time that the discovery of 
reserves has not kept pace with the increasing demand for natural-gas service. 
Ever-increasing prices for coal and oil, together with increased freight rates, have 
tended to maintain a relatively constant level of competition between the three 
fuels at the retail level. Although the importation of Canadian gas may relieve 
the pressure somewhat, it appears almost certain that gas will be in short supply 
for some time to come, thnus maintaining a seller’s market. 

Much of our gas reserves upon which we rely today were discovered many 
years ago when the demand-supply relationship we have today was reversed. 
In the past few years, practically all of the contracts providing for so-called 
distressed prices have been revised, renegotiated, or escalated to a point where 
the prices are 2 or 3 times the original contract prices. There is no basis for 
objecting to payment of the reasonable costs attributable to the acquisition and 
production of new additional reserves which are required to meet increasing 
market demands. No producer should be expected or required to produce gas 
reserves at a price level which fails to reimburse him for the proper costs associ- 
ated with such reserves. 

However, even on a cost basis, it may well be that, in the not-too-distant future, 
gas may lose its competitive position in the retail market. Developments in the 
fields of atomic energy, solar energy, and the heat pump will be accelerated in 
response to the rising pressure of gas prices. 

In effect, H. R. 6790 seeks to impose on the rate payers at this time a price level 
for natural gas which, in substance, is based upon the replacemen value of exist- 
ing gas reserves. We respectfully submit that such a program is basically unfair 
to natural-gas consumers and without economic justification. It would certainly 
be a travesty of justice if present consumers were saddled with the replacement 
value of new gas reserves to serve the next generation only to find that the next 
generation could not use the gas because of its price or replacement by better and 
cheaper fuels. 

While H. R. 6790 seems to bear all of the outward appearances of an elaborate 
scheme of regulation, in substance it is no regulation at all. Its fatal weakness 
is that it seeks to apply the economic law of a free market to a market which is 
not free. Actually, this bill does not regulate producers; it merely puts them 
out to pasture in a private corral surrounded by no-trespassing signs. The only 
concession to consumers is to bring the producers into the stable for grooming 
by removing some of the more obnoxious escalation burs before giving them the 
permanent freedom of the pastures. 

We submit that the protection of the ultimate consumer, which is the under- 
lying purpose of the Natural Gas Act, can best be secured by a good-faith appli- 
cation of the present law. We do not underestimate the difficulties of finding 
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proper methods for regulating independent producers. On the other hand, based 
upon experience to date, we have full confidence that both consumers and pro- 
ducers can and will be treated fairly under the present Natural Gas Act. We 
respectfully submit that the paramount public interest requires rejection of H. R. 
6790 and other bills of similar impact. 

The Cuarrman. This is a joint statement by yourself, by the mem- 
bers of the public service commission, by your ‘chief counsel, and by 
your chief, department of rates and researc h? 

Mr. Honeck. That is correct, Mr. Chairman. 

The Cuarrman. And you are now presenting a statement in addition 
to this statement ? 

Mr. Honeck. By way of supplement to this statement. 

The Cuamrman. And Mr. Lesselyoung and Mr. O'Leary are both 
present ¢ 

Mr. Honeck. That is correct. 

The CuatrmMan. So they want to testify in addition to your state- 
ment, and will be available for answers to questions ? 

Mr. Honeck. They would like to make a brief statement and be 
available for any questions that the committee may desire to ask. 

The Cuarrman. I wanted to get that straight for the record. You 
may proceed. 

Mr. Honeck. It is not my purpose here to go into statistical detail 
in this presentation, nor to attempt to cover the full scope of the 
opponents’ case against the present bill. 

I merely want to emphasize to the committee the single issue which 
we in Wisconsin believe is the basic and fundamental question, and 
that question in essence is this. 

Mr. Hare. Is the gentleman reading from a statement now / 

Mr. Honeck. I am referring to notes; yes, sir. 

Mr. Avery. We do not have that. 

The Cuarrman. As I understand, in order that the committee may 
be advised of the procedure, they have presented a joint statement by 
the gentlemen referred to which we have before us and now he is 
summarizing the statement which the rules permit, in fact suggest. 

Mr. Honeck. I am covering only one point in the statement. 

The CuarrmMan. That isright. Proceed. 

Mr. Honrck. The single basic issue as we conceive it in Wisconsin 
is this: 

Is there a free or normal competitive market for natural gas in the field, 
or is the sellers’ market so dominated by the larger oil companies that they 
enjoy a monopolistic advantage ? 

If there is a monopoly situation in the sale of gas in the field, it 
svems to us that everyone is agreed that there should be reeulation. 

As partial authority for that statement, I respectfully refer you 
to the comment of a distinguished member of this committee, the 
Flonorable Martin Dies, at page 1512 of the report of the hearings 
held in April of 1955 in connection with a similar predecessor bill, 
E{. R. 4560, 84th Congress. While Mr. Dies did not concede the fact 


that there was a monopoly in the sale of gas in the field, he did say 
this: 


If there is no competition, if there is a monopolistic competition in the pro- 
duction and gathering of gas, it ought to be regulated. Any monopoly ought 
te be regulated. You have to do something about a monopoly. 
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Now, in his budget message, President Eisenhower said this: 
It is essential that consumers of natural gas be protected. 


That statement, we submit, constitutes recognition that the con- 
sumers are in a position where they might be exploited if there is no 
effective regulation. 

It recognizes the presence of monopolistic advantages in favor of 
the sellers of natural gas. 

Now, the author of H. R. 6790 stated on the introduction of the 
bill: 


It is essential and imperative that a practical and workable plan for regulation 
be provided. 

In the /nterstate case (331 U.S. 682) decided in 1947 and which 
involves sales of natural gas in the fields of three pipeline companies 
under facts which closely parallel the Phillips case, the United States 
Supreme Court said this: 

All of the gas sold in these transactions is destined for consumption in States 
other than Louisiana (the State of production). Unreasonable charges exacted 
at this stage of the interstate movement become perpetuated in large part in 
fixed items of costs which must be covered by rates charged subsequent pur- 
chasers of the gas, including the ultimate consumer. It was to avoid such 
situations that the Natural Gas Act was passed. 

Now, we are fully aware, of course, of the arguments that have 
been raised concerning the number of so-called independent producers 
and the difficulties which that number presents administratively in 
regulating their sales. 

This number has been variously estimated at 2,000, 4,000, 5,000, and 
even 8,000, However, we respectfully submit that about 80 percent 
of all the gas being sold ere ite is sold by approximately 61 com- 
panies. This is stated in FPC docket R-138. The remaining 20 
percent is sold by over 2,000 al producers in 20 States. 

In Wisconsin, however, we were confronted with the problems stem- 
ming from the sales transactions between Phillips, one of the “61” 
and the Michigan Wisconsin Pipe Line Co. 

These problems did not arise by reason of the sales of the small 
producers. They were not hypothetical or academic problems. They 
were real, 

We were concerned with one of the largest, if not the largest, 
producer of natural gas in the world, then owning the largest reserves 
of any natural gas company. 

We were concerned with the fact that they enjoyed a monopolistic 
advantage over the buyers of the gas, and according to the FPC com- 
putations offered in evidence in the Bartlesville heari ing their return 
on investment amounted to nearly 17 percent. 

Under the terms of the present bill as we understand it, the FPC 
would be prohibited from using costs as a factor in determining a 
fair return. In our view that is not regulation. 

As a result of Phillips, we have a paper victory. The duty of the 
FPC to regulate these sales has been clearly established. There has 
not been a fair opportunity to test out and determine whether the fears 
of the producers of the results of regulation will be borne out. 

Wisconsin is satisfied with the Natural Gas Act as interpreted in 
the Interstate case and the Phillips case. We feel that the burden of 
proof in overturning these two cases is on the proponents of the bill, 
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and we do not believe they have met that burden with the present 
bill. 

Now, Mr. Lesselyoung and Mr. O’Leary are here to supplement the 
written statements filed last week, and r wish to thank the chairman 
and the committee for this opportunity to make this statement. 

Mr. WituraMs (presiding). Thank you. I suspect that some of the 
members may have some questions that they would like to pose to you. 

Mr. Mack. Not at this time. 

Mr. Wititams. Mr. Hale? 

Mr. Harr. What is the population of Wisconsin ? 

Mr. Honeck. Something over 314 million, about 3,800,000. 

Mr. Hater. This is the first time in my recollection that a sovereign 
State has appearel before the committee in relation to a piece of legis- 
lation. 

Did the State legislature authorize your appearance ? 

Mr. Honeck. In the 1955 session of the legislature a resolution was 
adopted, instructing the attorney general at that time, I believe, to 
appear in opposition to the bill which was pending at that time. 

Now, under our law the Governor has the right, where the interests 
of the people are affected, to instruct the attorney general to take 
action to protect their rights. And the State 

Mr. Hate. To take action in connection with legislation pending 
in Congress ? 

Mr. Honxck. Not in those precise words. The attorney general 
was instructed by the Governor to participate in the Phillips case, 
We entered that case and were in the administrative proceedings in 
Bartlesville all the way through the United States Supreme Court. 

We feel that the issue presented in this legislation is directly in- 
volved in that it would nullify the result ac chieved in the Phillips 
case. 

Mr. Hare. By instructions of the Governor of the State ? 

Mr. Honeck. That is correct. And his name appears on our joint 
statement which has been filed. This was submitted by Vernon 
Thomson, the Governor, by myself, under his direction, and by the 
public service commission under his direction. 

Mr. Hare. That isall. Thank you. 

Mr. WituraMs. Mr. Roberts? 

Mr. Roserts. No questions. 

Mr. WiiiitaMs. Mr. Heselton ? 

Mr. Heseuron. I will pass now. 

Mr. WitiiaMs. Mr. Staggers / 

Mr. Sraccers. I think that your statement was well made. 

Mr. Wituiams. Mr. Springer? 

Mr. Sprincer. Mr. Honeck, if the amendment which was suggested 
by the Office of Defense Mobilization were added to this bill, would 
that meet your approval ? 

Mr. Honrck. You have in mind the provision that the Federal 
Power Commission would be required or rather be authorized to 

take into account costs as a factor in approving rates. And the second 
one, I believe, was a requirement to examine into escalator clauses 
in existing contracts? 

Mr. Sprincer. Yes. 

Mr. Honeck. I believe those two proposals would go a long way 
toward satisfying us. We think that the suggestion that the Com- 
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mission may take into account costs should be mandatory. We think 
they should be required to take costs into account. 

And while I am not prepared to discuss the technical aspects of it, 
I believe Mr. O’Leary is able to demonstrate that some producers, 
so-called marginal producers, would be very much interested in that 
aspect because they would be helped, as I understand it, if costs were 
taken into account. 

Mr. Sprincer. If you made that cost mandatory, as you have sug- 
gested, then you would have public utility regulation, wouldn't you! 

Mr. Honeck. It would be the equivalent of that, yes. 

Mr. Sprincer. Now, the difference in the bill is between whether 
you are going to have a reasonable market price and public rates— 


is that the differenc e that you are talking about, to make a producer 
a public utility ? 


Mr. Honeck. That is the issue. 

Mr. Sprrncer. If you made cost mandatory then you do make the 
producer and gatherer of natural gas a public utility, is that right? 

Mr. Honeck. That is correct. That is my understanding. 

Mr. Sprincer. That is all. 

Mr. Witi1ams. Mr. Dies? 

Mr. Dres. Mr. Honeck, I think in answer to that question you stated 
the bone of contention here, the question of whether the producer 
ought to be made a public utility. But the great weight of the evi- 
dence we have heard from almost every informed source is that you 
simply cannot make the producer a public utility. 

You have the Federal Power Commission saying they cannot admin- 
istrate it. You have this administration saying you cannot admin- 
istrate it. 

It does not fit into the pattern of the public utility; you have liter- 
ally thousands of producers. I don’t think there is any question about 
the number of them—not the exact number—some go in this month 
and go broke promptly and it is not a fixed proposition, but it cer- 
tainly is somewhere around from 10,000 to 13,000 producers in the 
oil-producing, gas-producing States. 

We know it to be a fact. We have hundreds of producers in Texas. 
I don’t know how many. 

In view of that situation, if you cannot make them a public utility 
you are simply going to defeat your own purpose and cut off your 
supply. 

How is Wisconsin going to get anything? That is what amazes 
me, if you folks come here in view of the preponderating weight of 
the testimony, the evidence from every source, that we cannot enforce 
the Phillips position, and we cannot make these people a public utility. 

I would like to hear your comment because there is a growing feeling 
in some of the gas States that perhaps if you attempt to do it, it simply 
means the migr ation of industry to the gas- and oil-producing States. 

All they have to do is to move their industry down there. They 
are doing it now—just pick up and leave Wisconsin and go to a State 
where they can do business. 

You have this expanding market, your cities calling for gas, your 
industries, all having tremendous expansion of needs in the next 10 
years. 

And yet you are adamant in the position that despite all of this 
opinion of everybody, who is informed, against making them a public 
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utility—you come before the committee and say, “That is what we 
insist upon. 

I would like to hear your comment, how the people of Wisconsin 
are going to be benefited by that sort of a situation. 

Mr. Honeck. Mr. Dies and members of the committee, as I have 
pointed out in the supplemental statement, there are approximately 
61 companies which dominate the sale of gas in the field. 

And it is my understanding that there are some companies which 
have combinations of production and pipelines, and that those com- 
panies have been under regulation by the FPC since the enactment 
of the Natural Gas Act in 1938 

Now, we recognize that there would be some tremendous problems 
presented administr: atively to try to regulate. 

This is a new figure to me. It was 8,000 the last time I heard it 
and now you suggest 12,000 or 13,000. I will accept that figure— 
because that would only compound the problems that would be pre- 
sented—but we think that Congress in its wisdom could conceive of 
some way to divide this problem whereby these people that have this 
monpolistic advantage, these 61 companies, could be regulated the 
same as those companies which have combined facilities of | production 
and transportation, and that there could be effective regulation. 

In the Phillips case, as was indicated in exhibits offered in evidence 
down at the Bartlesville, the return on their investment in that par- 
ticular operation was nearly 17 percent. 

If this is a field which should be regulated, and up to now the Con- 
gress has said so in the Natural Gas “Act as interpreted in the Inter- 
state case—and, of course, while the Phillips case is credited to Wis- 
consin, I think that law was very clearly decided in the Interstate 
case as long ago as 1947—that return would be excessive for a regu- 
lated sale. 

I will concede that the return to gas companies should be something 
more than to water companies or electric companies, considering the 
necessity for creating an incentive to engage 1n explor ation, and they 
do have a concession by the Congress now in their income tax—I feel 
that somewhere between the 6 percent that you give to electric power 
companies and the nearly 17 percent whic h Phillips was receiving at 
that time, that there 1s some figure that will represent a fair return 
to the gas people that will give them an incentive to carry on their 
exploration. 

I do not have the fear of regulation as expressed by the producers. 

I want to say for the record ‘that I believe in free enterprise. Iam 
a so-called Hoover Republican and in this age of “Modern Republi- 
canism” that is probably one of the worst kinds, but I am for free 
enterprise. 

And I think that this is wholly consistent with our American system 
of government. I do not think that these producers, particularly the 
61, should have anything to fear from regulation, any more than the 
companies which have been regulated since 1938 

Mr. Dies. You suggest 61 have a dominating position in the indus- 
try. Of course, that applies to nearly every industry. You take the 
automobile industry, you take General Motors and Ford, I don’t know 


what percentage of the market they dominate but a very, very large 
percentage. 
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You can just go through the whole economic field on that argument. 

Well, here you say 60 companies dominate it. 

Four or five steel companies, and what have you, they dominate. 
And, therefore, they ought to be regulated. 

There is no end to that sort of a \ philosophy. 

But the point of it 1s, aside from arguing that, we are confronted 
with a practical problem. We have the agency of the Government 
that ought to know something about this. And we have the admin- 
istration in power. 

No one denies that they say that they cannot administer it. Weare 
called upon to do something. We appreciate your compliment about 
the wisdom of Congress, but the record does not bear that out. 

We have passed bills that are just plain dumb, Because we under- 
take to do something does not mean that it is a wise course. It is still 
debatable whether the Government would be better off with some of 
the acts we passed or whether we should have kept out of the situa- 
tion. I won't go into that. 

You have got all of these hundreds and hundreds of producers. 
How are you going to discriminate between the big and little ones? 
We are getting into an economy in America, into a social ow 
that seems to me like it would be pretty destructive to say, we are 
going to make a discrimination. 

Here is a fellow who produces so much per day and he will be in one 
category. And the other is in another category. 

We in the gas-producing area see them go broke. It is a common 
everyday occurrence. All you read about is the fellow who makes a 
lot of money and throws wild parties. But there are hundreds that 
vo into this business that are broke. And you see them around every 
town. You do not take them into account. They are the people you 
have to rely upon for your development. 

It is not the big man developing. It is the little fellows that are 
anxious to make a “go” of it and who keep risking their capital in 
untried fields, hazard ever ything they have got. I have never under- 
stood them. We have them around my town. They have been risking 
money all of their lives; never made a cent out of it. 

What I fear is that if you succeed in putting these producers under 
regulation, trying to apply the utility basis, that it does not have any 
resemblance to, you see, you see a fellow go out and organize a little 
company and drill a well today, go broke, or losing on it and then drills 
another well, and somewhere down the line he hits it—to try to fit him 
into a pattern of the utility is simply going to hurt your State. 

You may believe it or not, but I am sure you want to get this gas 
is cheaply as you can, just like we would like to get automobiles and 
oie things cheaper than we get them. 

[ would like for some of the opponents to come forward with a 
constructive proposal, of what to do. Can’t do it under the Federal 
provision. 

Mr. Honeck. This thought of handling this administratively is not 
original with me. It was first stated, to my recollection, in reading an 
opinion in one of the FPC dockets some years ago, L think it was 
written by John Scott, a member of the Federal Power Commission, 
and he suggested that the Federal Power Commission then had the 
power and ‘authority to classify producers in some manner. 
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And, of course, he was a lot better informed and skilled in under- 
standing the Natural Gas Act than I am, and I am willing to take 
his word for it that it can be done administr atively; but, in any event, 
I won’t recede from the position that I think that these 61 can be and 
should be regulated and that the constructive proposal that you ask 
for is contained in the suggestion that some reasonable rate of return 
be prescribed after a fair trial, somewhere between 6 percent that the 
electric companies get and the 17 percent that Phillips got. 

Mr. Dies. Who is going to absorb this loss ? 

Mr. Honeck. Sir? 

Mr. Dies. Who is going to absorb this tremendous loss of these 

fellows out exploring for gas? It is their very lifeblood. It is unique. 

Unless you live down among them and see it, it is difficult to believe. 
But they have tremendous courage. This is about the wildest gamble 
that anybody ever got into. 

All of those things I think you ought to take into consideration 
because I do not think you are going to help J yourself. I think that is 
exactly what is going to happen. That is, in all your States that are 
consuming St: ites and have manufacturing industries and desperately 
need this gas. You want it, of course. 

I think ee you are going to run into is a further migration of 
industry towards the Southwest. This is proceeding now at a tremen- 
cous pace. 

And if you accentuate that by clamping down on all of these 
producers, then in the end, like « a lot of these other bills and accounts 
passed by Congress, the remedy is worse than the cure. 

Mr. Honeck. We have a secret weapon, Mr. Dies. We have some 
wonderful fishing lakes up in Wisconsin we think will keep them up 
there. 

Seriously, I respect your views and I realize this is a very difficult 
problem for the committee and for the Congress. Our experience is 
based on concrete problems as indicated in the Phillips case. I was 
down in Bartlesville in 1951 and assisted in making the record. And 
I was before the FPC and before the court of appeals and in the 
United States Supreme Court in that case. It is now the law. 

I do not think it has been given a fair trial. There is no ex- 
perience on which to indicate whether the fears of the producer 
will be borne out. And I think that after a reasonable experience we 
may become more enlightened. 

Now, we are sort of whistling in the dark. We are wondering and 
we don’t know. When I say “we,” I should not use the term “we”— 
I am speaking of the producers. 

Mr. Dies. Of course, you might not be able to revive him after this 
experience. You might kill the patient. In 1955 we listened to every- 
body, I think, in the United States that had any interest in it. I 
never saw such a long protracted hearing. 

And the argument then was what they were complaining about was 
these indefinite escalator clauses—by representative after representa- 
tive. 





“Do you think this is the chief trouble”? 

They said, “Yes.” They did. 

Then we came in with a bill to try to correct that trouble by giv- 
ing regulation. There was not anything said about definite, because 
everybody figured that the producer made a definite contract with 
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the distributor and they all knew about it, took it into account—it 
ought to be enforeed—the provisions that had been made. 

Then we came in here this session of Congress. We were notified 
in the papers that our chairman had introduced the bill acceptable 
to the administration. And at the last moment here came amend- 
ments that looked to me like they would make the bill worse than 
anything. 

We are going down all of the time instead of trying to reach the 
trouble here. We are getting in a worse shape. You come and say, 

“If you put these amendments on that will be acceptable.” 

Mr. Honecx. With the qualification, if I may interrupt, that the 
consideration of costs would be mandatory and not discretionary. 

Mr. Dries. That is all. 

Mr. Wituiams Mr. Schenck. 

Mr. Scuenck. Not at this time. 

Mr. Wrmut1ams Mr. Rogers. 

Mr. Rogers. Mr. Honeck, I am sorry that I was late. I would 
have preferred to have heard your statement before asking questions. 

But there is one thing that is troubling me. That is this: 

Your position is based primarily upon the consumer’s interest. Is 
that correct 

Mr. Honecx. I would say so. It is primarily in the interest of the 
consumer. That is correct. 

Mr. Rogers. Mr. Honeck, in other words, that is the No. 1 situation. 
And as attorney general of the State, you are interested in the con- 
sumer interest of all of the consumers of that State, are you not? 

Mr. Honeck. I would say so. 

Mr. Rocers. I mean you would not isolate one group and say you 
were more for their interests than you were for another’s interest 4 

Mr. Honeck. | think our responsibility is to all of our people. 

Mr. Rogers. To all of them ¢ 

Mr. Honeck. That is right. 

Mr. Rogers. Would you object, Mr. Honeck, to all of your utility 


companies being brought under the Federal Power Commission, that 
is, the distributing companies ? 


Mr. Honeck. Do we object ¢ 

Mr. Rogers. Would you object that that ? 

Mr. Honecx. Well, we, of course, enjoy the reputation for good 
regulation which has persisted for more than 45 years, I believe, in- 
cluding the Railroad Commission of our State and the present Pub- 
lic Service Commission which is its suecessor. And we have had this 
experience where a utility, an electric utility, which had been under 
regulation in Wisconsin for 40 years at that time, was sought to be 
brought under regulation by the Federal Power Commission and we 
felt in that instance there was adequi ite regulation, there was no juris- 
diction for the Federal Power Commission to take them over. And 
we resisted that effort. 

So if that example answers your question, fine. 

Mr. Rogers. Let me ask you this: Are your gas rates in all 
your towns in Wisconsin the same ? 

Mr. Honeck. I do not know. Mr. O'Leary, the chief of rates and 
research of the Public Service Commission, is here to testify and 
answer questions and he would be able to answer that. 
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Mr. Rocktrs. Wouldn’t you know generally whether they were the 
same or not from one town in Wisconsin to : another / 

Mr. Honecx. I would assume—it is a pure guess—they would vary. 
I think we have different sources of gas. I think in one part of 
the State there is an interstate pipeline that brings in a small 
amount to the southern part. And most of them are dependent 
upon the Michigan-Wisconsin pipeline. And then there is some 
manufactured and bottled gas and such. I would assume that they 
vary. 

Mr. Rocers. In other words, consumers in one city pay more for 
their gas than they do in other cities, do they not ? 

Mr. Honrcx. I would assume that there is a basis for it under the 
regulatory powers of the Public Service Commission, that whatever 
rate is charged would be a regulated rate, that would be a reasonable 
rated based upon all of the factors that regulatory bodies are sup- 
posed to take into account in determining a fair rate. 

Mr. Rocers. Do you not think that it is a little bit unfair and 
discriminatory to have these rates differ in different towns? 

Mr. Honeck. I have great confidence in our Public Service Com- 
mission. I think they follow the law. And I think that when they 
come out with a certain approved rate that it is a reasonable rate. 

I think we are entitled to that presumption. 

Mr. Rogers. I am not talking about what good men might be on 
the present Service Commission, what I am talking about is simply 
this; that your position in the Phillips case and in all matters sug- 
gesting the use of natural gas as a commodity, has been toward Fed- 
eral control of that was, has it not? 

Mr. Honeck. We believe that the Congress of the United States 
in 1938 said so in the Natural Gas ae And that was interpreted 
first in 1947 in the Interstate case. I do not know if you were here 
when I made my statement. 

Mr. Rogers. I was not. 

Mr. Honeck. I think the facts in the Interstate case which involved 
some pipelines down in Louisiana, parallel those in the Phillips 
case. 

We think that the issue was actually decided in 1947 in the Inter- 
state case. 

Mr. Rocers. Well, Mr. Honeck, the point I am making is simply 
this, what you are for is this; you are for regulating your own situa- 
tion insofar as your own State is concerned in the sales price of that 
gas, concerning what you consider the consumers’ interest, but be- 
cause you cannot and do not have jurisdiction over the producers 
of that gas, you want to subject them to Federal control for the pur- 
pose of making a uniform price to be paid to gas producers all over, so 
that your consumers will receive primary benefits. That is right, isn’t 
it? 

Mr. Honeck. I do not know if I understand your question, I’d 


like— 





Mr. Rocers. Why do you want the gas producers under Federal 
control for any purpose ? 

Mr. Honecxk. Because the Congress of the United States has said 
they should be under Federal control in the Natural Gas Act as 
interpreted in the Interstate case and in the Phillips case. 
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Mr. Rogers. Yes, I know, but I am not talking about that. I am 
sure that the Congress has done a lot of things that you do not com- 
pletely agree with. I know they have so far as I am concerned. And 
they go way back, too. 

But the point I am making is, why is it you are so interested in get- 
ting the gas producers under the Federal control and Federal regu- 
lation ? 

I am talking about the basic principle and policy involved. 

What is to flow from this control or to accrue from it that makes 
it so interesting to you? 

Mr. Honecx. Well, in the eer statement I made before 
you arrived, Mr. Congressman, I indicated that we in Wisconsin feel 
that the basic issue is whether or not there is free and open competi- 
tion in the sale of gas in the field. 

It is our feeling, whether right or wrong, we think it can be sup- 
ported, that there is a ecanipidiie advanta age enjoyed by the sellers 
of gas in the field. 

Under our system of Government, where monopoly exists, in inter- 
state commerce, the Federal Government acts in one of two ways: It 
breaks up the monopoly by antitrust action, or it regulates the 
monopoly. 

And in this case, the appropriate remedy would seem to be regula- 
tion, at least that is what the Congress thought in 1938. There were 
extensive hearings prior to the adoption of that bill at that time. Iam 
not familiar with the record, but it was an enormous one and a great 
deal of attention was paid to the situation. That was the end result 
that came out of those hearings at that time. 

Now, we feel that there is a monopolistic situation existing in the sale 
of gas among these large producers, the 61 big ones that sell 80 percent 
or more of all of the gas sold in interstate commerce in this country. 

That is the reason why we think that we have to have 1 of 2 things. 
And we think regulation is necessary. 

Mr. Rocers. If we have a monopoly situation, do you not think the 
right approach would be through the antitrust laws, if we have that 
situation / 

Mr. Honrecx. Not where the companies are now under regulation. 
There should be at least a fair trial. On paper they are under 
regulation. 

Mr. Rogers. Let me ask you this: You say that you think a monopoly 
situation has developed. The fear you have from development of a 
monopoly situation is price; is it not? 

Mr. Honecx. Well, price, of course, is the end result which has the 
impact upon the consumer. 

Mr. Rogers. What other things could monopoly do to you other than 
to make you a higher price than you would have otherwise ? 

Mr. Honec. | suppose a monopoly could result in actually depriv- 
ing us of gas that we want and we need. And I think that I could 
make out quite a record on that, as to our situation in Wisconsin at the 
hands of the existing—— 

Mr. Rogers. That is another thing that you have in mind, is it not, 
besides the price, we will say, laid down at the source of supply, that is 
the gas reserves—so that those gas reserves will be dedicated to your 
consumers in perpetuity ¢ 
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Mr. Honecx. We want as much gas as we can get at a reasonable 
price, so that the producer, the seller will get a fair return for all of the 
money he spends in producing and delivering it to us. 

Mr. Rocers. Well, now, if you carry that out to its logical conclusion 
there isn’t any business in the United States that you could not subject 
to Federal control under such a policy; is there? 

Mr. Honecx. I didn’t cite that last reason as a reason for regulation, 
if you please. I merely, as I thought, was answering a previous ques- 
tion as to what we want. 

Mr. Rogers. That is what I am talking about, that is what you want. 
And the avenue that you are going down to find your end result that 
you desire is Federal control and Federal regulation. 

Mr. Honecx. No, no; I would not agree with that. That is not the 
purpose. I do not think that regulation of sales of gas is necessarily 
going to achieve the purpose of vetting all of the gas that we want. 

Mr. Rogers. Well, no, perhaps not; that is correct. There may not 
be enough gas to satisfy the demands that everybody wants. 

Mr. Honeck. There isn’t enough to go around now. 

Mr. Rogers. There isn’t enough to go around now? 

Mr. Honeck. That is right. 

Mr. Rocers. What there is available you want to nail down by Fed- 
eral control so that it will be dedicated to your consumers in perpetu- 
ity, and the price on that gas, the commodity, mind you, be fixed by 
a Federal regulatory body. 

Mr. Honrcx. The purpose of the fixing of the price has relation- 
ship to the monopolistic situation. 

So far as nailing down the reserves as you say, that, without regula- 
tion, I understand, was done by contract because of the tremendous 
investment you have to put in a pipeline and into facilities. 

After you build a multimillion-dollar pipeline, you want to be sure 
that you have enough gas to pay out the investors over a number of 
years. 

Mr. Rogers. You said you believe in free enterprise. 

Mr. Honeck. I do. 

Mr. Rogers. Didn't you? 

Mr. Honeck. Yes. 

Mr. Rocrrs. And you then qualified it. The point is simply this, 
Mr. Honeck, we are dealing with a commodity, and you want to nail 
that commodity down for dedication to the consumers, whether they 
are in Wisconsin, New York, Pennsylvania, or wherever they might 
be, at a price to be fixed by a Federal regulatory body. 

What semblance of free enterprise could there be in regard to the 
right of a producer of gas who went out with his life savings with no 
possible guaranty of a return on those life savings and drills 10 dry 
holes before he got one in which there was any gas, and the last hole 
that he got cost him 15 times more than it cost ‘Phillips Petroleum Co. 
to drill a well or the Humble Oil & Gas Co. to drill a well, but he is 
nailed down to dedicating his commodity that he found, at that cost, 
to consumers in Wisconsin for a price fixed on a reasonable rate of 
return, according to your concept, the cost of the well producing it. 

What semblance of free enterprise is there in that ¢ 

Mr. Honeck. That isa very long and complex question, but I would 
assume—and, of course, I am not a rate expert, 1 am just a working 





lawyer, I have had a limited experience—— 
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Mr. Rocers. I am not talking about law now. I am talking about 


basic legal principles under the Constitution, under which you and I 
operate. 


Mr. Honeck. If you will permit me to make reference to the hear- 
ings in 1955—I will take just a minute to find this. 

I refer to page 1730 of the hearings before this committee on H. R. 
L560 in the 84th Congress. 

Mr. James Durfee, then the chairman of our public-service com- 
mission, appeared here as a witness, and he filed a statement and this 
is said in the statement : 


This legal reaction to monpoly is not socialism, it is an established principle 
of American Government as basic as the concept of free enterprise and it can- 
not be disregarded in any solution of the natural-gas-producing problem. The 
fundamental basis for this principle of regulation was laid down by the United 
States Supreme Court in the classic case of Munn versus Illinois in 1876. The 
Court quoted with approval the precept of the English common law that when 
private property is “affected with a public interest it ceases to be juris privati 
only.” In the specific application of this common-law principle to the Chicago 
grain elevators who made charges for their facilities in interstate commerce, the 
Court said : 

They stand in the very gateway of commerce and take toll from all who 
pass.” 

In the supply of natural gas to our State of Wisconsin, the Phillips Petroleum 
(‘o. stands at the very gateway of this commerce and takes its toll from all 
which passes. 

Now, I think that is a pretty good justification for regulation in 
this situation. 

Mr. Rogers. But then, you are assuming the premise- 





Mr. Honeck. I won't apologize for my concept of free enterprise, 
if you please, because I think that regulation is perfectly consistent 
with free enterprise, where you have a monopolistic situation. 

Mr. Rocers. Now, what is the difference between a captive group 
of patrons, insofar as the gas people are concerned, and a capitive 
group of patrons in a town in Wisconsin where there are only 2 milk 
companies and the city ordinances and health ordinances fix it so that 
only those 2 milk companies can sell to the people, and a man has 
a wife and 4 or 5 children and he has to buy milk for them, don’t you 
think he is pretty captive, too? 

Mr. Honeck. I don’t, frankly, see the analogy between the dairy 
business and the natural-gas business. 

Mr. Rocers. Well, they are both commodities, are they not? 

Mr. Honeck. That is true. 

Mr. Rogers. I am talking about the original producer; he has a 
commodity to sell and he is not allowed to let the market fix the price 
on it and, unlike other commodities in this country, he does not have 
any choice, once he is tied on to a pipeline there, as to who he sells his 
gas to, or who regulates the price of it, Mr. Honeck. 

Mr. Honecx. Well, Ill say this: that in Wisconsin there was a 
price- fixing conspiracy among certain dairies, including some of the 
largest, suc ch as Borden’s and Golden Guernsey. In our State we have 
an antitrust law applicable to intrastate transactions. We took this 
whole thing under the antitrust law in the State and broke it up. 

Mr. Rogers. You proceeded under the antitrust laws? 

Mr. Honeck. Yes. 


Mr. Rogers. You didn’t undertake to submit them to a Federal 
jurisdiction ? 
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Mr. Honeck. I don’t think there would have been any basis to do so, 
because they were not engaged in interstate commerce. That involved 
about eight companies. 

Mr. Rogers. A lot of them are engaged in interstate commerce, too 
are they not? 

Mr. Honeck. That’s true, and I think the Federal antitrust 

Mr. Rogers. Let me make this analogy at this point: 

There are a lot of small producers of gas that have been brought into 
interstate commerce simply by what has been said in the courts, and 
not by facts. Asa matter of fact, the only reason in God’s world that 
the American farmer today is not cov ered by the minimum- wage and 
maximum-hours provisions in the Fair Labor Standards Act is be- 
cause he is expressly exempt in the act itself. He himself has been 
declared in interstate commerce, and it wouldn’t take but a few words 
to bring you and I, in the law practice, into interstate commerce, as 
you well know. 

Now, the situation is simply this: We are dealing with a commodity 
in which you all are interested from a price standpoint, and I can 
appreciate that; but you are fixing different prices in different cities 
for different distributing companies right in your own State of Wis- 
consin, yet the policy that you are following, insofar as Federal regu- 
lation is concerned, creates one balanced price, actually, insofar as the 
producer can receive for his gas when he sells it. 

Mr. Honeck. I do not see the analogy, for this reason: There is 
a different rate, of course, a so-called ‘city gate rate for Detroit, 
for Milw seine, for Chicago, for Minneapolis, for New York, and 
so on, and in each of those instances where the Federal Power Com- 
mission regulates on a cost basis, it takes into account all of the tra- 
ditional factors in making up a rate and assuring the proprietor a 
fair return on his money. 

So, it depends on the difference in cost of building a pipeline, and 
the other different elements that enter into it. They get different fig- 
ures, but in this particular situation I do not believe the end result 
would be that every producer would get the identical price for his gas. 
I would assume that—— 

Mr. Rocers. Now, let’s look at that just 1 minute. 

Your people are fixing the price for a captive group to sell to, as 
you have said; isn’t that correct ? 

Mr. Honeck. Yes. 

Mr. Rogers. All right. 

Now, the producer of gas, if he can show a cost that entitles him, 
we will say, to 12 cents a thousand cubic feet for gas, but the pipeline 
companies have a going rate that they are paying of 9 cents a thousand 
cubic feet for gas, how much gas do you think that fellow is going to 
deliver at 12 cents? 

Mr. Honecx. Again, I don’t know as I understand your question. 
Are you talking about that 12 cents as a regulated rate or the price he 
is asking for it? 

Mr. Rocers. I am talking about the 12 cents as a justified price, 
justified by the Federal Power Commission. 

The Federal Power Commission says “You can charge 12 cents a 
thousand cubic feet for this gas.’ 
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Well, he says, “Mr. Federal Power Commission, I'd sure like to do 
that, but I just can’t find any customer, and I’ve got to have that in 
order to get my reasonable rate of return.” 

Mr. Honeck. Well, of course, the purchaser of that gas, we are now 
talking about interstate gas that goes into these pipelines—— 

Mr. Rogers. That is right. 

Mr. Honeck (continuing). Are affected by the regulation, and 
when you say that the Federal Power Commission would fix 12 cents 
a thousand for this producer, that is being fixed in a proceeding which 
involves the pipeline as the buyer and the producer as the seller, and it 
is the regulated rate, and, of course, the pipeline doesn’t care what it 
pays for gas because they have their customers and they pass it on to 
the distributing companies to pass on to the consumers under the 
regulatory process. 

Mr. Rogers. But the pipeline is not required to take the gas. Also 
at the other end of the line, the consumer does not have any say at 
all about what he pays for gas. 

Mr. Honeck. He has nothing to say at any time. 

Mr. Rogers. He has no contract, he accepts what they want to give 
him in the way of gas service, and he pays the bill at the end of 
the month. If he doesn’t he gets his gas shut off. 

Mr. Honeck. His protections are ‘the regulatory agencies Federal 
Power Commission and the local State regulatory boards. 

Mr. Wituiams, Mr. Rogers, pardon me for interrupting you. 

I understand that on Friday the committee decided to follow cer- 
tain time limitations and to permit 5 minutes of interrogation on the 
initial round; and then, on the second round, I believe, unlimited 
time. 

Mr. Rocers. I apologize for my taking so much time, and I cer- 
tainly will yield at this point. 

Mr. Witrtams. Thank you, Mr. Rogers. We will come back to 
you. 

Mr. Carrigg ¢ 

Mr. Carrice. No questions. 

Mr. Wituiams. Mr. Friedel ? 

Mr. Frreper. No questions. 

Mr. Wituiams. Mr. Derounian / 

Mr. Derountan. No questions. 

Mr. Wituiams. Mr. Flynt? 

Mr. Fiynvr. I want to ask you 1 or 2 questions. 

On this question of the principal objection raised 2 years ago, in 
1955, in the 84th Congress, to the indefinite pricing ¢ lause, those ob- 
jectionable clauses at that time apparently fell into two principal cat- 
egories: One would be your spir: al escalation clauses, and the other 
would be your 2- and 3-party favored-nations clauses whereby con- 
tracts were entered into where the pipeline, and therefore, in turn, 
the distributing company and the ultimate consumer at the jethead, 
did not know, from 1 contract period until the next what his price 
was going to be. 

That was expressed as one of the principal objections to the type 


contracts that were then in effect and which were not subject to any 
regulation. 


) 
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You are aware, of course, that all gas prices at the wellhead, which 
are controlled by the pipeline transmission companies CRERISEYES, are 
and have been subjec ted to Federal regulation since 1938 

Mr. Honeck. Yes, sir. 

Mr. Fiynv. Of that there seems to be no doubt. 

Mr. Honecx. That is correct. 

Mr. Fiynvt. Now, if the public-utility concept is applied to all 
a of the production and gathering of natural gas, whether of 

captive wells or the independent producers and gatherers, when and 
where will the question of regulation as a public ‘utility cease / 

For instance, and I will pin it down to this—if independent pro- 
ducer A has a contract with the Tennessee Pipeline Co., and at the 
end of the contract. period under which he is presently supplying gas, 
the question comes up: “Shall I renew it or shall I try to sell to some- 
body else?” Can he be forced under the public-utility concept to sell 
to whoever the Federal Power Commission tells him to sell to? 

Mr. Honeck. I tried to interrupt you. I lost you at one point 
when you started out with that hypothetical statement of fact, as to 
producer A or B. Could I have that again, or maybe the reporter 
could read it for me? 

Mr. Fiynv. All right. 

At what point ean the Federal Power Commission tell the inde- 
pendent producer: “You have to sell the gas—and deny him the right 
to cut off, if he sees fit, under your public-utility concent ? 

Mr. Honeck. Well, I would assume that—take the existing con- 
tracts, if a producer has contracted to deliver gas to a certain pipeline 
for a stated period of years, and the people w ho obtain the certificate 
of authority to build ‘the line satisfied the Federal Power Commis- 
sion that they had an available supply for that given period of years, 
even though in their own minds they may not have felt they were 
under the Natural Gas Act, but in law they are, I think they would be 
obligated to complete their contract and ‘deliver it for the full term 
under such prices as the Federal Power Commission would fix. 

Mr. Frynrt. Of that there is no question. What I am worrying 
about is—when that contract runs out, are they under any obligation 
to sell it or can they, if they so desire, cut off the supply ? 

Mr. Honeck. I think if the granting of the certificate is related 
to the economic feasibility of the line which, in turn, requires a show- 
ing of ample supply to pay out the investment, so that when that 
contract period is at an end, say, 20 or 25 years, I would just guess un- 
der the present situation that that is the end of the deal, and they will 
have to start over again and renegotiate. 

I do not think, offhand, that the Federal Power Commission at the 
end of that term could force the producer to continue to sell. 

Mr. Friynt. I am from a consumer State, just as you are. We don’t 
have a gas well or an oil well in my entire State. 

Down in the area in which I live, we are confronted now with the 
so-called shortage of natural gas. There seems to be a sufficient sup- 
ply of natural gas for persons who presently have it—— 

Mr. Honeck. Yes. 

Mr. Fiynt (continuing). And for localities within our State which 
presently have it, but now there is one group of about 23 counties in 
our State which has not a single gasline in it. They want it. 
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In the remaining one-hundred-and-some-odd counties in Georgia 
which presently have it, they want greater supplies and additional 
supplies, in order that the local distr ibution systems, some municipally 
owned, some privately owned, can expand their facilities and supply a 
vreater number of customers. 

The principal source, the principal pipeline which serves this entire 
area says, “We can’t get any new supplies of gas.” 

How will Federal regulation make available to either one of these 
two groups additional supplies of gas in any area, and I am sure the 
same thing applies in yours? 

Mr. Honeck. Well, under existing law, the Federal Power Commis- 
sion cannot require pipeline companies who have justified their proj- 
ects at the time they got the certificate, to extend service to areas which 
are not getting it. 

The ones you are speaking of, and the same is true in our State right 
today, we have before the F ‘ederal Power Commission the beginning of 
hearings of 4 competing pipeline companies, 3 of whom w ant to serve 
certain parts of our State. They are each competing for that certifi- 

cate, but if you want gas in an area which is not now served, somebody 
is going to have to organize a company, get a source of supply, and get 
2 certificate to build it there. I mean the law now provides for it; I 
don’t think that this particular bill is designed or intended to supply 
gas to these areas which are starving for it ‘that you speak of. 

[ don’t think that is the purpose of this bill. “As an end result some- 
one may be able to show that, but I don’t think that is what we are 
talking about here, at least I don’t so understand it. 

The Cuarrman. The time of the gentleman has expired for the 
present. 

Mr. Younger ? 

Mr. Youncer. Mr. Honeck, you admit that gas is a commodity ? 

Mr. Honeck. Yes. 

Mr. Younger. You so stated a while ago? 

Mr. Honeck. I believe so. 

Mr. Youncer. What other commodity do you know of that 

regulated by the Federal Government on a utility basis ? 

Mr. Honecx. Well, offhand, I don’t know of any. 

Mr. Youncer. Now, you make a point of-—— 

Mr. Honeck. I think, if you please, that possibly for other consid- 
erations that there is Federal control over atomic energy minerals that 
would produce atomic energy. The Federal Government has, for 

valid reasons, exercised control over that, and regulation. Now they 
are letting it out for private industry to use, and I believe the Federal 
Government maintains stringent control over uranium and other 
minerals that probably would be commodities. 

Mr. Youncer. Well, they exercise control over gold, too? 

Mr. Honeck. Yes; that’s right. 

Mr. Youncer. But that is not for the purpose of a public utility ? 

Mr. Honeck. No. That’s true; that’s true. 

Mr. Youncer. And they exercise some control over silver, but that 
is not as a public utility ? 

Mr. Honecx. That is true. 

Mr. Youncer. What you are asking for is a commodity to be con- 


trolled as a public utility, and I am asking—is there any precedent for 
that in the Federal Government? 


is 
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Mr. Honecx. Offhand, I am not aware of it. 

Mr. Youncer. You make quite a point out of the fact that the con- 
trol stems from the fact that it is produced by a monopoly; isn’t that 
so ¢ 

Mr. Honrecx. A monopolistic situation we believe exists in the sale 
of gas in the field, in interstate commerce, among these few large 
companies which seem to dominate the business. 

Mr. Youncer. Do you think that the same monopolistic control 
exists in the production of crude oil 

Mr. Honecx. I am not qualified to answer that question; I am not 
familiar with the oil business. 

Mr. Youncer. If you found, upon investigation, that it was con- 
trolled by jmeeapeliatie control, would you ask that crude oil “ 
brought under Federal control as a utility, and the price fixed ; 
the well ? 

Mr. Honeck. Frankly, I don’t know what I would think or what 
I would do. Here we are confronted with an existing situation, a 
concrete case before us. In these questions there is always an attempt 
to draw the witness to one side with hypothetical situations, drawing 
him nearer and nearer the cliff where you can push him over, and, 
frankly, I don’t want to get too far from the Phillips case facts. 

Mr. Younerr. I don’t want to get too far, either, from an idea of a 
commodity and what you are trying to do with the commodity. That 
is what I am trying to get clear in my mind. 

Mr. Honeck. Sir, I repeat that we are not trying to do any more 
than to exercise what. now are our legal rights under the Natural 
Gas Act, as interpreted in two Supreme Court decisions, and the 
producers are now attempting to change that situation and trying to 
move from the status quo into something else, and it is all based on 
what I think are fears that have not been demonstrated in fact. 

There has been no reasonable experience under regulation, no one 
has come forward with a proposal to give the gas producers a rate of 
return higher than the electric or the water people, to find out whether 
or not that is going to kill off the incentive to explore. I think that 
after a reasonable experience all of us will know a lot more about what 
is the right thing to do. 

I am not the final judge of what is right or wrong. I am here to 
communicate our position, which has been reached step by step through 
a lot of bitter experiences, and we are strongly influenced by the ex- 
periences we have had. 

We know this committee is trying to reach the right answer, and 
we hope they do. I don’t want any personal philosophy of mine to 
be regarded necessarily as the views of the State of Wisconsin. That 
is one of the reasons I do not like to answer a question such as you 
posed on the regulation of the oil business. 

Mr. Youncer. Well, would you consider the same might be true 
of coal? 

Mr. Honeck. No. I think that in the coal business, as far as I 
know, there is a different situation. You have more competition, I 
believe, and I don’t think that there isa monopolistic situation existing 
there. 

Mr. Youncer. Do you believe that if this law were passed, or if the 
Phillips decision stayed, that the producer of gas in California would 
be forced to sell his gas in interstate commerce 4 
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Mr. Honeck. No, sir; he would not be forced to sell it. 

Mr. Youncer. Then you believe that if he desired, he could then 
keep the gas and sell it in intrastate and prevent all the other States 
from getting gas, if he wanted to and so elected ? 

Mr. Honecx. Probably so; yes. 

Mr. Younger. That’s all. 

The Cuarrman. Mr. Macdonald? 

Mr. Macponap. First of all, Mr. Honeck, I would like to congratu- 
late you on your statement of your position, and of the State you 
represent, which is a consumer State, and on your answering directly 
and quickly the questions put to you by members of the committee. 

I was very interested in Mr. Dies’ and Mr. Rogers’ questions and 
your answers to them. I was wondering if you had to attract indus- 
try, on an incentive basis, to Wisconsin, if there were any industries 
to which you could give a 27.5 depletion allowance to attract them, 
that they could take ‘Youghly one-third before they paid any taxes to 
the Federal Government at all—if there were any industries in Wis- 
consin that had that unique benefit. 

Mr. Honeck. Not in the income-tax field. We have, in the north- 
ern part of our State, deposits of low-grade iron ore know as taconite. 

Mr. Macpona.p. But could you give them a 27.5 incentive ? 

Mr. Honeck. No, sir; they don’t have any such tax exemption. 
There are some small favors that are granted, I believe, under 
the personal property taxes, and the real estate taxes, that const1- 
tutes an incentive, but it would be such a minimal amount that it 
could hardly be compared. Iam trying to answer your question and 
indicate that that is the only industry in Wisconsin to which any 
tax favor is granted and that is very trivial. 

Mr. Macponatp. And do you not feel that that 27.5 special treat- 
ment is unique and very attractive and would provide an incentive 
for the exploration for natural gas? 

Mr. Honeck. It would seem that that is the purpose for which the 
exemption was given, and as to yr or not it is enough or too 
much, I am not in a position to say, but it looks to me like it is pre- 
ferred treatment. I wish I had ite 

Mr. Macponaup. Yes, sir; we all do. 

In the question of Mr. Walter’s about the rates of gas 

Mr. Honeck. What was that ? 

Mr. Macpvonacp. The question of Mr. Rogers. 

Mr. Honecx. Mr. Rogers: yes. 

Mr. Macponatp. He made a point that the differentials in prices 
charged to various communities in Wisconsin would you say that the 
reason for this differential was the difference in the cost to each of 
these different communities ¢ 

Mr. Honeck. I believe I so stated. In every instance the rate is a 
regulated rate, and assuming the Public Service Commission is fol- 
lowing the law, they take into account the various factors or ingredi- 
ents in making up a rate, which include cost and all of these items. 
They are given a certain rate of return which I believe is uniform 
and, depending on the cost of the different localities, the costs will 

vary, and that is true at the wholesale level, at the city gate rate, at 
the end of these pipelines before the gas gets into the local distrib- 
uting system, one step remote from the consumer. 
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Mr. Macponap. I would like to ask you this question, if you share 
my feeling that the oil and gas industry, which their own figures show 
are at an all-time high, both as to profit to the companies, , to paying 
dividends to their shareholders, as to the gas and oil reserves of this 
country, as to the number of wells which have been not only drilled 
but completed, do you share my feeling that the oil and gas industry 
is rather in a peculiar position that they are protesting so strongly 
against the Phillips decision under which—and I would like to have 
you know this because I don’t think you were here last Thursday 
were assured by the chairman = the FPC that he had regulated to 
the best of his ability oil and gas—and they have lived with this de- 
cision for 3 years, and their own aueren show that they are at an all- 
time high in every field, from any aspect, and I wonder if you share 
my feeling that their protesting at this time is a little unique. 

Mr. Honecx. Well, if you are asking me whether I object to some- 
body making money, or making high profits, I would have to say my 
answer is “No.” I am not against people making money or making 
high profits. But I say when a monopolistic situation exists which 
results in exploitation of a consumer group who are at the mercy of 
this particular group, that there is justification for regulation. 

Now, it so happens that the Phillips Petroleum Co., I think that the 
natural gas operations represent only 4 percent of their overall opera- 
tions, at least those were the figures that we developed at Bartlesville 
in 1951, and considering that Phillips at that time was probably the 
largest seller of natural gas in the world and had the largest number 
of reserves, you can see the relationship between the gas business, 4 
percent, and 96 percent, which I assume covered the oil business. 

I don’t know whether Mr. Kuykendall’s testimony related to their 
overall earnings or whether it was limited only to the gas operations 
but, as I say, I have no objection personally, philosophically, politi- 
cally, or any other way, against people making money. I think we 
have to make money to keep this economy going. But within this 
economy there are certain areas in which regulation i is essential, and I 
think it is justified in this case. 

I don’t think we have anything to be ashamed of in Wisconsin for 
pursuing this Phillips case the way we did. I think all we did was 
follow out the principles of the interstate case decided in 1947, 

Mr. Macponatp. Since you often cite the Phillips Co., are you 
aware of the fact that they are currently befoie the FPC with a case 
in which they want their rate adjusted to the cost of production. 

Mr. Honeck. I am aware of that, and our State and Public Service 
Commission are parties to that case. As soon as this hearing is over 
Mr. O'Leary, who is in the hearing room, will go back and resume his 
role at the rate hearing. 

Mr. Macponatp. Doesn't it strike you as peculiar that they are say- 
ing that in no circumstance should they permit the FPC to take cost 
into consideration, and, on the other hand, go before that very body 
and say, “You must take cost into consideration ?” 

Mr. Honecx. That is explained and, as I understand, may partly 
account for the proposal of the administration to permit by way of 
amendment to this bill, to permit the Power Commission on a discre- 
tionary basis to take costs into account. It depends on where you 
happen to be sitting at the time you apply for a rate increase. 
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As I uderstand it, in the lush producing areas where they can get 
gas with a minimum of investment, they would not like to be tied ‘by 
costs. But where, in a marginal area, the cost is more and more, and 
you ret a better return there by considering costs, you ask for costs 
to be taken into account. 

Mr. Macponaup. Or even more particularly—— 

The Cuairman. The time of the gentleman has fully expired. 

Mr. Macponautp. Thank you, Mr. Chairman. 

The Cuamman. Mr. Avery? 

Mr. Avery. Thank you, Mr. Chairman. 

Mr. Honeck, if I understand you correctly, you testified a while ago 
that this amendment that has been proposed didn’t even go far enough, 
that you thought it should be mandatory that the public utility form- 
ula of cost of service be taken into account. 

Did I understand you correctly on that ? 

Mr. Honeck. That was my position, and that is based on consulta- 
tion with Mr. O’Leary and Mr. Lesselyoung, who are experts in the 
rate field. 

As I say, | am not a utilities lawyer. 

Mr. Avery. I just wanted to know if I understood you correctly. 

Mr. Honeck. That’s correct. 

Mr. Avery. And you further testified that you recognized, however, 
that the established and accepted rate of 6 percent might not be sufli- 
cient to supply the induce that might be necessary to kee *p the supplies 
firm / 

Mr. Honeck. I believe that is recognized by most of the opponents 
of this particular bill. I think that Mayor Zeidler, of Milwaukee, 
testified 2 years ago that possibly 8 or 10 percent was necessary. 

Mr. Avery. It seems to me you are developing a little conflict here 
in your testimony. Now, if we must take the cost into consideration, 
then you want to just throw it over to the Commission and say, “Well, 
now, you may determine what is a fair and reasonable return.” 
Then, what else, besides cost, do you think should be taken into con- 
sideration ? 

Mr. Honeck. Frankly, I am not entirely in a position to answer 
that. As I say, I am not a utility lawyer. Mr. O’Leary, who is here, 
will be in a position to answer that question. 

Mr. Avery. But you do recognize there may be some other factors 
that are necessary to take into account? 

Mr. Honeck. I recognize that a gas producer may have expenses 
that should be taken into account. For example, the other Congress- 
men explained that these field 

Mr. Avery. That would be included in the cost, would it not; if 
they were expenses, they would be taken into consideration in the 
cost ? 

Mr. Honecr. Take the situation of exploring and drilling, and 
failing to discover gas or oil. 

Mr. Avery. All right. 

Mr. Honeck. There must be some way of taking that into account 
in making up a rate. 

Mr. Avery. All right. Then, you would agree that what we are 
trying to arrive at is a fair and reasonable value for his commodity ? 

Mr. Honeck. I would assume that is generally it. 
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Mr. Avery. Now, on the basis of that, I am at a loss to know why 
this bill is objectionable to you, as the amendments have been pro- 
posed, because you are getting back right now to the provisions in the 
bill. 

Mr. Honeck. The amendments as proposed, as you say 

Mr. Avery. That was suggested here by the ODM. 

Mr. Honeck. Well, the one that would require the Power Commis- 
sion to take a look again at the existing contracts for escalation 
clauses ; we would go along with that. The second one gives the Power 
Commission, I believe, on a discretionary basis, the right to take costs 
into account 

Mr. Avery. All right. 

Mr. Honeck. We think that is all right, as far as it goes, but we 
think that they should be required, and not permitted, to ignore costs 
in determining the price for the gas. 

Mr. Avery. Well, you have not shown me where you could consider 
costs, and costs alone, and have a fair and reasonable value that you 
are agreed should be arrived at; on the basis of your testimony as I 
have heard it, and your response to other members of the seiahiiie, 
you should be supporting this bill, as amended. 

Mr. Honecx. I may have to back up and retract my answer to one 
of your questions, if you meant by what you said that I go for the 
so-called fair field price and that the Federal Power Commission 
should be able to say an applicant who says, ““This is as much money 
as I can get for this gas; therefore, it’s a fair and reasonable price,” 
and therefore they put a blessing on it; I don’t go along with that. 

Mr. Avery. It should be a fair and reasonable price; you go along 
on that ¢ 

Mr. Honeck. Oh, yes. We are starting out with the proposition 
that the consumers should be charged a fair and reasonable rate, and 
in arriving at that rate you take certain factors into consideration, 
which I suggest Mr. O° Leary will be prepared to explain to you, and 
that if there is a complete chain of regulation from the producer 
through to the consumer, you are assured of a fair and reasonable rate 
for the gas 

Mr. Avery. Just one more question, then. In view of those two 
proposed amendments, what is there left in the bill that is objection- 
able to you? 

Mr. Honeck. This statement which has been filed contains an 
analysis of the bill, a statement of the reasons for our opposition. 
Mr. O'Leary is the author of it. It was reviewed by Governor 
Thompson, by myself, by the other members of the public service 
commission, and I would like for Mr. O’Leary to answer any ques- 
tions relating to the content of this statement. 

Mr. Avery. Thank you. 

The Cuarrman. Mr. Rhodes? 

Mr. Ruopes. No questions. 

The CHatrman. Mr. Alger ? 

Mr. Auger. Thank you, Mr. Chairman. 

Mr. Honeck, I will try to limit my questions directly to the testi- 
mony you have given, and I have listened carefully. You made the 
statement—I might be right or wrong—that 61 companies were pro- 


ducing approximately 80 percent or thereabouts ? 
Mr. Honeck. Yes. 
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Mr. Anger. As to that being a monopolistic situation. It is a 
monopolistic situation that concerns you; right 

Mr. Honeck. Yes. 

Mr. Aucer. If, then, we could establish the fact here that there 
is not a monopolistic situation, there would not be any need, in your 
mind, for Federal regulation of gas prices at the wellhead; is that 
right ¢ 

Mr. Honeck. If there is free and open competition in the sales 
of natural gas in interstate commerce in the field. 

Mr. Auger. That would not be a monopolistic situation 4 

Mr. Honeck. Yes. 

Mr. Aucer. If there is not a monopolistic situation—— 

Mr. Honeck. Then there would tye no need for this regulation. 

Mr. Arcer. So that, if it is not a monopolistic situation and the 
facts so establish that, there would be no need for wellhead-gas 
pricing ? 

Mr. Honeck. I believe that is our position. 

Mr. Aucer. Well, that sounds logical. I am not trying to trip 
you; I am not an attorney, so you don’t have to beware of me, as you 
might another. 

Mr. Loser. I except to that statement of Mr. Alger’s. [ Laughter. | 

Mr. Atcer. You made this statement, and you might want to cor- 
rect it; I have taken down what you said. 

Mr. Honeck. Yes. 

Mr. Arcer. I am trying to give it back to you, and not twist it— 
that there would not be regulation of the gas pricing, as you saw it, 
if cost was used in this bill. Did I understand that correctly, or do 
you want to restate it? 

Mr. Honecx. No; I don’t believe I said that. 

Mr. Atcer. I will pass that, then. Now, you did say that you were 
satisfied with the Supreme Court’s decision in the Phillips case ? 

Mr. Honeck. Yes. 

Mr. Auger. Satisfied with what the Supreme Court said about the 
control of gas? 

Mr. Honeck. Yes. 

Mr. Avcer. Let me ask you this: Do you feel the Supreme Court de- 
cision was a correct expression of the intent of Congress ? 

Mr. Honeck. Well, sir, 1 participated in the case all the way from 
the administrative level through the United States Supreme Court, and 
I took part in the oral argument, and it was our firm position that the 
Natural Gas Act provided for regulation of the sales involved in the 
Phillips case. That is what we said. The case arose by reason of the 
refusal of the Federal Power Commission to take jur isdiction of those 
sales. They said, “We have no jurisdiction,” and that was the issue 
before the Supreme C ourt. We took the affirmative, and said they did 
have the authority, and I would say that the Supreme Court correctly 
interpreted the law. 

Now, I realize that next to segregation, or the question of segregation 
in schools, this is probably one of the big issues as far as the leg al pro- 
fession is concerned—as to whether it constitutes legislation by the 
judiciary. 

[ have spent about 11 years in the attorney general's office in Wis- 
consin, and make my bre: ad and butter inter preting laws and rendering 
opinions, and I would say that, on my study of this particular case, 
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this does not constitute judicial legislation but is a clear case of inter- 
pretation, and that all of the f factors which we put in our brief and in 
our argument justified the result. 

Mr. “Axorr. I have only 5 minutes. I am simply asking you once 
again, do you think the Supreme Court’s decision correctly reflected the 
majority intent of Congress ? 

Mr. Honeck. That is what the Supreme Court said. 

Mr. Acer. I am not asking you what they said, Mr. Honeck 

Mr. Honeck. That is what L told the Supreme C ourt, and I do think 
So. 

Mr. Aucer. I wasn’t there. I am just simply trying to be as straight- 
forward as I can, if you will help me. 

Mr. Honeck. Yes, sir. 

Mr. Axcer. Now, getting back to my earlier question about this, if 
we can show it is not a monopolistic situation, let me ask you some- 
thing about price. 

What interests me is that we in this committee have really the same 
interest, and that is to see that the price of gas is fair. 

Now, we have got two philosophies that are clashing here: Which 
do you think is the better arbitrator of gas prices? If we can show 
it is not a monopoly, would it be competition or would it be regula- 
tory control? Which is the most likely to keep prices lower, as against 
increasing price: competition in the open market place, or a bureau- 
crat or agency setting the price / 

Mr. Honeck. Well, I don’t know as I am technically qualified to 
answer that question, but it would seem to me that on the basis of 
regulation, whenever a proprietor of one of these utilities feels he is 
not getting an adequate return, he comes in and asks for an adjust- 
ment. 

On the other hand, if he is making too much, there is more of a lag, 
and the consumers come in and ask for a reduction. In competition 
there are many factors, and I suppose that there is greater fluctuation 
in open competition, and probably you reach a lower price at an 

arlier time there than you would under regulation. 

Mr. Arcer. Let me pass on; I am afr aid I have asked too many 
complicated questions that I now realize you can’t answer. 

You are not satisfied that the present bill embodies the Supreme 
Court decision—— 

Mr. Honeck. That’s right. 

Mr. Avecer (continuing) : You think it should be tighter controlled 
than this bill, as expressed / 

Mr. Honreck. This bill, using the fair field price as the measuring 
stick, does not constitute regulation, i in my opinion. 

Mr. Arcer. I see. 

Now, another question: If we are going to evaluate the cost, can you 
think of any basis on which thes ‘isk factor can be evaluated correctly ? 

Mr. Honecx. No, sir; I have not given any study to that. 

Mr. Auecer. Would that be in the picture ? 

Mr. Honecx. That would be in this picture; yes, sir. 

Mr. Arcer. Do you know anybody that can compute the risk factor 
in computing the cost ¢ 

Mr. Honeck. Well, I haven’t given any particular thought to that. 

You have got to appreciate our position. We are under a law 
which provides for regulation. Someone else is coming along and 
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asking that it be changed, so I don’t feel the burden is on us to tell 
them how to do it. I think they should come forward with the pro- 
posal in which those things are considered, and that they have the 
burden of proof. 

Mr. Atcer. That may be. In fact, I am not at the moment taking 
any sides in the thing, I am still trying to get answers to questions. 

I am wondering about the risk factor—how you would evaluate it. 

Mr. Honeck. I think Mr. O’Leary, who has made a study of eco- 
nomics, may be able to answer it. I don’t know; I am not able to. 

Mr. Aueer. I will ask him that. 

I am very concerned about the philosophy involved, and I am now 
concerned about you, too, since you think you believe in free enter- 
prise and you think this bill is consistent with it, because that is a 
dilemma I am trying to solve in my mind, whether we can get a price 
for the people who are captive, get a price for their gas more » effic iently 
by Federal regulatory body than by competition, and I am very 
concerned in trying to rationalize the statement you made, if you 
believe in free enterprise, how you can be for this bill, if the bill 
makes for tighter controls—— 

Mr. Honeck. Well, if you make a comparison of the gas business 
with the coal business and the milk business or others, you realize 
that this factor of the consumer being so-called wedded to the source 
of supply, and that you can’t move a pipeline around like a garden 
hose, you find that you have a unique factual situation pec uliar to the 
gas business which apparently does not apply to many other types 
of business. 

I think that may be the critical factor, when a consumer puts in a 
gas furnace in his home, and buys a gas stove and a gas hot water 
heater, he has quite an investment, and he can’t move around and 
choose a different supplier. He is stuck, and I think that is a very, 
very important factor to be considered, in addition to the particular 
price that he pays. He hasa large investment. 

Mr. Aucer. I think my time is up, and thank you very much, Mr. 
Chairman. 

The Cuarrman. Mr. Jarman? 

Mr. Jarman. Mr. Honeck, as we both know, in July of 1954 the 
President created and established the Cabinet Committee on Energy 
Supplies and Resources Policy, to study this natural-gas problem as 
well as other problems. 

I want to get your comments on a statement from the report of 
that Cabinet committee, wherein they said, and I quote: 

The problem of natural gas regulation should be approached from the view- 
point of assuring adequate supplies and the discovery and development of addi- 
tional reserves to support such supplies, in the interest of national defense, 
an expanding domestic economy, and reasonable prices to consumers. 

I am wondering if you are in agreement with that general statement. 

Mr. Honeck. Well, before : answering that question, I would like to 
make this observation : 

I don’t know how I would prove it, but I think that the people that 
made up that report had closer contacts, shall we say, with the indus- 
try, and that there wasn’t any militant representative of the consumers 
on that group. I think that has been generally conceded. I am 
merely repeating the rumor and common talk that that was an indus- 
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try-favored report. I had the opportunity in the spring of 1955 to 
sit with a small group of consumer representatives, with the President, 
in which we were attempting to give lion some of the consumers’ view- 
points. From the questions he asked of us and the answers that he 
showed particular interest in, I came away with the feeling that he 
had not previously been given the consumers’ viewpoint. 

To pinpoint that further, I will suggest that our present Governor, 
Vernon Thompson, who then was attorney general, gave him the 
suggestion that there was a monopolistic situation. He tried to point 
out the differences between the gas business and some of these others, 
and the President said, and these are almost his words: 

“Well, now, for the first time I am hearing a side of the story that 
I haven't heard.” 

I mean, that was the import of what he said. 

Mr. Jarman. Well, I have given you, by referring to the Cabinet 
Committee, a springboard from which to make a statement that you 
feel pretty strongly about, but let’s get back to the general statement 
that is contained in exactly what I quoted to you. 

Are you in disagreement with the general statement that is quoted 
from the report, or are you in agreement. I can repeat it if you like. 

Mr. Honeck. Well, my understanding of what you said, in general, 
is that an important factor, in addition to prices, is the matter of 
production and being sure to get supply. Is that the essence—— 

Mr. Jarman. Considering the problem of natural-gas regulation 
that you need to consider the assuring of adequate supplies, the dis- 
covery and development of additional reserves to support such sup- 
plies, in the interest of national defense, an expanding domestic econ- 
omy and reasonable prices to the consumers. 

Mr. Honeck. Yes, I think that is a fair statement. 

Mr. Jarman. Of course, the committee, making reference to the 
production of natural gas, came to the conclusion and made the 
recommendation : 

We believe the Federal Government should not control the production, gather- 
ing, processing, or sale of natural gas prior to its entry into an interstate 
transmission line. 

I will tell you frankly what my own impression is, and I have lis- 
tened to your statement with interest and listened to it with care all 
of this morning. I think you have made a good statement in terms 
of the interest that you are trying to represent and the side of this 
picture that you are trying to present. 

Frankly, I do not think that you are giving a very broad con- 
sideration to the overall problem and all of the implications involved. 
My own impression of what you have said is that you have concen- 
trated on the aspect of cost to the consumers in Wisconsin and else- 
where, and on the source of supply of gas to those same consumers, 
but that you have given very little consideration in your statement 
and conclusions to the very real problem of finding gas and of devel- 
oping the additional reserves that are necessary to support those 
supplies. 

It seems to me that that part of it is a very big part of the overall 
picture that is now before this committee of the Congress, and that 
in the statement that you have made you have testified to one par- 
ticular part of the problem, certainly, but I think you are not dealing, 
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in your statement or in your remarks, with a very big aspect of this 
problem as it concerns this committee as a legislative matter. 

Mr. Honeck. Well, I am sure that the producer interests are ably 
championed in their ‘arguments and that they won’t need any help 
from me to bring forth “facts on their side, and I have attempted to 
present our viewpoint with the hope and expectation that it will be 
taken into consideration by the committee in its aged ac oe ae 

I do not suggest to the committee that we are infallible. I don’t 
know whether we are right or wrong over the long pull, but I do think 
that we have got some merit on our side. 

As I said, our position is based upon experiences we have gone 
through, that we are now experiencing, and we have presented “this 
information for the committee’s consideration and we are confident 
that you will come out with a correct result, taking all these things 
into account. 

Mr. Jarman. Of course, there are many of us who feel, based on 
what evidence we have had to date, and study of the problem gen- 
erally, that if producers continue to be under the regulation of the 
Phillips decision, if they continue to be under Federal regulation, as 
they now are, that the very thing that is your objective, ‘and that is 
assuring = protection of consumers as to supply of gas and the cost 
of that gas, there are many of us who are convince ed that it is the 
consumers ‘Cienintliven who will suffer in the long run from such con- 
trol because it strikes at the incentive in a very expensive business to 
get out and try and find supplies upon which supply and price are 
based. 

It does seem to me that in justice to the overall picture and the 
important aspects of all those elements, that your testimony, even on 
price and supply, ought to include more consideration, more comment 
upon the other aspec cts of the situation. 

The CHarrman. The time of the gentleman has expired. 

Dr. Neal ? 

Mr. Neat. I have no questions. 

The CHarrman. Mr. Moss? 

Mr. Moss. Mr. Honeck, I did not gain the same impression from 
your statement that my very good friend, Mr. Jarman, did. 

I represent both producers “and consumers in this field of natural 
gas. 

You are not urging that we adopt any rules here which would deny 
the producer a fair return on his risk and his investment, are you?! 

Mr. Honeck. No, sir. We think he is entitled to it. He should have 
it, and it should be ample to provide the incentive that would be 
ys balancing factor between going out and continuing to discover 

gas, or sitting back and going on str rike, so to speak. 

Mr. Moss. As I recollect your testimony, you indicated that per- 
haps an even highr rate of return should be. permitted the gas pro- 
ducer than is normally permitted in other utility services? 

Mr. Honeck. That is correct. 

Mr. Moss. And in this discussion of the commodity nature of gas, 
is not the great difference the fact that the ultimate consumer is not. 


able to seek the advantages of a free market in purchasing ? 
Mr. Honrck. That is true. 


. 
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Mr. Moss. You were asked a question about the automobile business. 
Now, we will grant that there are 3 producers, and 1 of them is a giant, 
neither one of the 3 are very small, but I believe that I can go out here 
in the Washington area, and probably up in Wisconsin, and if I want 
to buy a Ford, I have a number of dealers and I will probably get a 
different price from every dealer, and I can, with the workings | of a 
free market, as a consumer, determine the price I want to pay. If I 
don’t get it in Ford, I can see Chevrolet or Plymouth or somebody 
else, if I am seeking in the lower three. 

Mr. Honrck. Not only that, but you have a further advantage in 
the system. If you have been priced out of the new-car market, you 

can go out and buy a used ear. 

Mr. Moss. You have unlimited opportunities, whether it is an auto- 
mobile, TV, or any other commodity that may be produced. 

Mr. Honecx. That is right. 

Mr. Moss. Originally by anyone who is virtually in a monopolistic 
position in the field, but you have the workings of a free market avail- 
able to a consumer. 

Mr. Honeck. That is right. 

Mr. Moss. Now, in this case of natural gas, however, it is produced 
and it still is merchandised most generally as a utility in a protected 
territory, with rights firmly established by law, and the advantage 
given by law is exchanged for the need of regulation in the public 
interest. Isn’t that, generally, the principle of regulation ? 

Mr. Honecx. That is correct. 

Mr. Moss. In the utility-type regulation ? 

Mr. Honeck. Yes, sir. 

Mr. Moss. Now, in considering the risk, and certainly there are 
great risks, but they are inherent in any business activity, whatever 
the nature, in this country, I think the business failures, if you take 
the field of automobiles or appliances would probably be as great as 
the failure in seeking natural gas or, wp my way, maybe trying to 
develop some water resources. There is risk wherever you go, but only 
in this one do we give the heavy depletion allowance, and that was 

rranted, as I understand, by Congress because there was a risk and 
it was felt to be in the national interest to recognize that and to encour- 
age development and exploration. Isn’t that rather a substantial 
inducement to people who want to speculate, who want. to risk their 

capital in the hope of higher returns? 

Mr. Honeck. Well, it would seem to be; yes, I agree with you. 

Mr. Moss. Now, if we consider cost in this field of regulation, under 
reasonable standards certainly you would take into consideration 
availability of supply and other factors. All you are asking for is that 
a formula be fixed which assures both the producer and the consumer, 
after an impartial hearing, that the price set is a reasonable one, on 
the basis of historic factors which are considered in both the regulated 
and unregulated businesses—everyone considers cost in whatever 
you do. 

Mr. Honecx. That is correct. 

Mr. Moss. I want to compliment you on your statement; I think it 
is a most excellent one. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Heselton; and I will come back to Mr. Hesel- 
ton, since he was passed. 
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Mr. Hesevron. Thank you, Mr. Chairman. 

Mr. Attorney General, I want to compliment you on what I think 
was a splendid presentation to the committee on one of the basic 
problems which confronts us. 

I would like to ask you in these few minutes 1 or 2 questions and 
have you think about it in the hope that I may be able to ask you 
further questions and you may be able to secure further information 
on this particular point. 

I am not attempting to select one portion of the statement against 
any other, but this is one that interests me a great deal. Last week | 
inquired of Mr. Kuykendall about it. 

In your formal statement you referred to section 13 F, and said 
this: 


This section provides for the application of the reasonable market price 
standard to pipeline-produced gas. Our previous comments with respect to the 
reasonable market price standard apply with equal force to this section. How- 
ever, in the case of pipeline-produced gas or gas purchased from an affiliate the 
application of the reasonable market price standard is particularly objectionable. 
The cost of developing, expanding, and retaining pipeline-owned gas has already 
been paid for by consumers. A revaluation of these same reserves will place an 
unwarranted additional cost burden upon consumers. The principle is basically 
unfair to consumers. The attempt of the Federal Power Commission to apply 
this principle in the Panhandle Eastern Pipeline case was reversed by the 
United States Court of Appeals 


uid you gave references to the circuit court case there, and then said: 


If such a principle is now to be enacted into law, several major pipelines 
would receive millions of windfall profits at the expense of customers from gas 
reserves paid for by customers, the costs of which are definitely ascertainable. 
Further, the inclusion of the reasonable market price standard for pipeline- 
produced gas makes it advantageous to the pipelines to pay higher prices to 
independent producers. The reluctance of pipelines to bargain sharply with 
independent producers is notorious and certainly should not receive the added 
encouragement which this provision would supply. 


That speaks for itself. 

However, I do want to refer to our record for two points. Your 
Governor appeared as attorney general for the State of Wisconsin 
in 1955? 

Mr. Honeck. That’s right. 

Mr. Hrsevron. His testimony begins at page 1539 of those hear- 
ings, and he had a very significant paragraph or two which I would 
like to put in the record so that you can consider it duri ing the recess : 


I do not want to trespass upon the time of this committee, but there is the 
other very interesting circumstance that I would commend to your attention in 
the report of the Phillips case, and that is the imposition of unnecessary mid- 
dlemen between the owners of the gas, the pipeline, and the consumer, and that 
is the very interesting case of the corporation called Tascosa. The Tascosa was 
formed by the Kerr-McGee interests. They borrowed money at the First Na- 
tional Bank of Chicago, and I wondered when I read the enthusiastic defense 
of the 


I think that should read “Harris bill,” and I continue: 


by an executive of the First National Bank of Chicago, what his interest was, 
and then I remembered that in the Tascosa Co., it was the First National Bank 
that loaned $3 million to the Tascosa firm 6 days prior to that time; repayment 
guaranteed by Kerr-McGee and Phillips, in which the Phillips Petroleum Co. 
leased out to this Tascosa Co. 100 square miles of gas-producing land; 100 
square miles in the very heart of the acreage already dedicated by the Phillips 
Petroleum Co. to the Michigan-Wisconsin Pipe Line Co. It was not marginal 
land. It was gas land, proven reserves. 
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And that lease-out agreement provided that the Tascosa Co. was to drill 100 
gas-producing wells. It also provided that each one of these wells was to pro- 
duce a minimum of 2,500 thousand cubic feet of gas a day, or the Phillips Co. 
would take that lease out. It did not have to be a dry hole. It just had to 
produce less than the minimum that they required. They would take that out 
of the lease; Phillips would pay Tascosa for drilling that well, and they would 
replace it with another square mile of gas-proven reserves to replace that 
particular gas well. 

There was not any risk to the Tascosa Co. There was a guaranteed profit, 
because Phillips then bought back from the Tascosa Co. the very gas that they 
had owned before they leased it to the Tascosa and bought it back from Tascosa 
at a price within a few hundreds of a cent of what it would have cost them 
to buy gas from some other independent producer who is producing the gas in 
that particular area. 

It is things like the Tascosa deal; it is things like the hundred percent in- 
erease in the cost of this natural gas before it was put into the pipeline; it is 
the 17 percent net earnings on the gas that they are sending exclusively to 
Wisconsin, that the people of Wisconsin think they have the right to scrutinize, 
when a monopoly is controlling that production. 

Now, we are in favor of making a fair return on the investment. We want 
the distributing companies in the community to make a fair return; we want 
the transmission company to make a fair return, and we want the producers to 
make a fair return also; but the committees of this Congress have repeatedly 
said, and the Supreme Court has repeatedly said, that you cannot have effective 
regulation that has a gap in the regulatory system; you cannot say it is free 
enterprise, on the one hand, for one part of the sale, and regulation, on the 
other hand; you cannot have a chain with a link cut out of the middle of it. 


That is laying the foundation because I want to ask you two or three 
questions, and I want to ask you in particular, Mr. Attorney General, 
if you have any knowledge of the financial holdings, the interlocking 
directorates that exist today between people who are in the pipeline 
business, and who are also in the producing business, or who set up 
such companies as the Tascosa Co. 

Mr. Honeck. The Tascosa Co. 

Mr. Hesetron. You went all through the Phillips case from the ver 
initiation of it to the Supreme Court. I think you can help us with 
development of some of the facts for the record that we ought to have, 
and I would like to know this afternoon, when it comes my turn to 
ask you some further questions, something more about your objections 
to this section 13—F that apparently could lead one to these pipeline 
costs that everybody, I suppose, thought out to be examined. 

I am afraid I have gone overtime, but I appreciate your courtesy 
in letting me lay the foundation for later questions. 

The CuHatrman. Mr. Attorney General, he has made the state- 
ment that during the recess you can look those up so that you can have 
a better understanding of the problem, if you are not already familiar 
with it. 

Now, Mr. Dingell. 

Mr. Drneetxt. Thank you, Mr. Chairman. 

I would like to compliment you, Mr. Attorney General, on a very 
fine statement this morning. I would like to say that maybe we New 
Dealers and Fair Dealers and Hoover Republicans are not so far apart 
as I might have been led to think in this past year. 

I would like to start out by getting down to this business of g 
as a commodity. I am not married to the concept that gas nannies 
to be a commodity, just assuming now for the point of the argument, 
and going no further in our assuming than that, I would like to ask 
you this: 
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What protection are you offered in Wisconsin, or what protection 
are my consumers in Michigan offered if we are permitted to regulate 
the distributors locally, and permitted to regulate the pipelines that 

carry the gas from the wellhead, but we can’t really make any effec- 
tive regulation at the wellhead? What is the position of consumers 
in your - State and my State on that? 

Mr. Honec k. W ell, if the pipeline company at the point of pur- 
chase, such as in the Phillips case, at the exit of the processing plants, 
where the gas is assembled, is required to pay whatever the traffic 
will bear (and it appears that these pipeline companies do not have 
any hanticedar incentive to fight for a lower price because they merely 
pass the cost on to the distributor, and on to the consumer), why, then 
those costs become fixed charges in the rate that the consumer is ulti- 
mately required to pay, and he has no protection. As the President 
said in his budget message, the consumer needs protection. It is essen- 
tial that the consumer be protected. 

Mr. Dincetx. A fair samen then, would be that a consumer in 
that position is in a pretty bad wa 

Mr. Honecx. Well, he is a in regard to that part of the rate 
he pays, over which there is no control. 

Mr. Dincer i. Now, I would like to go a step further with you, if 
I may. 

The CHatrman. Off the record. 

(Discussion off the record.) 

The Cuamman. The committee will adjourn until 2 o’clock, at 
which time Mr. Dingell will be recognized to proceed. 

(Whereupon, at 12:05 p. m., a recess was taken, to reconvene at 
2 p. m. of the same day.) 


AFTERNOON SESSION 


Mr. Mack. The committee will come to order. 

Before the next witness, the representative from Minnesota, Mr. 
O’Hara, would like to present the attorney general of his State. 

Mr. O'Hara. It is my privilege and pleasure to introduce to the 
committee the attorney general of Minnesota, Mr. Lord, who asks 
permission to file a statement in opposition to the pending bill. 


STATEMENT OF MILES LORD, ATTORNEY GENERAL, STATE OF 
MINNESOTA 


Mr. Lorp. Mr. Chairman, if you please, we appear in behalf of the 
sovereign State pursuant to the direction of the governor; and ac- 
cording to the common law the powers of the attorney general are to 
do everything and anything which he believes to be in the interest 
of the people of the State. 

We want to be firmly on record as opposing this legislation. I 
would like your permission, if I might, to file my written statement 
in the next couple of days, stating our position more fully. 

If after that time you feel that you would like to cross-examine me 
I will be available on short notice. 

Mr. Mack. We are pleased to have you appear before our committee 
and you may have permission to file your statement. 

(The statement was later supplied and appears on p. 673.) 
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Mr. Mack. This afternoon we will continue with the questioning of 
Mr. Stewart Honeck. 


S!ATEMENT OF STEWART HONECK, ATTORNEY GENERAL OF 
WISCONSIN—Resumed 


Mr. Honeck. Mr. Chairman, if I may, at this time I would like to 
read a fairly brief paragraph which I believe will clarify the things 
I was trying to say this morning with respect to the element of cost. 

It was introduced into the record on the hearings in April of 1955, 
on H. R. 4560, first session of the 84th Congress. 

Incidentally, this document was filed with the FPC in a proceeding 
in which they were attempting to lay down rules under the principles 
of the Phillips case. They invited comment. And this represents 
the official views of the State of Wisconsin as filed in that proceeding. 
It reads: 

We sincerely believe that the application of the cost of service principle will 
provide a fair and completely satisfactory standard for the determination of 
prices to be paid to producers for most natural gas sold to interstate pipelines. 

If incurred, these expenses may include delay rentals, dryhole expenditures, 
exploratory and drilling expense, bonus payments, maintenance, depreciation 
and depletion charges, taxes, and general administrative expenses. 

The rate base may properly include investment in production plant facilities, 
producing leaseholds, leaseholds held for future use and acquisition cost of 
acreage required for prospective development. 

In determining the rate of return the Federal Power Commission is not 
bound by law or economic necessity to prescribe the same rate of return as that 
fixed for pipeline transportation. 

In fixing the rate of return for a producer the Federal Power Commission 
can properly take into account any necessary incentive requirement and any 
risks or hazards which are inherent in the business and which are not otherwise 
compensated for by allowances in operating expenses or rate base. 

If I said anything inconsistent with that statement, I would like 
to conform my answers to that statement because that represents the 
considered views of those who are better informed than I am on the 
subject. 

It had the careful study of the Public Service Commission. And 
in the previous hearing as I indicated that was presented, I believe, 
by Mr. O’Leary. 

Mr. Mack. Thank you. 

I believe this morning Mr. Dingell was questioning and had the 
floor. 

Mr. Drneet,. Thank you, Mr. Chairman. 

Mr. Mack. The Chair recognizes the gentleman from Michigan, 
Mr. Dingell. 

Mr. Dineewu. I believe I had taken up 2 of my 5 minutes when the 
bell rang. 

We were talking at the time that we adjourned about line 5 of the 
bill, turning on page 3; 

Transportation of natural gas in interstate commerce means only such trans- 
portation of natural gas in interstate commerce as occurs after the completion 
in or within the vicinity of the field or fields where produced— 
and then the bill continues on after that. 

Will you tell me what that section means, please, sir? 

Mr. Honeck. Page 3, line 5? 

Mr. Diner. Line 5, yes. Let me change that question, if I may, 
and ask you this: 
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Does that change the traditional interpretation of the interstate 
commerce as we have worked under in this field ? 

Mr. Honeck. Of course, interstate commerce as applied to the 
production, gathering, transportation, sale and distribution of natural 
gas, I believe, if the Congress chose to regard any phase of it as in 
interstate commerce, it would start at the well head and continue on 
until it reached the so-called burners at the consumer’s household, 

Mr. Diner. Then it would be fair to say that this additional sec- 
tion of the law affecting gas transportation in interstate commerce 
would very substantially “amend what constitutes interstate commerce ; 
am I correct ? 

Mr. Honeck. Well, it would limit the meaning of the term “trans- 
portation of natural gas” to a starting point after— 
all production, processing, treating, compressing and delivering into the trans- 
portation facilities— 
and so forth. 

Mr. Dineen. Let me go on and discuss with you one more point that 
I think is of interest, and that is this. You are familiar with the 
colloquy you had, I believe, with Mr. Dies and Mr. Rogers of Texas 
this morning. 

Mr. Honeck. Yes. 

Mr. Dinceti. That was as to regulation converting a commodity 
intoa utility. I believe in the course of that colloquy there were some 
questions and answers made which may have left the impression that 
you feel that regulation converts a commodity into a utility, is that 
true ¢ 

Let me rephrase that question, then, and put it to you this way: 

The fact that a commodity is regulated does not necessarily convert 
it into a utility, does it ? 

Mr. Honecx. That in and of itself? What do you mean by “regu- 
lation”, if it is regulated ? 

Mr. Dinceii. For example, in the case of natural gas. 

Mr. Honeck. Well, the thing we have been contending here is 
that under the Natural Gas Act as construed by the Supreme Court, 
the utility type of regulation would be in a measure applied to the 
sale of natural gas. T don’t know as I gr asp your question. 

Mr. Dinceiy. The point I am working onto, wouldn't it be fair to 
say it is still a commodity even though it is regulated, but a specific 
kind of commodity which happens to be strongly affected by public 
interest and public policy and by need of protection for the public; 
isn’t that a fair statement ? 

Mr. Honeck. That is correct. And I might add that during the 
recess my colleagues, Mr. Lesselyoung and Mr. O’Leary raised the 
question as to whether natural gas is a commodity. And it seems 
that we perhaps ought to define what we each mean by a commodity. 

I was thinking in terms of something tangible, which is the sub- 
ject of sale. And they suggested that the requirement of putting it 
in the pipeline distinguished it from the other ordinary concept of 
commodity. 

Mr. Dinceixi. Let me then go on with you to section 13F entitled 
‘Allowance of operating expense for natural gas produced or pur- 
chased from affiliate, by natural-gas company. 

I am sure you are familiar with the case of the city of Detroit 
versus FPC in Panhandle Eastern Gas Co., are you not, sir, and I be- 
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lieve that the Court finding in that case affected the people of your 
State. 

Mr. Honeck. I am familiar with the general holding in the case. 

Mr. Drncetu. I believe the holding in that case was that a natural 
gas company, within the meaning of the act, especially in that par- 
ticular case a pipeline company, could get additional funds for explor- 
ation and development, but that as a starting point for that computa- 
tion by the FPC or by the courts, that the regulating body must re- 
turn to the traditional cost plus fair return formula as had been used 
in the past. Am I correct? 

Mr. Honeck. I believe so. 

Mr. Dineeti. So that under that particular interpretation of the 
law, first of all, utilities and gas producers and pipeline companies 
could get additional funds for development and exploration, isn’t 
that a fact? 

Mr. Honeck. That is right. 

Mr. Dinceti. So they were not stymied and prevented from getting, 
in addition to a fair return, additional funds for development and ex- 
ploration where they could make a proper showing, is that right? 

Mr. Honecx. That is correct. 

Mr. Dincetxt. And this section, as I understand it, I believe at- 
tempts to overthrow that judicial ruling by legislation ? 

Mr. Honeck. It attempts to enact into law the principle which the 
court struck down. 

Mr. Dinceiti. Which was? 

Mr. Honeck. Well, it is best phrased, I would say, at pages 22 and 
23 of our formal statement which we filed : 


If such a principle is now to be enacted into law, several major pipelines would 
receive millions of windfall profits at the expense of customers from gas reserves 
paid for by customers, the cost of which are definitely ascertainable. 

Further, the inclusion of the reasonable market price standard for pipeline- 
produced gas makes it advantageous to the pipelines to pay higher prices to 
independent producers. 

Mr. Dinceiti. Would it also be fair to say that there would be a 
reason in consideration of this bill for distinguishing pipeline com- 
panies which are after all in interstate commerce, at least, by and large, 
from the small independent producers—wouldn’t that be ‘fair? 

Mr. Honecx. Would you state that again, please? 

Mr. Dincew. I say, wouldn’t it be a fair statement to say that it 
would be proper to make a distinction between pipeline companies 
and small independent producers ? 

Mr. Honeck. Well, for what purpose ? 

Mr. Dinceiy. Well, for example, for the treatment of their reserves. 

In other words, the point I am making is this, assuming that the 
committee in its deliberations decided to treat this bill, or decides 
to accept the rest of the bill, wouldn’t it be fair to say that section 13F 
puts in a benefit to the big pipeline companies which by no means 
helps the small producer ? 

Mr. Honeck. I would prefer that question be propounded to Mr. 
O'Leary, as I say, who is an expert on rates. And I do not know as 
I am qualified to answer that question. 

Mr. Dincett. I will be glad to withhold the question then. 

No further questions, Mr. Chairman. Thank you very much. 

Mr. Mack. Mr. O'Hara. 
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Mr. O’Hara. Mr. Honeck, I am sorry that I did not hear your 
testimony. But I want to compliment you on following the rules of 
the committee. 

At 4 o'clock yesterday afternoon I asked that I be furnished with 
the statement which you proposed to file for your appearance here. 
You were 1 of 4 that followed the rules of the committee. 

Mr. Honeck, did you have an opportunity to read the testimony 
which Mr. Kuykendall, the Chairman of the FPC, gave before this 
committee ¢ 

Mr. Honecx. No, sir; I did not. 

Mr. O'Hara. I think that in one regard that Mr. Kuykendall, the 
Chairman, told the committee that the “utility base is cumbersome and 
unsuited to the production of gas and results in quite a difference for 
gas producers in certain areas. 

That is, applying the utility rate base that he felt that it was not a 
fair measure for the Commission to use as they were compelled to use 
under the Phillips case. Do you disagree with Mr. Kuykendall on 
that? 

Mr. Honeck. That is a rather general statement that he made. If 
he specified the particulars we would be better able to answer his 
contention. 

I do not know—were you here at the opening when I read this very 
brief statement that we filed with the FPC? 

Mr. O’Hara. Yes. This afternoon? 

Mr. Honeck. Yes. 

Mr. O'Leary, who is available to testify and answer these questions, 
indicates that this statement pretty well answers that type of conten- 
tion. And he says that the proposal made in this statement satisfies 
the arguments made by the producers concerning the element of risk 
taken in exploring for additional reserves. 

And I suppose that is the critical thing that Mr. Kuykendall may 
have had in mind. 

Mr. O'Hara. I do not know whether the Commission or the courts 
are going to recognize the statement which you read as the principle 
which they are going to use to determine the rates. That may be a 
statement of your position, but it is not a statement of the Commission, 
is it? 

Mr. Honeck. I appreciate that. But that represents our v iewpoint. 
And, frankly, we do not always go along with the Commission’s view- 
point. We didn’t in their deni: l of jurisdiction in the Phillips case. 
And when the final answer was given by the Supreme Court it 
developed that we were correct. 

So it is conceivable that an issue such as this might be litigated and 
the same result achieved. 

Mr. O’Hara. You read the statement of the President in the veto 
message of February of last year and the statement I assume was 
made ‘by the President in the budget message and one of the press 
conference for the need for legislation or something to that effect. 

You are familiar with those statements, are you not ? 

Mr. Honecx. Generally. 

Mr. O’Hara. You are in disagreement with the views of the Presi- 


dent in that regard? Your position is in disagreement with that of the 
President ? 
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Mr. Honeck. I would have to have the language given to me before 
I would say I was in agreement or disagreement. I cannot recall the 
full context. There were 4 points, as I recall, 4 points in his veto 
message. 

Mr. O'Hara. This part of the veto message, I think, is appropriate 
to that question in which it says: 

At the same time— 
speaking of the Harris bill— 

I make quite clear that legislation conforming to the basic objective of H. R. 6445 
is needed. 

That is the Harris bill of the last session of Congress. 

It is needed because the type of regulation of producers of natural gas which is 
required under present law will discourage initiative and incentive to explore for 
and develop resources and supply. 

In the long run, this will limit supplies of gas which is contrary not only to the 
national interest but especially to the inte rest of the consumers. I feel that any 
new legislation in addition to furthering the long-term interest of consumers * * * 
should include specific language for protection to customers and rights of their 
prices. 

Do you disagree or agree with the statement of the President in the 
light of your statement ? 

“Mr. Honeck. I would like to put it this way, our position is, I think, 
pretty clearly stated in this formal statement of reasons for the opposi- 
tion of the State of Wisconsin. 

And upon a careful examination of that document and a comparison 
with what the President said, there appear to be differences—any 
reader may draw his own inferences. 

I do not like to be put in the position of saying I disagree with him 
on this type of question and answer. I think the differences or sim- 
larities may readily be determined from the respective documents. 

Mr. O'Hara. Well, you perhaps have not had an opportunity to read 
the statement of Mr. Kendall, General Counsel of ODM, who appeared 
here, speaking for the administration, that H. R. 6790 was in accord 
with the views of the administration provided the two amendments 
which he suggested were made. 

Do you disagr ee with his views on that? 

Mr. Honecx. I stated this morning that we felt those two proposed 
amendments went a long way toward meeting the objections of the 
State of Wisconsin to this bill. 

In addition to the objections which those two proposed amendments 
partially meet, others specified in our formal statement are made. 

Mr. O'Hara. Isn’t your real objection that you believe that the pro- 
ducer should be recognized in the same mi ner as the pipeline 

Mr. Honecx. The machinery, the mechanics of regulation by hav- 
ing an administrative body such as the FPC sit in judgment on these 
things would be similar in that respect but the elements which enter 
into the determination of what rate of return they should receive, that 
is, the producers, is pretty well spelled out in this statement which I 
read at the opening this afternoon. 

And that is about all I can say in answer to your question. 

Mr. O’Hara. Mr. Honeck, do you not feel that the results of the 
Phillips decision, making every independent producer a public utility 
with the requirement that he has to come in before he can sell that gas 





NATURAL GAS ACT 357 


and get a certificate of public necessity and convenience, imposes a 
hardship upon that producer ¢ 

Mr. Honreckx. There are many difficulties presented in administra- 
tion of the principles of the Phillips decision with respect to the small 
independent producer. 

And this morning I think Mr. Dies suggested there were as many 
as ee 000 or 13,000 of them. I answered that at that time. 

I do not know if you were here but I indicated that the problem of 
classification was, first, discussed by John Scott, former member of 
the FPC in a dissenting opinion, I believe, in the Columbian case some 
years back, in which that problem was recognized. He felt that by 
some administative rules that producers could be classified. And the 
more stringent or the most stringent regulatory rules could be im- 
posed on the larger companies and some other means of solving the 
problem with respect to the smaller companies could be found. 

As a matter of fact, the so-called pipeline producers, those firms 
which both produce gas and transport it, of which there are a num- 
ber—I do not remember offhand whether it is in the twenties or 
forties—there are a number of large companies which have been under 
regulation by the FPC, since 1938, and we don’t think there will be any 
more burden or hardship upon the 61 producers that | mentioned this 
morning, than there has been imposed on those pipeline-producers 
since 1938. 

Mr. O’Hara. Iam not talking about pipeline producers. I am talk- 
ing about the hardship imposed and it would seem to me everybody 
would recognize the hardship upon the small independent producer, 
who has to go through the expensive machinery of applying for a cer- 
tifiecate of public necessity and convenience. 

Mr. Honeck. I have recognized that and I have indicated that the 
solution, at least so far as I can see, would probably require some 
sort of classification. Maybe the Congress can prescribe the formula 
for it. 

Mr. Scott felt that they had the power under the Natural Gas Act 
of 1938. [respect his opinion in that regard. 

I haven't sat down to try to write a law which I think would solve 
the problems of the small ‘produce er. I do recognize there are serious 
administrative problems presented. 

Mr. O'Hara. You recognize that the Commission as presently con- 
stituted takes the position that they have not anything to do about it 
except. to compel them to file for such certificate; isn’t that a fact, 
regardless of what Mr. Scott said at some other time—the procedure 
at the present time, ever since the Phillips case / 

Mr. Honeck. Yes. The pendulum has swung the other way and 
| believe the FPC is now dotting every “i” and crossing every “t,” 
so far as the small producer is concerned. 

Mr. O'Hara. Well, you do not think there is anything illegal about 
that, do you? 

Mr. Honeck. No, sir. 

Mr. O'Hara. That would be their job to carry out the result of the 
Phillips decision to the very letter of that decision, wouldn't it ? 

Mr. Honeck. That is correct. 

Mr. O'Hara. That is all IT have, Mr. Chairman. 

The Cuarrman. Mr. Williams. 

Mr. Wituiams. I have no questions. 
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The Cuarrman. Mr. Hale. 

Mr. Hate. As to the question of the cost, if this bill is amended in 
such a way as to make it possible for the Commission to consider cost, 
would that reconcile you to its passage ? 

Mr. Honeck. Well, as I indicated, that goes a long way toward 
meeting objections which have been spelled out in our formal docu- 
ment. There are still some other objections which Mr. O’Leary will 
discuss. 

The element of cost is a major item. 

Mr. Hate. I understand that. As a practical matter, would you 
oppose its enactment ? 

Mr. Honeck. I am not in a position to speak 

Mr. Hare. Let me interrupt. I realize that you probably cannot 
commit the State of Wisconsin. 

Mr. Honeck. Yes, sir. 

Mr. Hare. What is your personal view ? 

Mr. Honeck. I think on the basis of all I know about the proposed 
amendments and that is what I read in the newspapers and what has 
been said here, that my answer is that would go a long way 

Mr. Hate. We are not talking about any other amendment other 
than that which permits the consideration of cost. 

The Cuarrman. I think the gentleman should be permitted to con- 
clude his statement. 

Mr. Honecx. I was going to say that I think the best answer I can 
give to that is that permitting the ¢ onsideration of the element of cost 
would go a long way toward answering the objections which we have. 

Mr. Hate. You don’t think, Mr. Honeck, that a producer of natural 
gas is, in fact, a public utility. 

Mr. Honeck. In that literal statement I probably would say “No.” 
A producer of natural gas is not a public utility. Many other ele- 
ments would have to be added to bring into play the operation of the 
regulatory features of the Natural Gas Act, but the simple statement 
that a producer of natural gas is or is not a public utility, I think, 
is fairly clear, as I understand it. 

Mr. Hate. If a producer of natural gas isn’t a public utility, then 
you recognize the impropriety of regulating him as if he were. 

Mr. Honeck. You are building up some premises there that I do 
not know as I would mix that way. 

Mr. Hare. All right. Neither of us is going to trap the other. 
You are most cautious. 

Mr. Honeck. Would you repeat the question then, please ? 

Mr. Hare. Read the question. 

(Previous question read. ) 

Mr. Hae. Let me put it this way—let me reframe the question: 
Do you recognize that there is some degree of impropriety in regu- 
lating as a public utility a person, firm, or corporation that isn’t a 
public utility ? 

Mr. Honeck. Well, I think most people would agree that if some- 
one is not a public utility they should not be regulated as a public 
utility, but the question is: What breed of animal are you talking 
about ? 

If you are talking about the sales of gas by the Phillips Petroleum 
Co. at a point where they assemble the gas and deliver it to the pipe- 
line, the issues that were involved in the Phillips case, there we say 
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that the regulatory provisions of the Natural Gas Act were held by 
the Supreme Court to apply to those particular transactions, and T 
think it is a correct decision. 

Mr. Hate. I didn’t ask you that. 

Mr. Honeck. Well, you asked me a question, if I understand it 
correctly 

Mr. Hare. I have always believed that the Phillips decision was as 
wrong as it can be, just a matter of construction of the act. I am 
not saying on the general question of policy. Do you see what I mean? 

Mr. Honrck. I understand that, and I understand there are a lot 
of people who share your view and a lot of people who share my view 
on it. I do not know how you are going to bring them together. 

The Cuatrman. It isn’t the first time people have disagreed. 

Mr. Hare. What I mean to say is that the two questions are per- 
fectly distinguishable. So far as the Natural Gas Act of 1938 is 
concerned, many people differ as to the fair construction of its terms 
and the intent of the Congress in passing it. The other question is 
whether, quite apart from. what C ongress meant at that early date, 
these people should be subjected to Federal regulation, and, if so, of 
what character. Of course, we differ as to that. I am trying to get 
you to say there is at least some impropriety in regulating as a public 
utility someone who is not a public utility. Can you answer that? 

Mr. Honeck. You want me to agree with you that a certain seller 
of natural gas at a point where the Supreme Court says they are 
under regulation—you want me to say that that is not a public utility. 
If you use an example and talk-about an automobile dealer and say, 
“Is it proper or improper for an automobile dealer to be regulated as a 
public utility,” I would have readily answered your question. 

Mr. Hate. What is the difference between the automobile dealer 
and a man who produces some gas / 

Mr. Honecx. The automobile dealer isn’t under the Natural Gas 
Act. 

Mr. Hare. We are talking about regulation. You admit that these 
people are not public utilities, and maybe all of us admit that they 
ought to be subject to some kind of regulation. But should they be 
regulated as public utilities when they are admittedly and manifestly 
not ¢ 

Mr. Honeck. Well, the courts have interpreted the act. We have 
a situation 

Mr. Hate. I don’t care what the court has said. I want your 
opinion. 

Mr. Honeck. I will go along with the courts. 

Mr. Hate. I don’t know that the courts said they should be regu- 
lated as public utilities. What the court said was that the act, prop- 
erly construed—the Natural Gas Act—made producers subject to 
Federal regulation. 

Mr. Honecx. I do not think the term “public utility” is as vital to 
our discussion as you suggest. I think the question is whether or not 
the activities of the people engaged in this business fall within the 
definitions of natural-gas companies as defined in the act. It may 
be that natural-gas companies, as defined in the act, do not conform 
to your concept of a public utility. But, if their activities have been 
defined in a certain way and said to be under regulation, and the 














360 NATURAL GAS ACT 


court finds that the activities do conform to that definition, then regu- 
lation follows. 

Mr. Hare. Mr. Honeck, I am asking you a lot of questions in one 
sphere and, instead of answering me, you go into another sphere and 
start talking about what the Court held. The Court held some things 
about the construction of the act which do not at the moment interest 
me. What interests me is the character of the regulation that these 
people ought to be subject to, if you concede that they should be reg- 
ulated, as you unquestionably do. 

Mr. Honrck. Well, you want me to say, apparently— 

Mr. Hater. I do not want you to say anything. I want you to tell 
me what youthink. You haven’t told me that. 

Mr. Honeck. Well, I would like to say that the Natural Gas Act 
has stated that any person engaged in certain activities shall be sub- 
ject to regulation as presc ribed in the act. In the case of the Phillips 
Petroleum Co.—if I may finish my answer- 

Mr. Harr. I don’t want theory. 

Mr. Honeck. I am not giving you theory. I would Ike to finish 
my answer, if I may. In the Phillips Petroleum case, Phillips en- 
gaged in certain conduct, certain transactions, which the city of De- 
troit said constituted sales in interstate commerce and so on, that 
brought it within the sphere of regulation. That issue went to 
the Supreme Court. And the Court said it was under regulation. 

Now, in answer to your question, any producer, whether you call 
him a public utility or any other name, who engages in the kind of 
conduct or activities which the Congress in 1938 said put them under 
regulation, they should be regulated in the manner that the Natural 
Gas Act prescribes as it has been interpreted in the Interstate and 
Phillips cases. 

I sine that is a complete answer to your specific question. 

Mr. Hare. All right. I won't argue about it. I want to ask you 
this. Wipe the slate clean. Forget the Phillips decision. Forget 
the Natural Gas Act of 1938, put yourself right here on this com- 
mittee, with the responsibility of prov ‘ding au proper system for 
regulating these producers. 

I want to know how you would do it. That is a fair question ; it 
is a very important question, because we are trying to face this—at 
least, I am trying to face this—as a new problem. 

Mr. Honecx. “Well, may I ask you, sir, if your question presumes 
that there is a monopolistic situation existent in the sale of natural 
gas in the field ¢ 

Mr. Hare. You know the facts just as well as I do, Mr. Honeck. 

Mr. Honecx. I have stated to the committee and I have repre- 
sented this morning that there is such a situation existing, and I think 
this committee is in a much better opposition to find out than I am 
whether or not that statement is correct. 

And if there is a monopolistic situation existing then I submit that 
until something better comes along—and I haven’t seen it yet—the 
Natural Gas Act provides you an effective method of regulating this 
industry. 

Mr. Harr. I do not recollect that the ata Gas Act ever pro- 
vided how producers should be regulated. I do not know that it did. 

Mr. Honeck. Well, apparently, it has been regarded by the FPC 
as being subject to regulation in the same manner as the pipelines. 
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Mr. Hare. Do you think then that the character of regulation of 
the producer should be the same as the character of regulation of 
the pipeline / 

Mr. Honeck. In this statement, which I read at the beginning of 
this afternoon, there were certain additional factors which are recog- 
nized that should be taken into account, which Wisconsin does. 

And I will be happy to repeat them, if you wish me to, sir. 

Mr. Hae. I wish you would. Let me ask this, in addition to 
what ? 

Mr. Honeck. To the cost concept as applied to the pipelines or to 
a distributing company. We are not talking about producers and 
what their problems are—would differ from pipelines and distribut- 
ing companies. 

This statement said: 

We sincerely believe that the application of the cost of service principle— 
speaking now in broad terms of principle— 
will provide a fair and completely satisfactory standard for the determination 
of prices to be paid to producers for most natural gas sold to interstate pipe- 
lines. If incurred, these expenses may include delay rentals, dry-hole expendi- 
tures, exploratory and drilling expense, bonus payments, maintenance, depre- 
ciation and depletion charges, taxes, and general and administrative expenses. 

The rate base may properly include investment in production plant facilities, 
producing leaseholds, leaseholds held for future use, and acquisition cost of acre- 
age acquired for prospective development. 

In determining the rate of return the Federal Power Commission is not bound 
by law or economic necessity to prescribe the same rate of return as that fixed 
for pipeline transportation. 

In fixing the rate of return for a producer, the Federal Power Commission 
can properly take into account any necessary incentive requirements and any 
risks or hazards which are inherent in the business and which are not other- 
wise compensated for by allowances in operating expenses for the rate base. 

Mr. O’Leary, who is much more learned in this—in fact, I know 
very little about it—is here, prepared to justify this statement, and 
to answer any questions you may have to demonstrate how the element 
of risk is compensated for under this formula. 

Mr. Hare. The passage which you read, would relate to a public- 

Mr. Hare. Tl Issa hich you read ld relate t ubl 
utility form of regulation. You used the words “rate base,” which 
implies public utility regulation. 

Mr. Honeck. That is correct. It takes into account the expenses in 
connection with drilling and failing to strike oil or gas and all of the 
capital losses that the producers are complaining about which they 
say they are not going to be compensated for under this type of regu- 
lation, and we submit that it does provide for it. 

Mr. Hare. What you say in that statement, if I understand it cor- 
rectly, can be summarized like this: That you think that the rate base 
of the produc er may be determined somewhat differently from the 
rate base of the pipeline. 

Mr. Honeck. That is correct. 

Mr. Hare. And that you think the rate of return allowable to the 
producer might be somewhat different from the rate of return allow- 
able to the pipeline / 

Mr. Honeck. That is correct. 

Mr. Hare. But you think that both of them should be regulated 
as a public utility, differently one from the other, but both as public 
utilities ? 
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Mr. Honecx. That is correct. 

The Cuarrman. Mr. Roberts. 

Mr. Roserts. I have no questions. 

Mr. Dinceti. Mr. Chairman, I understand that was three bells that 
rang. 

The Cuamman. I was not aware of it. That being true, we will 
have to answer the rolleall. We will recess for 30 minutes. 

(Recess. ) 

The Cuarrman. The committee will come to order. 

Mr. Rogers, do you have further questions ? 

Mr. Roc ers. Mr. Chairman, I inadvertently violated the rules this 
morning but I want to ask one or two questions further. 

The Cuamman. You m: Ly proceed. 

Mr. Rogers. As a witness here, are you a witness in your personal 

capacity or in your official capacity ? 

Mr. Honeck. I would say I have been sent here officially as At- 
torney General of Wisconsin to assist with the other two gentlemen 
in communicating to this committee the official views that have been 
agreed upon bac -k home, and basic ally that is contained in the state- 
ment that was filed plus the supplementation I made in the first few 
minutes this morning. 

Mr. Rocers. Are those also your personal views, generally ? 

Mr. Honeck. I went through a lot of work in the Phillips case. I 
will say that I had no experience or contact with the gas business 
before I got into the Bartlesville hearings, and I feel that the end re- 
sult, and I am speaking as a lawyer and considering the problem of 
interpretation I had before me, I felt the result was the correct result 
achieved in that case. 

I have little to do in my official capacity in policymaking. That is 
made by our Governor and by the legislature. 

Mr. Rogers. As I understand you, you are limiting your answer to 
the facts situation involved, we will say, in the Phillips case and under 
the Natural Gas Act, without committing yourself on the basic prin- 
ciple or philosophy insofar as this type “of regulations is concerned. 
Am I correct in that? 

Mr. Honeck. Yes, I would say that my views here are grounded 
on the law of this particular case and also to any similar fac tual situa- 
tion in the gas producing, transporting, and distributing business that 
may be comparable. 

Mr. Rogers. Has there been any indication of official position of 
Wisconsin as expressed by the legislature or otherwise recently ? 

Mr. Honeck. There is ‘pending before the State legislature a reso- 
lution none the lines of the one that was passed in 1955. 

The Governor, the Public Service Commission, which is more tech- 
nically cone erned with this subject matter, are in complete accord on 
it, and I believe 2 years ago on the vote on a similar bill, there were 2 
Members of Congress that voted for the bill and the remaining 8, 
I believe, voted against it. 

I think that was the count. 

Mr. Rogers. You say there is a resolution pending out there before 
your legislature now. 

Mr. Honeck. Yes. 

Mr. Rogers. Has there been any action on that resolution, General 
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Mr. Honeck. I don’t know that any action has been formally taken 
on it. There has been a committee hearing on it. 

Mr. Roeers. Is that a resolution that underwrites the general prin- 
ciple of Federal regulation ¢ 

Mr. Honrcx. No. It relates to this specific problem here, and it 
was enlarged to encompass some other aspects of the question which 
related to Wisconsin being in a position of wanting more gas and the 
difficulties we had with the Michigan-Wisconsin Pipe Line Co. 

Mr. Rogers. Does that resoluton in any way underwrite the present 
bill as it was introduced by Mr. Harris and Mr. O'Hara 

Mr. Honrck. I don’t think in specific terms because I believe the 
resolution may have been introduced into the legislature before this 
specific bill was introduced here, but the principles discussed, it is 
practically an identical resolution to the one that was adopted in 1955. 

Mr. Rocers. Would you say, General, it was in support of this legis- 
lation or against it? 

Mr. Honeck. I would say it would be against 6790. 

Mr. Rogers. With or without the Presidential amendments? 

Mr. Honeck. Of course, those are very recent, and there has been 
no formal position taken on the proposed amendments by anybody 
back home as far as I know. I have had no instructions, and with 
respect to what I said here today I was playing pretty much by ear, 
and I don’t know whether the Governor will agree with me or not. 

Mr. Rogers. General, let me ask you this: We determined this 
morning that your position is based primarily upon the premise of 
consumer interest. 

Mr. Honeck. Substantially. However, if you have read or will 
read our formal statement, there are suggestions in there which 
think take into account problems of the producers and they are 
recognized. 

Mr. Rocers. But I mean you testified this morning that primarily 
you were concerned with the consumer interests, that there were 
other facets but that the No. 1, the main one was the consumer interest. 

Mr. Honeck. That is correct. 

Mr. Rocers. Are you satisfied that as the matter now stands under 
the Phillips decision, that everything you want is provided for? 

Mr. Honrcx. Under the Phillips decision ? 

Mr. Rogers. Under the Phillips decision as the matter presently 
stands, as the law now stands as written by the Supreme Court, are 
you satisfied that that answers all of your problems insofar as your 
consumer interests are concerned and insofar as meeting the require- 
ments to have gas come into Wisconsin as you want it ? 

Mr. Honeck. If the Federal Power Commission will regulate the 
rates in accordance with the decision along the lines of this document 
I read twice this afternoon, I would say that that keeps the chain of 
regulation complete. 

Mr. Rocrrs. You say in accordance with the Phillips decision ? 

Mr. Honeck. Yes. 

Mr. Rocrers. I am assuming that everything that the Phillips deci- 
sion required to be done is done by the Federal Power Commission, 
or are you satisfied that that answers all your problems? 

Mr. Honrcx. So far as assuring the consumer that the rates ulti- 
mately charged to him will be fair and reasonable, I would say that 
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that is correct, that the problem of the rate would be solved. That 
is all that we are concerned with here, as I understand it. 

Mr. Rogers. General, either in your official capacity or in your per- 
sonal capacity, would you under any circumstances supoprt a plece 
of legislation that did not go as far as the Phillips decision ? 

Mr. Honecx. That is pretty hypothetical. I'd like to see it. If 
you want to know how far I will retreat from it, 1 think that when 
you use the term “fair and reasonable rates” that that presents a 
pretty good standard to stick by, and that is all that the Phillips 
decision is supposed to assure, fair and reasonable rates to the 
consumer. 

And in reaching that term “fair and reasonable” we concede that 
these factors of the losses sustained by people searching for gas and 
oil have to be taken into account, and also that they are entitled to 
some larger rate of return than other types of utilities. 

Mr. Rocers. But you don’t feel that you could retreat very much 
from what you think that you recovered or obtained by the Phillips 
decision ? 

Mr. Honecx. I still feel that that is more or less a paper victory 
in that we haven’t seen the results, and I would like to see what the 
actual results are before passing on some hypothetical solution, 

Mr. Rocers. Is that the reason that you are opposed to the present 
legislation ? 

Mr. Honeck. No. I think the reasons we are opposed to the pres- 
ent legislation is that principally the use of the Fairfield Price formula 
does not constitute the kind of regulation that the act provides for 
as interpreted by the Supreme C ourt, and as also interpreted in the 
Panhandle case by the court of appeals where they struck that formula 
down. 

Mr. Rocers. In other words, your opposition then is prices? 

Mr. Honeck. That is the end result. 

Mr. Rocers. The end consideration. 

Mr. Honeck. That is the end consideration. 

Mr. Rocers. Your end consideration. You are contending actually 
for the utility measure insofar as prices are concerned; are you not? 

Mr. Honecxk. I would say so. 

Mr. Rocers. Even though you may admit that the producer of gas 
is not a utility, you do want the utility yardstick applied to him inso- 
far as your prices are concerned / 

Mr. Honecx. Of course, the term “utility” as you use it, and as 
Mr. Hale was using it, requires a definition because it has a certain 
pao inlaw. As I suggested in my answers to Mr. Hale, the Nat- 

‘al Gas Act describes activities, and when a person engages in those 
arlifridiens he subjects himself to regulation. Anybody who doesn’t 
want to come under this regulation doesn’t have ~ 

If he wants to keep his gas in Oklahoma or California, he doesn’t 
have to sell his gas in interstate commerce. 

Mr. Rocers. But what you are saying actually, General, is that a 
new situation was created by the Natural Gas Act, aren’t you? 

Mr. Honeck. In any legal situation where a legislative body lays 
down a rule or a definition and then some conduct occurs at a future 
date that may not even have been anticipated as of the date of the 
writing of the act, if he fits in there he comes within the umbrella and 
he is covered. 
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Mr. Rogers. The Natural Gas Act according to your testimony 
actually created the situation that if you came within, you were sub- 
ject to certain regulations. 

Mr. Honeck. Yes. 

Mr. Rocers. That is right. 

Now, if you hadn't amended the Natural Gas Act you wouldn’t 
have that situation. 

Mr. Honeck. You come in voluntarily. 

Mr. Roeers. Let me ask this further question: If you create a new 
situation, a new sphere into which these people fall, don’t you think 
you ought to create a new yardstick to be ape in that sort of a 
situation rather than to use some old yardstick of some kind ? 

Mr. Honeck. If you refer to fair field price as a new yardstick, I 
submit that it is not a yardstick at all, in my view, and until some- 
thing else comes along that would persuade me that the consumer’s 
interests were protected, I would still stand on this existing concept. 

Incidentally, I would like to mention that in the Phillips Petroleum 
Co.’s prospectus which it published long before the Phillips case, the 
one that went to the people who would invest in their company, they 
say right in cold print that they are probably a natural gas company 
under the Natural Gas Act, so they were aware. 

Mr. Rocers. I don’t want to take any more time, Mr. Chairman. I 
appreciate that fact. I am sorry you all had a lawsuit with Phillips. 
[ think that the whole situation is, though, that a lot of little people 
have been punished and stand a chance to get punished a lot in the 
future, and that the basic concept of the right of private ownership of 
property in this country may be done v iolence by the fact that a law- 
suit arose between a State and some group that owned a lot of property. 

And I don’t think everybody ought to be weighed on those same 
scales. That is all, Mr. Chairman. Thank you very much. 

The Cnarrman. Mr. Heselton. 

Mr. Hesevron. Mr. Honeck, I did not have the opportunity im the 
limited time this morning to complete my questions. For the purposes 
of the record, and I hope for the purpose of further consideration of 
all people who are concerned about this very difficult problem, that 
they will study with care the statement of reasons which you have 
filed in opposition in behalf of the State of Wisconsin. 

I doubt if there has been any better statement of the real sound ob- 
jections to this bill filed by anyone during any of the previous hearings, 
and I doubt if anyone will file a better statement during these hear- 
ings. 

It is cogent, concise, and it is so full of meat that it is almost im- 
possible to pick out any one page or even any one paragraph without 
a desire to examine you more in detail, not in terms of adding any 
thing but in terms of emphasizing the tremenedously important con- 
tribution that you gentlemen from Wisconsin have made at this time 
to this committee. 

I sincerely hope that if this matter ever does reach consideration in 
executive session, or does happen to reach the floor, that a great deal of 

attention will be paid to that statement. I sincerely hope that those in 
this country who are concerned about the development of public 
opinion in this very controversial field will take the trouble to read 
and study with care your statement. 
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I am inclined to think that it ought to be placed in the Congressional 
Record, and I shall consider the advisability at at some proper time 
of doing that in a special order, so that all the Members of House, at 
least, may have an opportunity to know what you have said here. 

I am delighted that my friend from Texas has ended his examina- 
tion on that note of what the Phillips case has done to the so-called 
little people. It seems to me that over and over and over again we 
hear this complaint about these five or six or seven or eight thousand 
small individuals who are crippled or handicapped or burdened by 
the results of the Phillips case. 

I do not think you were here when a representative of the industry, 
Mr. Brown, testified that his association did represent several 
thousand producers of natural gas, so-called independent producers of 
natural gas, but did not point out, I think it is fair to say, with any 
degree of certainty that any great number of those several thousand 
had actually had any part in arriving at the conclusion he stated here 
in support of these particular bills. 

I notice in your statement you say something that I think is very 
important in terms of that very point: 

The mere fact that there may be five to eight thousand producers of natural 
gas in and of itself does not assure— 
that is page 11— 


vigorous competition. One measure of the competitive potential provided by 
this large number of producers is the extent of the natural gas reserves con- 
trolled by the respective producers. It appears from examination of published 
data that over one-half of all of the natural-gas reserves not controlled by 
natural-gas companies— 


and you recognize I am coming back to that phase of it immediately— 
are controlled by six major oil companies. 


Are you in a position to state for the record who those six major oil 
companies are that control that amount of the natural-gas reserves of 
this country ¢ 

Mr. Honeck. I am not prepared. If I didn’t make it clear at the 
earlier part of my testimony this morning, this document which you 
have so kindly praised, is the handiwork of this mysterious Mr. 
O’Leary that I have been continually referring to, and I am afraid 
that when we go home his is liable to ask for a raise in pay. 

But as to the identity of those companies, I believe you would have 
to call on Mr. O’Leary. 

Mr. Heserron. I will make a note of that. It likewise appears that 
the total of the reserves controlled by about 98 percent _ the pro- 
ducers is very small, and then you refer to the dissenting opinion of 
former Federal Power Commissioner Digby in R-138 : 

From the records on file with this Commission— 


the Power Commission— 


it appears that about 80 percent of all the gas being sold in interstate is sold 
by approximately 61 companies, and the remaining 20 percent is sold by over 
2,000 small producers in 20 States. 

Then you refer to a statement by R, H. Hargrove, who was then 
vice president of the United Gas Pipeline Co., in another Federal 
Power proceeding, when he said: 
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The sellers are a strong group. There are a great many independents, small 
companies, which could not be regarded as strong. But the seller’s market 
is now pretty well predominated by the larger oil companies. 

That was from a vice president of the United Gas Pipeline Co. 

With that in mind, are you in any position or is some one of your 
associates here in any position here to outline for the record who the 
natural gas pipeline companies are who have substantial holdings 
of reserves in this country ¢ 

Mr. Honeck. I could name two of them. Phillips is one and Ten- 
nessee is another. 

Mr. Hesetron. Tennessee Gas Transmission ? 

Mr. Honecx. Tennessee Gas Transmission Co. 

Mr. Heseuron. Is so happens that early in the hearings in 1955 our 
former colleague, Judge Klein of New York, asked the Commission 
to furnish certain data and it did. I asked the chairman’s permission 
the other day to bring that up to date and Mr. Kuykendall agreed to 
do so. 

I have asked the clerk to check with Mr. Kuykendall as to whether 
that is ready yet. I understand it is not yet completed but will be 
furnished. 

However, do you happen to have volume I of the natural gas hear- 
ings on H. R. 4360 of 1955? 

Mr. Honecx. I have the second volume. 

Mr. Heseutron. Will you pass the witness volume I? I call your 
attention to page 21. According to that tabulation furnished, I refer 
first to the Tennessee Gas Transmission Co. which you mentioned. 
These are: 

Pending rate increase proceedings which include “market values” for pipeline 
companies’ own production or prices paid to affiliated producers through Feb- 
ruary 28, 1955. 

You will notice in the Tennessee case, Docket 5259, there was a 
total increase requested of $8,616,000. That happens to be, I think, 
the third or perhaps the fourth smallest of the requests listed there. 

There is the El Paso Natural Gas Co. with 2, 1 for $14,800,000, 
and 1 for $17,903,000. Without going through the entire details be- 
cause you have the tabulations there, the tabulation refers to increases 
each of them running anywhere from $1 million to $17 million or 
$18 million : 

The City Service Gas Co., Colorado Interstate Gas Co., El Paso 
Natural Gas Co., Natural Gas Pipeline Company of America, the 
Olin Gas Transmission Co., Pan Panhandle Eastern Pipeline Co., 
Southern Natural Gas Co., Tennessee Gas & Transmission Co. are 
listed. 

That leads me to that portion of your statement as to which I hope 
I laid a sufficient foundation so that I could ask you a few questions 
dealing with section 13F at the middle of page 22 and the top of 
page 23. 

When this committee reported the bill of 1955, H. R. 6645, there 
were several minority or additional reports filed, 1 by the ranking 
member of this committee, Mr. Wolverton, former member of this 
committee, 1 former colleague, Mr. Hayworth, and our present col- 
league, Schenck. There were others by other members of the 
committee. 





368 NATURAL GAS ACT 


But I want to refer in particular to the additional minority views 
which my colleague, Mr. Macdonald and I filed. 

There is one page of that which bears directly, I think, upon what 
you have said on pages 22 and 23 with reference to section 13F of this 
proposed bill. 

I just want to quote that briefly and then ask you to comment, if 
you will. Do ~ happen to have that before you? 

Mr. Honrcx. I do, pages 22 and 23 of our formal statement 

Mr. Hesevron. Yes; beginning with— 

There was much testimony during the hearings to the effect that pipeline 
companies engaged in vigorous arm’s-length bartering over the price of gas 
which they purchased - 

Mr. Honeck. Pardon me, I have lost you. 

Mr. Hesetron. You do not have that? 

Mr. Honeck. No; I don't. 

Mr. Hesetron. I want the witness to have it, Mr. Clerk, if you will 
hand it to him. It is the additional minority views by Mr. Mae- 
donald and myself. There are three pa ‘agraphs which I wish you 
would run over with me. Let me repe: 

There was much testimony during the hearings to the effect that the pipeline 
companies engaged in vigorous arm’s-length bargaining over the price of 
gas which they purchased, while distributing companies and representatives of 
consumer groups testified this bargaining was largely perfunctory, inasmuch as 
the pipelines were able to pass along any charges incurred in the purchase 
of gas. 

Be that as it may, it is one thing for the pipeline to be in a position to pass 
along what it pays, with its profits or returns calculated only on the basis of 
a reasonable return on its own property used in the service. It is quite another 
situation, however, when any representatives of a pipeline is placed in a 
position of buying gas in any given field and is faced with the knowledge that 
the lower the price he pays to the producer, the lower his profits on his own 
reserves or conversely, the higher price he pays for the purchase of gas, the 
higher profits he obtains from his own gas reserves. 


And then the question : 


How is the public interest to be protected in that situation? 

This is a very real delimma arising from the including in this bill— 
and that was the 1955 bill, but I say to you I think it applies to this 
bill—— 

Mr. Honeck. It does apply with equal force to the present bill. 

Mr. Hesevtron (continuing) : 
of this subsection giving the pipelines the going market price for their own 
produced gas instead of their cost of producing it. The higher the market, the 
more they make and vice versa. This is axiomatic. It is a premium offered for 
less strenuous dealing in purchasing gas; of not fighting for the lowest possible 
price on gas purchased ; and for paying ever-increasing prices. 

Mr. Attorney General, will you, in your own words, explain how we 

can avoid that particular dilemma if we pass this particular legislation 
with that section 13F incorporated in it ? 

Mr. Honecx. The text of the statement on pages 22 and 23 leading 
with Section 13F perhaps explain it as completely as | could. Do you 
wish me to read that again ? 

Mr. Hesevron. No. I think perhaps we can get at it this way: 

I read to you this morning the statement of the present Governor 
when he appeared before our committee as Attorney General in which 
he gave an illustration of the so-called Tascosa operation. 
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Mr. Honeck. I am familiar with that because as I recall it 1 con- 
ducted the examination of the witness who gave that information at 
the hearings in Bartlesville, and in the court of appeals in our brief 
this brief statement was made: 5 

Also in the picture as a middle man is Tascosa Gas Co. 

Then the statement goes on to give some of the facts which you read 
this morning, and I will pass those. And the statement continues: 

Had Phillips developed the acreage itself, it would have received a profit of 
$17,005,000 after income taxes, but by the farm-out, it received $9,031,000, thus 
depriving itself of $7,974,000. Tascosa or its parent, Kerr McGhee Oil Indus- 
tries, Inc.; would receive $2,043,000 after taxes plus a financial advantage of 
$4,125,000 due to retirement of a certain note. 

It was our feeling there that this so-called middleman transaction 
which was not necessary to the production or sale of the gas, that cost, 
additional cost was imposed upon the consumer of the pipelines in 
question. 

Mr. Hesetron. In other words, they were bargaining with them- 
selves ¢ 

Mr. Honeck. That situation I think is a little different from what 
is referred to in your report which was read here and in this discus- 
sion of 13 (f). 

It is one of the evils which we think would be corrected by regula- 
tion, but this other proposition involves these so-called windfalls 
which would result in attributing to the reserves the present market 
value where these reserves had been purchased in some instances many 
years ago and which had been paid for in full by the consumers when 
the cost was included in the rate base. 

That involves the pipeline producer companies. 

Mr. Hesevron. In connection with your work in Wisconsin and 
in the Federal courts and before the Supreme Court of the United 
States on the Phillips case, or otherwise, have you had oceasion to 
examine into the problem of th interrelation between officials of pro- 
ducing companies or those owning equities in producing companies 
and natural gas pipeline companies ¢ 

Mr. Honeck. We have had occasion to look into the organization 
of pipeline companies and distributing companies in the American 
natural gas system, but I don’t recall ever checking into the identity 
of the stockholders, directors and officers of the producing companies. 

Mr. Hesevron. Can you say as a lawyer whether there is any bar 
to the holding of directorships in a pipeline company, in a producing 
company and in any kind of affiliate ? 

Mr. Honecx. It has been a jong time since I have had occasion to 
look into that. At one time I did know it, but I think this may be 
the answer, subject to correction, that where you have a so-called in- 
tegrated system, the single company may operate a producing division 
and a transportation division of its company. 

As to whether the dual directorships as between producing com- 
panies and pipeline companies who are not integrated companies is 
barred, I am not too sure, but I think they are barred. 

Mr. Hesevtron. By some Federal or State law ? 

Mr. Honeck. That would be by Federal law. 

Mr. Hesevron. Federal statute / 

Mr. Honeck. Yes. 
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Mr. Heseiron. Have you had any occasion to look into the develop- 
ment of natural gas delivery into the Northwest part of this country ! 

Mr. Honecx. No, sir; lam not familiar with that. 

Mr. Hesevron. There have been a good many references in the 
course of questioning as to the interest of the gas consumers as such 
in the problem that is before us. There is the question of whether, 
as the President stated in the veto message, there is in this legisla- 
tion the objective he stated in the last paragraph of his veto message : 

I feel that any new legislation in addition to furthering the long-term interests 
of consumers and plentiful supplies of gas should include specific language pro- 
tecting consumers in their right to fair prices. 

Do you know how many gas consumers there are in the country as 
of this time? 

Mr. Honeck. No, sir; I do not. 

Mr. Hesevtton. Do you know whether it runs better than some ‘ 
million ¢ 

If you co not know, I will ask another witness. 

At any rate, it is ¢ ommon knowledge, and I think we can take judi- 
cial notice of it, that there are a great many individual consumers 
of natural gas in this country, and they, as the President points out, 
have an interest in a fair price for that ¢ ‘ommodity. 

Isn’t it true as a matter of fact that for the most part he has very 
little knowledge, or if it happens to be a corporation, the corporation 
has very little knowledge, of why he is paying the rates that are 
charged ¢ 

Mr. Honeck. That is true. The individual consumer, because of 
the complexity of this whole question and the technical character of 
rate regulations does not know much more about it than the fact that 
he gets a bill at the end of the month for a certain figure, and I 
would like to mention at this time that while the producers and the 
pipelines and the gatherers and all the people that are proprietors of 
these establishments are able to come before the Congress, before 
committees of this kind, there is no one individual consumer who 
could afford to come down and represent his interests. That is the 
reason why the various mayors, the members of regulatory bodies, 
attorneys general, and others come in to champion their cause under 
the doctrine of parens patriae that is used in the court cases, where 
our State comes in and represents the consumers as a class. 

Mr. Hesevron. I hope the consumers as a whole will become aware 
of the fact that public servants such as you are willing to take the 
time to come before this committee and attempt to present the point 
of view of the consumers of a great natural asset. 

After all, there is a great deal of talk about who owns the natural 
assets of this country. Frequently I wonder from some sources 
whether it is a political argument or otherwise. 

However, let me quote this and see whether you subscribe to it: 


bo 
_ 
— 


The average consumer does not know why he must pay more for less, and if 
he inquires, such a deluge of exhibits, figures, and charts are showered upon him 
that he wishes he had not asked in the first place. 


Isn’t that generally true? 

Mr. Honeck. I would say that is absolutely correct. 

Mr. Hesevron. The whole problem of rate structures in this coun- 
try has become so complex in a field like this that it takes someone 
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with expert knowledge and experience and background to be able to 
analyze a complex piece of legislation such as this, and to present 
some comments fairly in terms of the interests of the consumer; is 
that not right? 

Mr. Honeck. That is right. 

Mr. Hesevron. Do you have any idea of the collective investment 
that the consumers of natural gas have made over the years in prop- 
erties they have purchased in order to use natural gas! 

Mr. Honeck. I personally don’t know what that figure is. I know 
it is very substantial. 

Mr. Hesevron. I will take one more opportunity of quoting what 
we said: 

He does not stop to think of the huge collective investment made by him 
and other gas consumers. The 20 million consumers have presently— 

—this is in 1955— 

over $3 billion invested in gas-burning equipment. The gas producing, carry- 
ing, and supplying companies, in fact the entire industry, have little more than 
half that amount as a toal investment. 

And then this final point: 


In our democracy it would seem that the interests of the greatest number of 
people with the greatest amount of money invested should be protected further. 
The history of the gas industry does not bear this out. The monopolists are 
trying to bring about conditions whereby they are protected. And the con- 
sumers must pay and pay to satisfy the industries’ greed which never will be 
quite satisfied. 

That is an emphatic statement. It has been on the public record 
for 2 years. If you feel that it is too emphatic, I wish you would 
modify it. 

Mr. Honeck. I would go along with it. 

Mr. Hesevron. If you think it is a fair statement I wish you would 
confirm it. 

Mr. Honeck. I regard that as a fair statement, sir. 

Mr. Hesevron. A great deal has been made of the complexity of 
any legislation in this field. 

Didn’t Congress recognize in the first instance that the business of 
transporting natural gas in interstate commerce for resale had reached 
or achieved the place or position of an industry that so vitally affected 
the interests of the people of the United States that it was vested with 
the public interest / 

Mr. Honeck. That is right. 

Mr. Hrsevron. That was repeatedly stated by the Supreme Court 
of the United States. 

Mr. Honrecx. Many times. 

Mr. Hesevton. Even prior to the very much maligned Phillips case. 
Now, in terms of setting up or continuing regulatory powers of the 
Commission, it is necessary, is it not, from your own experience to vest 
some rather broad discretionary powers in any regulatory commission 
in order to make it possible for ‘them to function ? 

Mr. Honeck. That is true in view of the facts that it is a national 
regulatory body and that it encompasses such a vast number of 
subjec ts. 

Mr. Heseiron. I was interested this morning when you were ques- 
tioned by one of my colleagues about the possibility that in Wisconsin 
the price of natural gas might vary from community to community. 
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When you consider it from a nationwide point of view, isn’t it true 
that the problems are so complicated that you simply cannot achieve 
any uniformity from company to company or community to com- 
munity or State to State / 

It is not something that must be dealt with in terms of highly com- 
plicated, very technical evidence and extremely competent individuals 
who can interpret the law and apply that law to the evidence that is 
presented by the contesting parties, including the consumers ¢ 

Mr. Honecx. I agree with your statement, and in further clarifica- 
tion of the colloquy. between Mr. Rogers and myself this morning, I 
would like to make it clear that it is not our purpose or objective that 
there be one uniform price for all producers. 

We recognize that the rates as applicable to various producers would 
vary to the same degree and for the same reasons that they vary as 
between transportation companies, pipeline companies, and distrib- 
uting companies. 

Mr. Heseron. That is correct. 

Now as a matter of fact in presenting this type of legislation, is it 
not true that the advocates of it are attempting, in good faith I am 
sure, but attempting to do the impossible, and th: at is set up rigid, spe- 
cific guidelines or formulas or standards or whatever you want to call 
them, which cannot conceivably apply in every given situation / 

Mr. Honeck. Are you referring now to the formula for deter mining 
the sale price of gas, the fair field price ¢ 

Mr. Hesevron. And particularly instead of the fair field price I 
want to use the language of the proposed bills. 

Mr. Honrcx. Reasonable market price. 

Mr. Hesevron. Fair market value. 

Mr. Honrck. Yes. 

Well, that in our view does not constitute a standard. 

Mr. Hesevron. For instance, as you point out, in the Phillips case, 
and I will quote directly from your brief and then ask you if you want 
tocomment further on it. 

Going to the Phillips case G—-1148, I am referring to page 13 of your 
brief : 

Now pending before the Federal Power Commission 


and you are dealing now with the proposition you set forth that 
reasonable market price is not a valid standard, you say— 


the testimony of one of the principal witnesses might also shed some light upon 
the meaning of current prices. 

The representative of Phillips, in charge of purchasing gas from others 
and negotiating sales contracts, recently testified that in his opinion the current 
market value of sweet, dehydrated, gathered, 1,000-pound pressure gas was at 
least 21 cents per thousand cubic feet, which is higher than Phillips is paying 
to any producer and also considerably higher than Phillips is obtaining from 
any purchasers. 

In fact, the 21-cent price compares with an average of 9.838 cents, which 
Phillips received for all of the gas it sold in 1954, subject to Federal Power 
Commission jurisdiction, based on prices in effect November 1956. 


And just this one further sentence: 


Again, based on prices charged by Phillips in November 1956, the 21-cent cur- 
rent market price— 


which is the standard urged upon us now— 


if applied to 1954 sales, would increase Phillips revenues from such sales from 
$44,885,621 to $81,074,544, an increase of $36,188,923 or about 80 percent. 
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That is just one pending case now before the Federal Power 
Commission. 

I assume there are a great many other scores of millions of dollars 
involved in this proposal before us. 

Do you think that is a fair statement ¢ 

Mr. Honeck. I will stand back of this statement. This thing f 
think speaks with great force. ‘These figures are eloquent in them- 
selves. 

Mr. Hesevron. It reminds me of a story that I have borrowed from 
a statement that came in here, and I think it is quite pertinent. 

I don’t want to steal the author’s thunder if he is going to testify. 
I hope he is but I do not find him listed. 

He says it is like the situation existing in the story of the late 
Knute Rockne, who related the story about the coach who stopped 
to call the play before they had free substitutions. The coach advised 
the young man in the first play to call a reverse, called a reverse in 
the second play for 20 yards, passed for 40 yards to the opponents’ 10- 
yard line in the third play, and promptly punted the ball out of the 
stadium on the fourth play. 

Isn’t that awful what my worthy friends, the authors of these bills, 
are proposing as the sort of football game we shall have, that sort of 
scheme in trying to foresee all the terms of handling this very complex 
proposition of a fair regulation of a commodity in ‘which mi ny, Many 
millions of people in this country have invested substantial sums of 
money in their natural daily need for the commodity or those operating 
commercial establishments and industries. 

Mr. O'Hara. Before you answer may I say—— 

Mr. Hesevron. I am so aware of my colleague’s Panes comments 
that I want the answer first. Will you give your answer 

Mr. Honrck. I hope I understand the question. 

If you mean they are punting the ball out of the stadium 
accidentally 

Mr. Harr. My friend did not say what stadium the game was in. 

Mr. Hesevtron. We can go to that a little later. 

Mr. Honeck. If they punt the ball out of the stadium I don’t think 
it is going to be by accident. I think whatever is being done is being 
done by their intention, and as some have said here, probably with 
good intention, but I think that some of the consequences that they 
attribute to us, to the consumer group, saying that dire things are 
going to happen without our realizing it, I think the same thing would 
be true as regards the opposition. 

Mr. Heseiron. Speaking of the effect of these two amendments that 
have been suggested by the administration, it leads me to think that 
the ball has been taken away by someone and is being hurriedly run 
across the field in the opposite direction, but at any rate whether the 
analogy is good, bad, or indifferent, the sheer fact is that you are here 
representing the consumers of Wisconsin, and as a representative of the 
consumers, have presented their case I think fairly, temperately, and 
effectively. I think, if it was not so late, undoubtedly there are scores 
of other holes that you and I could poke through this bill, with all 
due respect to my friend, which would utterly destroy the idea that 
the consumers’ interest has had any major consideration in the draft- 
ing of the bill or will have any major consideration in terms of the 
pressing of the bill before this committee or before the House. 
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Mr. O'Hara. I don’t think that is a fair statement. I am just as 
deeply interested in the consumer as you are. 

Mr. Heserron. I withdraw that and will say this. The attorney 
general of Wisconsin has undergone a very rigorous examination. 
There has been a very critical disposition it seems to me to discount 
the fact that the consumer interest has any proper place in the con- 
sideration of such legislation. 

I want to commend the attorney general for what I think, as I said 
previously, is a fair attempt, a reasonable although a vigorous state- 
ment both in writing and orally to this committee to call attention to 
the issues which confront us. (As I said, we could go on and pick out 
place after place to examine, but let us turn finally to section 13 (g), 
page 19, where you talk about this one-shot determination and say: 
Once approved by the Federal Power Commission, the definite pricing provisions 
are thereafter not subject to Federal Power Commission’s jurisdiction. 

Thus we have a rate which was approved as the reasonable market 
price as of a given date. 

Ordinarily the contract will contain definite pricing provisions escalating the 
rate over a period of years. Certainly no one believes that the Federal Power 
Commission can determine reasonable market prices as much as 20 years 
in advance. The price fixed today may far exceed or fall far short of the 
reasonable price some years in the future. 

If the reasonable market price declines in the future, the customers are stuck. 
If the reasonable market price increases, we can expect renegotiation or a new 
producer contract. 

And then there is italicized this very significant sentence: 

The only thing certain is that the customer wil bear all increases but never 
have the benefit of any decreases which might be brought about by a decline 
in the reasonable market price. 

You have reviewed the bill. Can you point with any word or 
phrase or paragraph that would fairly indicate that there is anything 
in this law that would result in any decline in the so-called reasonable 
market price as far as the consumers of natural gas are concerned ¢ 

Mr. Honeck. None that we have been able to discover. 

Mr. Hesevron. That is all. 

Mr. WituiaMs. I believe Mr. Staggers had some questions he wanted 
to ask. 

Mr. Staggers? 

Mr. Sraccers. Mr. Honeck, I believe after a pretty full day you will 
agree that there is a lot of controversy on the committee in their 
presentation among themselves as to this whole matter. 

We have 33 members and I suspect you have discovered that we 
have 33 divergent opinions regarding the legislation. 

From all of the discussion I believe that we can come safely to 
the conclusion that natural gas is a peculiar commodity unto itself, 
that there are no other commodities that could be likened ‘to it directly. 

Mr. Honeck. I think that is probably true. 

Mr. Straccers. Well—from the fact that it has to be transported 
through pipelines and kept under complete regulation at all times. 
I noticed that several members tried to liken it to milk or to coal 
or to other commodities that we might have to buy. I believe it is 
peculiar unto itself and should be treated as one separate entity. 

Mr. Honecx. Some oil of course is transported by pipeline, but 
there the comparison seems to end because many of the factors you 
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have in the natural gas field are not comparable to the sale and dis- 
tribution of oil. 

Mention was made of milk, using it as an extreme example in 
the other direction. 

Within the last month I had 15 people representing small milk 
producers in Wisconsin who came into my office, and, of course, 
they should have gone to the legislature but they came to my office 
asking for help in finding out how they could get regulation that 
would protect them, and T think that is a common problem among 
the small producers in the dairy industry. 

They are begging for regulation of some kind that will protect 
them, so the problems of regulation are not necessarily limited to this 
ee 

Mr. Sraccers. No; I will agree with you on that, but I am trying 
to make a point that this commodity is peculiar in itself and you 
cannot say it is similar to other products. 

Mr. Honecx. I can think of none at this time. 

Mr. Sraccers. I would like to go back to the Natural Gas Act as 
passed in 1938 

In the first section it gives a declaration of policy, and I will only 
read briefly part of that : 

And that Federal regulation in matters relating to the transportation of 
natural gas and the sale thereof in interstate.and foreign commerce is necessary 
in the public interest. 

And I believe the words “public interest” is the key to the whole 
thing. If it had not been in the public interest it would not have 
been put on the books; is that right ? 

Mr. Honeck. That is right. 

Mr. Sraccers. And I am sure that you are here representing what 
you conscientiously think is the public interest in your State ? 

Mr. Honecx. Yes, sir. 

Mr. Sraccers. Or you would not be here I am sure. 

I think that all of us, although we might have different points of 
view as to what the public interest is, are interested in the public in- 
terest. I would say that every member of this committee is. We have 
different ways of trying to get at the public interest. 

Now I would like to say in taking the history of the natural gas 
that it was first discov ered in my State, first used in the State of West 
Virginia. 

The first well that was ever drilled was drilled in the State of West 
Virginia, and the oldest gas fields in America are located there. 

We still produce lots of natural gas. Weare discovering new fields. 
Our gas costs a little more than it does in coming from other fields 
because of the fact that it is low. We have a lot of coal. We are 
interested in coal too as well as natural gas. We don’t want to sacri- 
fice either one. 

I am sure that you know of the Presidential Advisory Committee, 
that report as issued by them in February of 1955? 

Mr. Honeck. Yes. 

Mr. Sracecers. And of section 2 of that report that contains a rec- 
ommendation for Federal Power Commission control over direct in- 
dustrial sales of natural gas and prohibition against below-cost sales 
to industrial consumers. 
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Do you recall that or know of that ? 

Mr. Honeck. I am afraid I do not. 

Mr. Sraccers. It is so contained in the report. Lf you could be 
shown conclusively that unregulated direct sales of natural gas to 
industrial consumers and below-cost sales of natural gas to industrial 
consumers are not carrying the full load of the joint pipeline costs, 
would you favor an amendment to the Natural Gas Act to correct 
the situation ? 

Mr. Honecx. I would want some time to think about that. I don’t 
think we have these direct unregulated sales to industry in Wisconsin. 

Mr. Sraccrers. I will ask another question along the same line. If 
you could be shown conclusively that unregulated direct sale of natural 
gas to industrial consumers at below-cost “sales of natural gas were a 
contributing factor in the higher costs anywhere in the United States 
where it comes out of a pipeline to domestic consumers, if we could 
show that, if I could show you that, would you then favor amendment 
to the Natural Gas Act to correct this situation / 

Mr. Honeck, I would want time to study that before I would take 
2 position. 

Mr. Sraccers. You mean even if you could be shown conclusivley 
that by these direct sales which are equivalent to dump sales, that it 
is costing your consumer more, that you would not want to correct it 
in your State? 

Mr. Honrcx. You are suggesting now that this type of transaction 
is exempt under the existing Natural Gas Act and that by virtue of 
the exemption our retail consumers are paying more money ? 

Mr. Staccers. Absolutely right. 

Mr. Honeck. I would want to confer about this with the gentleman 
from the Public Service Commission to determine what their attitude 
is. 

Mr. Sraccers. I may say this: That the man who testified from the 
Office of Defense Mobilization and the Federal Power Commission 
both were in accord with the principles of regulating the direct sales, 
and it is so recommended in the—I might read it to you if I have time 
just one moment from the report if I can find it. Maybe I don’t have 
it. But Mr. Kendall, who was the General Counsel for the Oflice of 
Defense Mobilization made the statement or it was contained in his 
report that there were two other recommendations. In his letter to 
the chairman on May 1, 1957, the Director of the Office of Defense 
Mobilization called attention to the fact that the pending bill does not 
cover two other recommendations on natural gas legislation made by 
the Presidential Advisory Committee on Energy Supplies and Re- 
sources Policy. 

The two recommendations are closely related. The first is that sales 
by interestate pipelines at prices below actual cost plus fair propor- 
tion of fixed charges which drive out competing fuels be prohibited. 
The second was related to the storage of natural gas. 

Mr. Honeck. Perhaps you can enlighten me how this type of trans- 
action bears on this point, on which we rest so strongly, that is the 
monopolistic situation said to exist in the sale of gas in the field in 
interstate commerce. 

Mr. Sraccers. I thought perhaps you had made a study of that. 

Mr. Honecx. No, sir; I haven’t. 
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Mr. Sraccers. You have appeared before the Federal Power Com- 
mission on different issues and I want to ask you about some of those 
things that you did appear before them on. 

Mr. Honncx. Yes, sir. 

Mr. Sraccers. The Federal Power Commission has no jurisdiction 
whatsoever over direct sales of gas even though they have gone into 
your State or my State or any other State in the Union, where they are 
dumping this natural gas at way below cost that goes to the consumers 
in those States, as a general rule. 

Mr. Honeck. I think that the sales of gas to industry in our State 
are by distributing companies at a regulated rate. I don’t think there 
are direct sales to industry by pipelines. 

Mr. Sraccers. That could well be but it is not prohibited from doing 
it by the Federal Government. 

Mr. Honeck. Yes, but that problem has never confronted us, Mr. 
Staggers, as far as I know. 

Mr. Sraccers. All right, say, for instance, that you don’t have any 
of it, and I would like to check on it and find out. Let’s say you don’t. 
Say in the same State adjoining the other States you see pipelines, 
they dump a great proportion of their gas into direct sales to industry 
at way below ‘the cost that consumers are paying and your consumers. 
Somebody has to make up the other costs. Your consumers or the 
other consumers have to make that cost up. 

Mr. Honeck. Is this what you call gas sold on a firm basis or inter- 
ruptible basis? 

Mr. Sraacers. Both. 

Mr. Honeck. If I understand the use of the term, “interruptible,’ 
their gas is sold in the time of the year when it isn’t needed for do- 
mestic use for space heating and such, which is the higher price, the 
higher rate, and that by using so-called dump gas, they are able to have 
il higher load factor and thereby make the line more economically 
feasible and indirec tly keep the household rates more reasonable than 
if they didn’t sell it that way. 

I have heard that somewhere and I am not speaking as an authority, 
but I have heard that argument made, and I do re salize that in our 
situation in Wisconsin, we are said to be in a favorable position, or 
we were at one time by reason of storage fields over in Michigan to 
which gas could be transported and stored in the off- peak season and 
then returned to the users when they needed it, so that we weren't 
confronted with that dump gas problem as much as some States where 
they don’t have those storage facilities. 

Mr. Sraccers. That follows the second recommendation of the Ad- 
visory Committee, because sales to industrial users are on an inter- 
ruptible basis which you mentioned constitutes one of na means of 
maintaining economic load factors throughout the year. The com- 
mittee made a companion recommendation to the effect th: at interstate 
pipelines be authorized to use the power of eminent domain for the 
domain of underground storage reservoirs. It is thought that enact- 
ment of legisl: ation covering these two points would contribute to a 
sound national policy on use of our total energy resources. 

You as a good American citizen, I am sure, are interested in our 
national economy and a good sound national policy not only for Wis- 
‘consin but for the United States. That is recommended by a panel 
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of experts and by all of the members of the President’s Cabinet who 
have made a study of this. Do you think it would be worthwhile for 
consideration ¢ 

Mr. Honeck. Frankly, I haven’t made enough of a study of this 
situation to know whether I would agree or disagree with their rec- 
ommendations. I gained the general impression, following the ren- 
dition of that report, that it was weighted in favor of the gas industry 
and was inimical to the Wisconsin consumer problem. Frankly I 
have not read the report in detail, have not made that kind of a study 
of it, and I don’t think I would care to make a statement at this time 
as to whether I agreed or disagreed with the recommendations. 

Mr. Sraccers. I would like to ask you a couple of more questions 
oon along that same line for you to be thinking about at least be- 

‘ause you might come back before this committee some time. If I 
ana show you that these industrial sales constitute an unwarranted 
drain upon the present supply of natural gas, the reserves of natural 
gas that we have that will cut off if we go at the rate we are going be- 
cause the estimate is we have 21 and some tenths years yet of reserves 
of natural gas; if I could show you that by stopping these industrial 
sales and using other means of fuels or to at least make them bear the 
ioad to the consumer, and that it would make our gas reserve last 
longer and our supply last longer, would you be in favor of that ? 

Mr. Honeck. Generally speaking, I have heard it said that the use 
of gas for space heating ‘and for household use is a high quality use 
and the industrial use is on the other end of the scale, and that ‘phil- 
osophy is expresssed along the lines of what you have just said. 
Frankly, I don’t know enough about it one way or the other to really 
take a position. 

Mr. Sraccers. I think we would be very much interested not only 
because of the use in the present day but looking to the future as to 
a supply of gas for the users of natural gas in Wisconsin 20, 30, or 
40 years from now, because we have so many other forms of energy 
in the country, and if they are being sold, if natural gas is being sold 
at below cost in order to drive out competing fuels, shouldn't there be 
something done about it / 

Mr. Honecx. Genet ‘ally speaking I would say yes. 

Mr. Sracerrs. That is what I am trying to get at here, is the phil- 
osophy back of this, because we are taking up the recommendations 
of the advistory committee as appointed by the President made up 
of the members of the Cabinet and specialists from the outside who 
were brought in, and these are part of their recommendations. We 
hear so much about not regulating the small producer, but we don’t 
hear anything about the rest of it. I don’t know why they picked out 
only one part of it to bring up here because I think if we are going 
to consider the Natural Gas Act we are going to have to consider | 
from all angles. And as a declaration of “policy y when it was first sik 
in it was in behalf of the public interest. And I believe we ought to 
consider the whole thing as a whole and go into that instead of one 
phase of it and come up at the end with no bill at all, which is 
probably what will happen. I am only stating that as a matter of 
fact. I would like to know, have you ever appeared before the 
Federal Power Commission to protest ‘the certification of the gas ever 
being used for boiler purposes in any way, I mean under boilers in 
any way ? 
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Mr. Honeck. I have appeared before the Federal Power Commis- 
sion in gas-allocation cases, and in certification cases, such as the con- 
struction of the American-Louisiana pipeline. We are appearing 
now in the four cases which are consolidated, the hearings of which 
begin today: the Midwest, the Northern Natural, Michigan, Wis- 
consin, and I believe Natural Gas Pipeline of America. They are 
seeking a certificate to serve a part of our State which does not ‘have 
gas. Oftfhand I don’t recall that particular issue, Mr. Staggers, of 
opposing the use of gas for boiler purposes. I think that those issues 
may have been involved in some of those ¢ rases, but they didn’t con- 
cern use-directly. It may have been involved in this allocation case 
where the State of Michigan and the State of Wisconsin were con- 
testing for certain amounts of the limited supply of gas which the 
Michigan-Wisconsin Pipeline Co. had to distribute at that particular 
time. 

Mr. Sraccers. In connection with that same question, have you ever 
appeared before the Federal Power Commission to protest against the 
extension of new gasoline pipelines for the continuity of service on 
your present line? 

Mr. Honeck. We have been asking for more gas, and we have been 
watching the picture to be sure that whatever gas the line that served 
us was able to obtain, that we got our fair share of it. I think 
roughly we get a third and Michigan gets two-thirds. That is the 
ratio. They were customers, and the service has been established in 
Michigan considerably longer than in Wisconsin, so they got a good 
running start. When we came into the picture we were given about 
a third, so when we wanted more gas and they brought up this line 
from the gulf coast, the American-Louisiana line. We were, of 
course, interested in getting our fair share of that. 

I don’t think we affirmatively opposed anyone else in seeking gas 
from that line, but we were asking for certification of the project to 
see that we got our fair share. 

Mr. Sraaccers. I would like to say that I think you have made a 
very good statement. You have been very patient and I think are 
doing a good job for your people. I would like to ask you this last 
question. You don’t think after 1 full day here that the questions 
are rather simple for the committee. I don’t expect you to say what 
the committee should do, but it is their job to evolve what the public 
interest is that should be served when they put out a gas bill, accord- 
ing to the declaration of policy as set forth in the Natural Gas Act 
when it was first put out. Would that be a fair statement 

Mr. Honeck. You are asking me to say—— 

Mr. Sraccers. I am not asking you to say. 

Mr. Honeck. I mean you have suggested an answer. You asked 
me to agree with a statement you m: ade, rather, that the task of the 
committee is a simple one in the sense of the issue involved ? 

Mr. Sraccers. No; that 7 wrong. I shouldn't have said that be- 
cause it isn’t a simple one. 1 don’t know of any other question that is 
going to perturb the Congress any more this year unless we have war, 
all-out war, because I believe that this thing, if it ever gets to the 
House floor, is going to cause a fervor such as has never been caused 
before. I believe that sincerely. I don’t believe it will get there, but 
I mean that our whole interest should be in doing what we think is 
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right for the public interest as declared in this policy when the act 
was first passed. 

Mr. Honeck. That I agree with. 

Mr. Sraceers. That is all I have. 

Mr. Witiiams. Mr. O'Hara? 

Mr. Macponavp. A parliamentary inquiry, and I don’t wish to 
make any issue of it. What rules are we operating under? 

Mr. WitiiaMs. We are getting to the second round of questioning. 

Mr. O’Hara. General, I assure you at about this time of day I am 
about as weary as you are, if that is any comfort. You have no gas 
product in Wisconsin; isn’t that true 

Mr. Honecx. We have no product. We did produce, that is, man- 
ufacture gas before natural gas came in, but no natural product; no. 

Mr. O’Hara. That is the same as my home State of Minnesota. 

General, in the light of some of the aspersions which my distin- 
guished friend from Massachusetts, Mr. Heselton, referred to that 
there was no interest in the consumers by the authors of this bill, I 
would like to say that even you have some doubts whether perhaps 
you might be wrong at some time in the views you have taken on this 
matter In your previous testimony. It is true, is it not, that we have 
had the Phillips decision since June of 1954? 

Mr. Honeck. Yes; that is correct. The motion for rehearing, | 
think, was decided in October of 1954. 

Mr. O’Hara. The original decision was in June 1954 ? 

Mr. Honeck. Yes; but the mandate wasn’t handed down to the court 
of appeals on its way to the Power Commission until the fall of that 
year. 

Mr. O’Hara. Then by October, at least, of this year it will have 
been in effect for 3 years; is that right? 

Mr. Honrecr. Yes, sir. 

Mr. O’Hara. It is generally true, is it not, that gas prices have gone 
up since that time under the operations of that decision? 

Mr. Honeck. I believe that is true. 

Mr. O'Hara. I mean nationwide? 

Mr. Honeck. That is correct. 

Mr. O’Hara. And how many raises have the gas companies, the 
pipeline companies, asked for that are furnishing gas for your State 
since that time ? 

Mr. Honeck. I am not able to answer that question. Mr. O'Leary 
could answer it. 

Mr. O’Hara. There have been several requests there, I believe. 

Mr. Honeck. The public service commission of our State has its own 
attorney; he is called the chief counsel. Today, incidentally, he is 
before the Federal Power Commission. He is the utility lawyer for 
the State and our office is brought into these cases only when the 
State appears in its sovereign capacity. So my experience is con- 
siderably limited on those rate cases. In fact, I would say I had no 
experience before the State body. 

Mr. O’Hara. I know in my home State of Minnesota the Northern 
Natural serves that State, I think is the only supplier, and my recollec- 
tion, which is subject to correction, is that they have made I believe 
it is 6—I may be wrong about that—6 requests for increases. At 
least there is the sixth request pending at the present time. Does that 
indicate to you that even in the light of the Phillips decision, that 
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the consumer is going to be paying more for his gas in the future 
generally ¢ 

Mr. Honrck. He could very well be paying more, and in the future 
as the various costs that enter into fixing a rate rise, he may continue 
to pay higher and higher prices. I don’t think the claim is made 
that the Phillips decision was going to freeze prices at any given figure, 
because a regulated rate doesn’t necessarily remain st: atic. That is, 
it rises and falls as the components of the rate rise and fall. 

Mr. O’Hara. It also rises and falls, General, by the supply and 
demand ; doesn’t it ? 

Mr. -Honeck. That could be, but in the case of a utility with a 
regulated matter, the supply and demand isn’t so much of a factor. 

Mr. O'Hara. It is a factor though; isn’t it? 

Mr. Honrcx. I suppose in a measure it may enter the picture. 

Mr. O’Hara. Do you give some of us who are proponents of this 
legislation at least nominal credit for being concerned about that 
which might affect the supply? And when we have testimony that 
many of these independent producers are going to in the future refuse 
to become involved with the business of being declared a public utility 
in order to sell their gas to the public and obtain convenience and ne- 
cessity before the Federal Power Commission, they will sell it intra- 
state rather than being involved with the Federal Power Commission, 
that it is something that we ought to think about on both sides of this 
question. 

Mr. Honecx. Those producers under the act, under the regulatory 
features, of course, come in voluntarily, and if they choose to sell intra- 
state, they have that election. 

Mr. O’ Hara. If the suppliers also refuse to go into it, that is going 
to shorten the supply in the pipeline; isn’t it? 

Mr. Honeck. As far as I know, as of this date, I am not aware that 
there has been any shortening of supply by virtue of that fact. I 
still feel that there has not been an adequate experience under regula- 
tion to find out whether these fears are actually going to be realized. 

Mr. O'Hara. We have had testimony before this committee not only 
this year but at the last session of Congress to that effect. I think 
it is credible testimony, at least — 

Mr. Honeck. I am not familiar with it and I couldn’t express any 
view on that, not being informed. 

Mr. O'Hara. General, in this problem when you take the position of 
simply opposing legislation which may be of possible assistance in 
encouraging the supply of gas, you are taking certainly some risk in 
that regard, are you not? Do you refuse to recognize that there isn’t 
that possibility at all, of these people refusing to— 

Mr. Honeck. I have heard that claimed, but within my own ex- 
perience, I am not aware that there has been a reduction in supply 
created by reason of the unwillingness of producers to come under 
regulation. Phillips, of course, plus American-Louisiana are the two 
large suppliers now to our State, and American-Louisiana obtain their 
supplies from the gulf coast from four different companies who had 
some escape clauses in their contracts, in which they said if they were 
held to be under regulation by virtue of the Phillips decision, they 
wanted out, but they have neverthless gone through with the contracts 
and they are under regulation, so we are getting at least as much gas, 
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we are probably getting substantially more gas today than we did get 
back at the time of the Phillips decision. 

Mr. O'Hara. Of course, because you have what, three companies now 
competing before the Federal Power Commission to serve you with 
more gas, isn’t that true now ? 

Mr. Honrck. That’s true as to the future, but I am speaking in 
terms of actual quantities of gas we are receiving. I think we are 
getting substantially more gas today than we were in 1954. 

Mr. O'Hara. You have more users also ? 

Mr. Honeck. Yes. 

Mr. O’Hara. Your State was originally supplied solely by the 
Michigan-Wisconsin Pipeline Co., is that not true / 

Mr. Honecx. About 95 to 98 percent of our gas. There was another 
3 percent brought in by some company in the southern part of the 
State, an insignificant amount. We were dependent almost wholly 
upon the supply received from Phillips. 

Mr. O'Hara. When that pipeline went into Wisconsin, there was 
no regulation of the producers’ prices, isn’t that true? 

Mr. Honeck. That’s true. 

Mr. O’Hara. And you have spoken about the present Phillips case 
before the Federal Power Commission with which you are familiar. 
In the present proceedings there has been an investigation of the 
rates charged by Phillips to the Michigan-Wisconsin “pipeline. Is 
it not a fact that the contract presently under review does not contain 
any of the so-called favored nation clauses but does contain a fixed 
price step-up clause ? 

Mr. Honeck. There were a series of contracts or amendments as I 

ecall it, and offhand I can’t say with certainty what those provided. 
L- was of the belief that there was an escalation clause i in there which 
provided that if the pipeline company obtained an increase in its 
rate, that Phillips automatically received an increase in the price of 
gas paid to them without coming before any regulatory body and 
Justifying the increase. 

Mr. O'Hara. There was a fixed price increase, wasn’t there / 

Mr. Honeck. Yes, that would be a formula for a fixed price in the 
sense that it was determinable, if you would call that fixed. You 
couldn’t tell in advance what it was going to be in X number of 
dollars until you found out what the pipeline would get by way of 
a rate increase. 

Mr. O’Hara. What I am trying to get at is maybe we had better 
look over this bill a little bit, because in the light of your objections, 
that contract, let us assume for purposes—this is hearsay, it was a 
oe -price contract, fixed-price escalation contract or whatever you 

rant to call it. That contract would be under the section of contracts 
with a definite pricing clause under the definition in this bill, would 
it not ? 

My information I believe is correct. If I’m wrong, I'll change it. 

Mr. Honeck. I haven’t had occasion to look at these Phillips con- 
tracts for many years, and I wouldn’t want to depend on my memory 
as to what their provisions were. I think again that Mr. O'Leary 
is familiar with them. He is in this present Phillips rate increase 

case, and I am sure that he would be able to give you much more 
accurate answers than I can on that. 
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Mr. O’Hara. Assuming that I am correct, do you understand that 
under the present act of the Federal Power Commission in the present 
rate proceedings has the legal right to increase the contract price 
above the 9.83 cents that is now in effect ? 

Mr. Honecx. My understanding is that the agreed price in the con- 
tract would not be binding on either parties under the principles of the 
Phillips decision. If the ‘Power Commission found that they were en- 
titled to more money than the contract had, the contracted price, they 
would have the power to award a larger amount. That question was 
also raised back at the time when we first got in the case when someone 
said, “Well, here, you may wind up paying more for gas than you are 
under this contract.” That was recognized. 

Mr. O’Hara. Then your answer to my question would be yes, that 
the Federal Power Commission would have the authority to increase 
the price. 

Mr. Honeck. Under the existing law. 

Mr. O’Hara. Under the Phillips decision ? 

Mr. Honeck. Yes, that’s correct. 

Mr. O'Hara. And the fact is the Phillips Co. is claiming, I believe 
you testified, a price double the contract price, maybe more, and bases 
that increase on the utility rate-base method that you prefer, isn’t that 
true / 

Mr. Honeckx. Whatever the statement is that is made in the filed 
document I am satisfied is correct. 

Mr. O’Hara. And do you know that under this bill H. R. 6970, that 
that contract price, 9.83 cents, could not be increased exe ept as it is 
stated in the fixed-price schedule, and that your assumption that it 
would be as you have stated on page 13 is wrong. 

Mr. Honecx. In what part of the statement do you suggest it is 
wrong, Mr. O'Hara ? 

Mr. O'Hara. As I read the statement, it is on page 13 of your state- 
ment where you assert—I though it was on page 15. 

I may have gotten the wrong page. As I gather the intent and pur- 
port of it, I felt that you had erroneously decided the effect of H. R. 
6790 in your comments in your statement. 1 may have gotten it 
wrong, but what is your view of the bill ? 

Mr. Honecx. I don’t know exactly what I am being asked. You 
suggested something is wrong in our statement. 

Mr. O'Hara. I gathered from your statement that you didn’t appre- 
ciate the effect of what this bill would do to the Phillips people if it 
became law, which would mean a great saving to your consumers. 
They could not step out of the contract and ask for a greater increase 
than they were entitled to under the contract. 

Mr. Honrcx. I would like an opportunity to examine into that, 
reading my statement against the particular provision of the law, to 

check that before I would admit th: at we are wrong. 

Mr. O'Hara. If my assumption is correct of what your statement 
and your position was as to the effects of the bill, and my statement 
as to the effects of the bill, if I am correct, cau al, then the citizens 
of Wisconsin, these great consumers that we are all interested in would 
be benefited under this proposed law, would tes not ? 

Mr. Honeck. If your hypothesis is correct, then it conceivably 
could answer one of the points, but weighing the whole course of 
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objections which are set forth in this document which was filed in 
our behalf, it would seem there would be many more to be answered. 

Mr. O’Hara. General, you devote several pages of your statement 
to a discussion of the lack of a free market or choice of the consumer 
as to distributing companies served by one pipeline, and then contend 
that the pipeline is likewise limited in its choice of where it may 
purchase gas. 

Isn’t it a fact that now you have estified there is pending before 
the Federal Power Commission the proceedings in which three pipe- 
line companies are competing strenuously to serve communities in 
your State which are not now served by natural gas, namely Mid- 
western Gas Transmission, Gas of Louisiana, Texas, and Canada, 
understand, Michigan-Wisconsin Pipeline Gas, and Texas, Kansas, 
Oklahoma, and Louisiana, and Northern Natural; isn’t that correct 

Mr. Honecx. The companies as I understand it are competing for 
the certificate to serve the area, but also there is some competition 
among them for the gas supply, and I am advised that at least one of 
these competing companies went into Canada and offered the pro- 
ducers there a nickel a thousand more than the price contracted for 
by Tennessee or Midwestern, I don’t know which one has the contract, 
one is the parent and one is the subsidiary, and that in bidding for 
that gas in attempting to take it away from the people that have it 
under contract, they are setting a price that if these certificate cases 
aren’t resolved by the time the delivery date for this gas is reached, 
the price will go up again to the detr iment of the consumers of our 
area. The competition there is among these pipelines for the supply 
of gas as well as for the certificate to serve us. 

Mr. O'Hara. The fact still remains that it is an example which 
seriously destroys the statement which is ofen made that it isn’t a com- 
petitive field. It is an example of very strong competition. 

Mr. Honerck. By the buyers. 

Mr. O'Hara. By the pipelines, not only with the producing end but 
to sell to the consuming end as well, General; isn’t that true? 

Mr. Honrcx. No; the competition in this instance as I suggest is 
by the buyers and not by the sellers. 

Mr. O’Hara. They are still competing, all three of them wanting 
to serve Wisconsin ? 

Mr. Honeck. I’m talking about the purchase contract from the 
producers. 

Mr. O’Hara. General, it is a fact that the three pipelines are com- 
peting, and only one of them will get the certificate to serve Wiscon- 
sin; isn’t that true / 

Mr. Honeck. That’s true; very vigorous competition among the 
pipelines. 

Mr. O'Hara. That is an example of competition ; isn’t it ? 

Mr. Honeck. Yes; but in another area. It isn’t competition among 
the sellers of gas. ; 

Mr. O'Hara. And they are competing in some part at least for the 
producers of gas in some of these fields, aren’t they, some of these 
same companies, maybe not all 3 of them, but at least 2 of them are if 
not all 3 of them ? 

Mr. Honeck. I think that just the contrary is the situation. I 
think that because of the competition among these pipeline companies 
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for this single Canadian source, that the price is going up. I think 
this additional 5 cents that one of the companies offered over and 
above the present contract holder is a matter of public record up in 
the Canadian Legislature. We are trying to get the proof of that 
at this time. We are waiting on one of these companies to furnish 
it to us. 

Mr. O’Hara. You devote a number of pages in your statement to 
attempt to prove that reasonable market prices cannot exist except 
in a free and unrestricted market. Actually, wouldn’t the correct 
statement be limited to the term “market price,” and doesn’t the word 

“reasonable” give the Commission an additional standard which 
cloesn’t exist in the free market, General ? 

Mr. Honerck. I don’t know as I understand your question. Could 
you make it clearer for me, please ? 

Mr. O’Hara. I say in your statement you devote a number of 
pages to an attempt to prove that reasonable market price cannot 
exist, the term “reasonable market price” cannot exist except in the 
free and unrestricted market. Actually, wouldn’t the correct state- 
ment be that if you limited the term “market price,” doesn’t the addi- 
tion of the word “reasonable” give the Federal Power Commission an 
additional standard which doesn’t exist in a free market, so to speak ¢ 

In other words, they can take into consideration what competition 
there was and all of those things; isn’t that true? 

Mr. Honeck. We feel that permitting the Commission to use the 
term “reasonable market price” as a standard is not in fact any 
standard. It is a matter of what the traffic will bear, what the sellers 

can possibly get 

Mr. O'Hara. The present law merely uses the word “just and rea- 
sonable” without any standards; isn’t that true ? 

Mr. Honecx. That is a standard in and of itself. The terms “just 
and reasonable” are standards. 

Mr. O'Hara. General, my friend from Massachusetts didn’t ask 
you, as I recall it, what you thought of the standards which are 
set up in the bill page 18, sections 5, 18, 19, and 20, and I am calling 
your attention particularly to the provisions which are set out on 
page 19 with reference to what was earnestly attempted to be the 
ground rules for the Commission. What if any omission appears in 
there in those standards that you take exception to or what is in 
there that you take exception to and what if any omissions are in 
there that you take exception to? 

Mr. Honeck. I would have to stand on our statement here, which 
was prepared by Mr. O’Leary upon a careful study of the bill and 
was cliscussed as between the members of the Commission and the 
Governor and myself, and the criticism of the standards is set forth 
in this statement, and I would stand on the statement which I think 
is self-explanatory. 

Mr. O'Hara. A final question, General. On page 21 you assume 
that the burden of proof is placed on the distributing company by 
section 13 B, subsection (d). If you will look on lines 11 to 16, 
won't you agree that you are wrong and that those lines definitely 
require the one seeking the increase to prove his case, in other words 
to bear the burden of proof, lines 11 to 16 of section 13 B? 

Mr. Honreck. On what page would that be? Section 13 B commences 
on page 10 and each page has individual lined numbers. 
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Mr. O'Hara. Unfortunately again I haven’t got the page on it, 
but I think I can state to you definitely, General, that that is the plain 
intent of the language of that section that it does place the burden of 
proof on the one seeking the increase. 

Mr. Honeck. I have great confidence in Mr. O’Leary’s ability and 
his familiarity with this subject matter and I do know that he gave 
intensive study to that and he represented the statements made in 
this statement ‘to the Governor of the State of Wisconsin to the Public 
Service Commission and to me as being correct. I would have to go 
through much the same study and m: ike a line- by-line comparison to 
make that determination, and unless I am given the time to make that 
study I would have to say that I stand on ‘this exhibit which we have 
offered as being my answer to your question. 

Mr. O'Hara. Based upon Mr. O'Leary ? 

Mr. Honecxk. Based upon his study of the act, his report of his 
findings to the Governor and to his commission and to myself. 

Mr. O'Hara. Maybe, then, the answer is that we had better ask Mr. 
O'Leary. 

Mr. Honeck. Yes, sir; I have made that suggestion many times 
today, and I’m sure he has the answers. 

Mr. O’Hara. Very well. That's all, Mr. Chairman. 

The Cuarrman. Apparently, if we could have the attention of the 
committee, if we could ever get to Mr. O'Leary, a lot of these questions 
would be answered. Mr. Macdonald, do you have any further 
questions / 

Mr. Macponaxp. I do, sir. 

The CuatrmMan. If the attorney general can hold out, I can too, 

Mr. Macponaxp. I would like to say at the outset that I apologize to 
my distinguished colleague, Mr. O"Hara. It just seemed that the 
first round seemed longer than 5 minutes to me. 

Mr. O'Hara. I thought you alw ays enjoyed my voice. 

Mr. Macponarp. Indeed, I do. “I just have two questions, sir. I 
noticed in your answer of questions to Mr. Alger, that you seemed to 
feel that there was a monopolistic situation in the sales of natural gas, 
but you weren't quite sure of the facts and figures, and so, in order to 
contribute my little bit to the extraordinary know ledge that you have 
shown here today, I would like to call your attention to a table which 
has been put out by the Federal Power Commission, reporting for 
the past year, and I want to assure you that your —— is 100 per- 
cent correct, as supported by their figures. Their figures show that 
some 139 companies control, or in the last year anyway, sold over 
97 percent of all sales of natural gas that went into interstate com- 
merce, so your answers to Mr. Alger, of course, were quite accurate, 
and if you are asked that again you can just refer anybody who ques- 
tions whether there is a monopoly in this field to the t: ables which are 
furnished by the Federal Power Commission for public consumption. 
Secondly, I would like to ask you some questions, if Mr. Heselton al- 
ready hasn’t, concerning a bill introduced by myself and Mr. Heselton 
jointly which would take out from Federal regulation all n: ane -gas 
producers who don’t produce at least 2 billion “cubic feet a vear. Are 
you familiar with that bill ? 

Mr. Honecx. Is that one of the series of bills that are identified as 
a group involving this subject ? 
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Mr. Macpona.p. I don’t know as it would be identified as any group. 
Actually, it is a very simple bill. It’s just exactly what I just said. 

It takes out from under all Federal regulations, out from under 
the Federal Power Commission for any purpose whatsoever, natural- 
gas-producing companies that don’t produce 2 billion cubic feet per 
year. In effect, it takes out from under roughly 97 percent of all 
natural-gas producers and keeps under control about 85 percent of 
all the gas that goes into interstate commerce. With that as a back- 
ground, I notice that Mr. O’Hara earlier was concerned and worried 
about the small independent producer and asked you if you wanted to 
control.him. In your answer you said you would have to give it a 
little further study, as I recall, but actually, I was asking your opinion 
in your support for such a bill. Do you feel that it is an aid to con- 
sumers of Wisconsin by keeping the large amount of natural-gas con- 
trol that goes into interstate commerce and into Wisconsin under Fed- 
eral Power Commission regulation and yet exempt these poor little 
producers that we hear everybody dying and bleeding for, Mr. Dies, 
for instance, and Mr. Rogers and Mr. O’Hara, so don’t you think that 
that isa good solution to this problem ? 

Mr. Honeck. Generally, any solution that would relieve the diffi- 
cult administrative problem, and at the same time would not work 
against the protection that the regulation under the principles of the 
Phillips case is theoretically supposed to afford to the consumer, I 
think, would be desirable. 

I wouldn’t, with my limited knowledge of this subject, be able to 
say offhand whether this is the solution, but it would all depend on 
what the impact is of the lack of regulation of the amount of gas 
that these so-called small producers sold. It is conceivable, for 
instance, if all of them were in one given area and some company like 
Phillips—we won’t use their name, but some company—would pur- 
chase all their gas and pay exorbitant prices and then gather it and 
assemble it in one place and then sell a large quantity to a given pipe- 
line, it might be that, as regards the customers of that particular line, 
you would still have the same evils that exist here, but spread thin 
over the entire gas picture, what would the impact be? I am not pre- 
pared to say. 

Mr. Macvonatp. Are you going to refer that one to Mr. O'Leary 
too? 

Mr. Honecx. He has been in this gas field since 1945, and he is 
an economist and he has given great study to all of these things and 
we have to rely on him for information in the preparation and presen- 
tation of our cases. 

Mr. Macponap. I understand. I was being facetious, and I would 
like to compliment you not only on your ‘statement but on your 


stamina. I think you have done an excellent job. Thank you very 
much. 


The CuarrmMan. Mr. Younger? 

Mr. Younerr. I would like to pursue a little bit about the question 
of the legislature. I believe you told Mr. Rogers that there was a 
resolution now pending before the State Legislature of Wisconsin ? 

Mr. Honeck. Yes; that’s correct. 

Mr. Youncer. That is a similar resolution that was passed two 
years ago? 

Mr. Honecx. That is correct. 
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Mr. Youncer. But this is a new legislature? 

Mr. Honeck. That’s right. 

Mr. Youncer. When was the resolution introduced ? 

Mr. Honrck. I can’t recall, exactly, but I appeared before the 
assembly judiciary committee probably in the month of March to 
speak on it. 

Mr. Youncer. The hearings were held, then, in March? 

Mr. Honeck. I believe so, and some amendments were then pro- 
posed, following the hearing which involved this question of supply 
and the complexity of the picture involving these three competing 
pipelines to serve the northern area, and it may have, in effect, I 
wouldn't say changed the character of the resolution but added another 
point to it. 

Mr. Youncer. I gather that, where you have a resolution that has 
already been passed by the legislature 2 years ago and introduced 
again, if there was any great burning desire and “public demand in 
Wisconsin, that resolution would have been passed before you came 
down here. To me, that is a normal assumption. I thought that 
you were representing a very strong and determined viewpoint of 
the legislature and the Governor and ‘all of them. 

Mr. Honecx. I think I am. 

Mr. Youncer. And now I find that the resolution has been before the 
legislature since March or February and no action taken. 

Mr. Honeck. The resolution in the previous session of course con- 
stituted a statement of policy which crystallized a lot of thinking in 
various administrative branches of our Government, and everyone 
knows we have been through this Phillips case up to date in these rate 
hearings before the Power Commission. 

I think there is a very strong, burning desire on the part of the 
people of Wisconsin for our appearance here today, and I wouldn’t 

agree with you, sir, on the inference you draw from the fact that the 
resolution has not been passed. 

I could conceive of a lot of resolutions that may be before the Con- 
gress at this time not acted upon where you can’t draw an inference 
one way or the other. I mentioned that as an objective fact in answer 
to a question put to me as to what the st: atus of the situation was, but 
I don’t share your view. I think there is a strong feeling, it is ex- 
pressed in the press as well, and I haven’t found any sentiment against 
our appearing here, that is among the consumers. 

Mr. Youncer. That may be correct, there might be no sentiment 
against your coming down and expressing your views, but I think the 
committee has a right to know that ev idently the legislature doesn’t 
think very strongly on the subject or they would have clouted you 
with that resolution when you came down here. 

Mr. Honrcx. I think that looking over the whole picture over the 
vears, that no adverse inference should be drawn from the fact that 
that happens to be standing still at the moment. 

Mr. Youncer. And one other question. If I gather correctly from 
your testimony, you have suggested that possibly in regulating the 
producers the Congress or the Federal Power Commission. might make 
some regulations or put into the law provision for separating these 
producers into different classes, is that correct ? 

Mr. Honeck. Yes, sir. 
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Mr. Youncer. Do you know of any other utility which is regulated 
where they are regulated by classes, big and little or so much capital 
er so much produced, or any other classification? Do you know of 
any utility, electric or water or any other public utility that is regu- 
lated that way ? 

Mr. Honeck. I am not familiar enough with utility law to know 
that. 

Mr. Youncer. Mr. O’Leary would know that. 

Mr. Honeck. No, I am going to suggest this time that maybe Mr. 
Lesselyoung might be able to answer that question. He is a commis- 
sioner of the public service commission, and he would be ready to 
answer that. 

The CHarrman. Mr. Honeck, you have gone through a rather long 
series of interrogations here today. We have had many eminent 
people before this committee, and we will consider the presentation 
you have made from your viewpoint representing as you do a group 
of distinguished people. 

The committee wants to thank you for your appearance here in 
expressing your views on how you think the problems might be met. 
I will refrain from asking any questions myself of you because you 
have been here all day long, and I know you are tired out. And so we 
are going to let you go. I know you have public duties back home 
that you want to get to. 

I should think that Mr. Lesselyoung might want to follow you with 
whatever comments he might want to make, but in view of what you 
have gone through today, he might want to carry out your suggestion 
and file a statement, but we do want to thank you for your appearance 
here. 

Mr. Honecx. Thank you, Mr. Chairman, and gentlemen of the com- 
mittee. I certainly am grateful for the opportunity you have given 
me to take part in these proceedings. 

I regard the treatment as very fair, and I will say I thoroughly 
enjoy the experience, and I hope maybe some time in the future I can 
come back again. 

Thank you. 

The CuatrmMan. Thank you very much. 

Mr. Lesselyoung, may I inquire as to what your desire would be at 
this time ? 

Mr. LessetyounG. Mr. Chairman, as would be quite obvious to 
anyone, any plans that one might have had have yo pretty well 
preempted by the vigorous cross-examination today. I do feel that 
some of the things said today—— 

The Cuamman. I might say first, you are Mr. Nicholas J. Lessel- 
young, commissioner of the Wisconsin Publie Service Commission, 


Madison, Wis. 


STATEMENT OF NICHOLAS J. LESSELYOUNG, COMMISSIONER, WIS- 
CONSIN PUBLIC SERVICE COMMISSION, MADISON, WIS. 


Mr. Lessetrouna. Mr. Chairman, is it the wish of the committee to 
proceed at this time? If so, I do have some observations I would like 
to make. 

The CuatrmMan. May I inquire as to the time you would require, o 
clo you have any idea ? 
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Mr. Lessetyoune. It would be a relatively short period of time, not 
to exceed 5 or 10 minutes. 

The Cuatrman, I think we might hear you. 

Mr. LesseLtyoune. Thank you, Mr. Chairman. 

As indicated, there will be no prepared statement, Mr. Chairman, 
because even my sparse notes have been pretty well covered in the 
course of the day. 

I do think, however, that some of the matters covered here and 
some of my admittedly limited experiences in the past years within 
which I have been identified with regulation, suggest to me some areas 
that might be generally explored. They deal with some of the basic 
concepts of the philosophy of regulation and its application as we 
think of it in our State. 

I might add by way of preface, Mr. Honeck identified himself as 
a Hoover Republican, as proof of his affinity for the free enterprise 
system. Prior to my time on the commission and while practicing 
law, I was a member of the State legislature for 6 years, and I can 
recall at least one instance during the heat of debate when I was 
referred to as a McKinley Republican. 

Now, I don’t know whether it is a matter of degree or what it is. 

Mr. O’Hara. I want to warn you there are some “Modern Re- 
publicans” around here. 

Mr. Lessetyoune. I don’t suggest, Mr. Chairman, that any one of 
any particular persuasion has a particular monopoly on appreciation 
of the principles of free enterprise, but I do want to assure the com- 
mittee that certainly, connection with the regulatory process does not, 
in and of itself, suggest that there is something repugnant to that 
philosophy of free enterprise. 

We like to think, in Wisconsin, and I think we over the vears have 
accomplished an attitude in the regulatory process which 1s not only 
not repugnant to free enterprise, but in fact we regard it as a neces- 
sary implementation in the field in which it is applied. 

Much has been said about the monopoly, and monopoly is another 
one of these terms which, through its years of usage, has gained con- 
notations which vary with its usage. Monopoly is not necessarily a 
heinous thing. Monopoly, in fact, as we all know, in the application 
of regulatory process, is a thing that is with design applied to cer- 
tain operations. It is applied, certainly, in the local distribution sys- 
tems of electrical energy, of communications, transportation and the 
like. 

I think we have a unique application of monopoly in the natural 
gas industry. If we go back for just a moment to distribution sys- 
tems that are set up locally, and with legal sanction or by nature or 
by direction monopolistic operations are created, one company serving 
in a defined area—we had that situation, and insofar as gas was con- 
cerned, particularly in our area, and prior to the time when the first 
discovery was made in the State of West Virginia, as outlined by 
Mr. Staggers, these companies who did distribute locally were dis- 
tributing for the greater part manufactured gas. 

There then came the time when gas, which prior to that time had 
been flared at the wellhead, was determined to be a product that could 
be put to use, and connecting to this designed monopolistic distribu- 
tion system, there was designed and built a large, immovable trans 
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portation system, the pipeline leading from a designed distribution 
system to the source of supply. 

I suppose that this is a contentious thing to say, and undoubtedly 
it will be met with some contest by members present, but natural gas 
as such was not at that time a thing which had a commodity value 
as we now think of it. Natural gas was a byproduct for which no 
useful market had been found. 

So that here we have a product which, but for the designed monop- 
olistic distribution system and the related transportation system, 
would not have had a market or a commercial value as we think of 
it today, and it is to that degree, I think, that this industry has been 
placed in a position, partially at least, where it does have monopolistic 
characteristics. 

When you arrive at that point, you treat it in one of several ways, 
as has been outlined. You treat the problem either by dealing with 
it through the antitrust laws of the Federal Government or the var- 
ious States, or you regulate the business through sensible application 
of the normal rules of regulation. 

We like to think, in Wisconsin, and I am sure there are many 
States that share our opinion, that regulation can be workably ap- 
plied. In the present case I don’t think that we are experiencing 
anything that is much different from what was experienced in the 
pipeline business immediately after the enactment of the Natural Gas 
Act of 1938. 

It is not unlike the experience of the electric energy industry back 
when it was in its infancy. This is an evolutionary process, and cer- 
tainly, the Congress and the legislatures of the several States, in deal- 
ing with these delegated powers, which is really what the power to 
regulate is, doesn’t intend in the first instance to set down a precise 
formula that, without any doubt, will be workable and produce the 
end result desired. 

If my memory serves me correctly, it was the court in the Ruberoid 
ense Which said that the function of the independent regulatory 
agency is to give life to legislative intent. The legislature or the Con- 
gress, as the case may be, sets down the principles that it wishes 
to accomplish, and it then becomes the function of the legislative 
agency within the framework of that enactment to see that the end 
result is accomplished. 

I submit, Mr. Chairman, that, while it has been asserted and de- 
nied with vigor, and many times, that is the situation we find our- 
selves in today, and it is our contention that the Natural Gas Act 
as interpreted today can and will work, if given an ample and a 
proper opportunity to go into operation. 

I think evidence of that fact is currently developing. In the 
dockets presently before the Federal Power Commission, the Phil- 
lips Petroleum Co., one of the producers, sharing, we can assume, in 
the statement that regulation of this type based in part on cost will 
not work, has presented at this time a very workmanlike case based 
on cost. 

I don’t mean to imply that we will be in full agreement with them. 
We are contestants in the case, but the fact is that we have at this 
point substantial evidence of the fact that a company can present 
to the Commission data involving costs which will enable that Com- 
mission to then comply with what appears to be the latest judicial 
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pronouncement on the subject referred to here today. It was the 
city of Detroit case, in which the court said to the Commission that 
it may be that these companies need, and are entitled to, incentive 
reimbursements over and above their bare costs, but that the costs 
should be the stepping-off place. 

So we submit, members of the committee, that before the Natural 
Gas Act is discarded and before it is tagged as something that won't 
work, that it should be given an opportunity to work, and while 3 
years may seem like a long time, in the relative scheme of things, in 
looking at the history of de velopment in similar situations, it actually 
isa relatively short period of time. 

We like to think, Mr. Chairman, that regulation, sensibly applied, 
can take note of the problems of the producers and of their needs and 
requirements. 

Emphasis is placed on price to the consumer. 

We as a regulatory Commission, functioning in our State, are very 
much aware of our specific legislative directions, the limitations of it 
and the judicial precedents which have evolved out of the cases that 
have been presented to our courts. 

And the court in our State particularly, and I think this is gen- 
erally applicable, in treating the question of just and reasonable rates, 
has stated that there is here a zone of reasonableness which the Com- 
mission must recognize and must act upon. 

The court has said that this zone of reasonableness is defined as 
embracing rates which are, on the one hand, not so low as to be con- 
fiseatory ‘of the property of the company, and not so high, on the 
other hand, as to be oppressive to the consumer. 

This very fact implies that in regulation, in ratemaking, which is 
not an exact science, there are elements of judgment. 

We think that a Commission dedicated to its purposes can take into 
account these items that need attention. We think that incentive earn- 
ings beyond cost, if such is the congressional intent, can be put into 
expression by a regulatory Commission. 

Mr. Chairman, “with just those brief summary comments on these 
items, if there are any questions I am available for questioning. 

The Cuairman. Thank you very much, Mr. Lesselyoung. 

Are there any short questions ? 

Mr. YouncGer. Just one. 

Mr. O'Hara. [havea question, Mr. Chairman. 

The CuatrmMan. Mr. Flynt? 

Mr. Fiynt. None at this time, Mr. Chairman. 

The Cuatrman. Mr. O'Hara. 

Mr. O’Hara. Are you familiar with the American-Louisiana Pipe- 
line Co. ? 

Mr. Lessetrouna. Ina general way Iam, Mr. O’Hara. 

Mr. O’Hara. You were not a member of the commission in 1954? 

Mr. Lesse.youne. I was not, sir. 

Mr. O’Hara. Do you know whether the State of Wisconsin took any 
part in proceedings with that company for the certificate of public 
convenience and necessity, urging that it be granted ? 

Mr. Lessetyoune. It is my recollection that it did, sir. 

Mr. O’Hara. The fact is that they urged the granting of the cer- 
tificate. 
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Mr. Lessetvouna. Now we are approaching an area where I have got 
to explain or qualify, I think, Mr. O’ Hara. 

Wisconsin, as has been indicated, perhaps because of geographic lo- 
cation and other contributing factors, is one of the later States to 
enjoy natural-gas service. 

It has, from the beginning, had an unsatisfied demand for natural- 
gas service, and taking into consideration the urgent need for gas 
supplies and weighing it cs irefully against all other contributing con- 
siderations, the commission did at that time support the application 
of American-Louisiana. 

Mr. O’Hara. It isa fact, is it not, that the prices which the American 
Louisiana voluntarily agreed to pay for gas for that pipeline com- 
menced at 20 cents per thousand cubic feet, with fixed stepup prices; 
isn’t that true? 

Mr. Lessetyoune. I didn’t hear the last part of your question, sir. 

Mr. O'Hara. The American-Louisiana, when they got that certificate 
voluntarily, agreed with the producers to start paying them 20 cents 
per thousand cubic feet, with a fixed stepup price increase on their 
contracts ¢ 

Mr. Lesse.youne. On a question as important as this, Mr. O'Hara, 
I would like to respectfuly be cautious. 

Because of my not being present at the time, I must draw on my 
memory of what I have read and heard since I have been a member of 
the commission, but again, I believe that the general attitude was that 
the demand for gas at that time was so great that, notwithstanding the 
price proposition at that time, and in view of other conditions which 
had to be met, such as certificate deadlines in order to bring gas into 
the area—and, I might add, with an eye on the Natural Gas Act—the 
commission felt that perhaps the price consideration at that time was 
a secondary question and could be effectively dealt with through the 
Federal Power Commission. 

Mr. O'Hara. That was a great deal more than the Michigan-Wis- 
consin P ipeline C o. Was paying; was it not? 

Mr. Lesseryoune. | end answer that directly, sir. Again, I 
will have to defer that. I don’t know why I came. Mr. O'Leary is 
here. 

Mr. O’Hara. We are trying to get away from Mr. O’Leary. You 
have probably, since you have become a commissioner, become ac- 
quainted with those gas rates. It is true they started out, American- 
Louisiana, paying 20 cents. There is a big stepup price increase in 
those contracts; isn’t that true ? 

Mr. Lessetyoune. I think that is true. 

Mr. O'Hara. Now, what price was your Michigan-Wisconsin, to go 
back to the question, at the same time, or as of now? Let’s take 1954. 
That might be better. What were they paying for their gas? 

Mr. Lessetyoune. I cannot answer that, sir, because I wasn’t there 
at the time. 

I might just say that I don’t think that we regard either the decision 
under the Phillips case, the Natural Gas Act as it presently stands or 
its administration, in complete conformity with the Phillips decision 
as any assurance that there are not going to be price increases in the 
price of ga 

Our ahaa is simply that by nature this is the type of operation 
which traditionally our country and our States have regarded 
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being fitting for this process of regulation, and that any increases, 
because this is a business ¢ harged with the public interest, ought to be 
proven merited increases. 

Mr. O’Hara. May I ask this question, if you know: 

Did the Public Service Commission of Wisconsin or the attorney 
general’s office, or any representative of the State of Wisconsin or the 
commission protest against the prices which American-Louisiana 
agreed to pay, namely, ‘starting out at 20 cents per thousand cubic feet / 

Mr. Lessetyoune. I am not aware that they did, and I think my 
other answer is related to that question, sir. 

Mr. O’Hara. This problem is certainly a grave one for this com- 
mittee, as you understand. 

Mr. Lessetrounc. Undoubtedly, sir. 

Mr. O'Hara. It is very popular to be the great champion of the 
consumer, but as members of this committee, we also have a number 
of responsibilities; namely, to consider all the phases of it, to encour- 
age supply, which would affect prices, to relieve what may be deter- 
rents to supply. 

Isn’t that important for this committee to consider, Mr. Lessel- 
young / 

Mr. Lessetyoune. Sir, if I am not too presumptuous, I think that 
with my legislative background, and not being a regulatory zealot, 
if that is the right word, T am not here ple: ading the cause of regula- 
tion for regulation’ s sake. 

I think I am very much aware of the heavy burden that rests on 
the members of this committee, sir. I know that all of these consid- 
erations are important to you. 

The Carman. Mr. Heselton ? 

Mr. Hesertron. Mr. Lesselyoung, I notice in the written statement 
submitted by the Governor, the attorney general, and the members of 
your commission, that you were 1 of 3 members of the commission. 

Mr. LesseLyoune. Yes, sir. 

Mr. Hesevton. May I inquire, are you the chairman ? 

Mr. Lessetyoune. Iam not,sir. Mr. Steinmetz is the chairman. 

Mr. Hesevton. Mr. Padrutt and you are the other members of the 
commission ? 

Mr. Lessetyouna. That is correct. 

Mr. Heserron. May I inquire how long you have been on the 
commission ? 

Mr. LessetyounG. I was appointed in 1955, sir. 

Mr. Heseiron. Prior to that you had served in the Wisconsin Leg- 
islature for how long? 

Mr. Lesse_youne. For 6 years, sir, and I practiced law. 

Mr. Heseritron. Mr. Lesselyoung, this may be a question which I 
neglected to note. Maybe it is one that Mr. O’Leary should answer. 

Mr. LessetyounG. There is a good possibility. 

Mr. Heseiron. Attorney General Honeck, when I inquired about a 
statement that appears in the public record, ‘said that the natural gas 
companies were controlled by the six major oil companies. I w anted 
to know what the six were. 

Mr. Lessetyoune. Mr. O'Leary, sir. 

Mr. Hesetron. I want to just join you with the statement I made 
as to the attorney general. 

The Cuarrman. Mr. Younger? 
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Mr. Youncer. Just one question referred to you by Mr. Honeck. 

Do you know of any public utility which is regulated by virtue of 
separating the participants into classifications / 

Mr. LesseLyouna. Without elaboration, sir, perhaps I was not here 
when the question was propounded initially; you are referring now 
to our position that this industry ought to be regulated. And are you 
referring to the pipeline and the produce er distinction ? 

Mr. Youncer. No. It was suggested by Mr. Honeck that, due to 
the great difficulty in treating the producers and the great variance 
that you have in the cost of oo and so forth, that it would 
probably be within the si ‘ope of the legislation on the part of Congress 
or on the part of regulations from the Federal Power Commission to 
make classifications of the various producers, and regulate them ac- 
cording to classification, and I asked the question : 

Do you know of any utility that is a ited by classification / 

Mr. Lesse.vounc. Within our State, I do not, sir. 

I think, by way of elaboration on that, I believe I am correct, again 
drawing on my memory of what I have learned since I have become 
member of the commission, I think that at the time that our commis- 
sion made an appearance before the Federal Power Commission in 
the docket, in which the Commission was attempting, after the Phil- 
lips case, to set up procedural standards, and I think at other times our 
commission has taken the position that it might be appropriate to ex- 
empt a class of these small producers entirely from regulation. 

Mr. Youncer. That is the same theory that has already been ad- 
vanced, that they do separate them. What I am trying to find out is: 
Is there any precedent? You are talking now of making the pro- 
ducers utilities, and you are going to regulate them as a utility. 

Mr. Lessetyouna. I don’t know that I said that, sir. It may have 
been said, and I know there was quite an exchange here on this utility 
concept. 

Mr. Younger. I am asking solely for information. 

Mr. nenrotee. I understand that. 

Mr. Youncer. I don’t know of any precedent, do you? 

Mr. Lessetyoune. The theory would be that if this classification 
were made, that the great numbers of small PROGuCar? producing 
quantitywise a relatively small amount of the gas that goes into 
interstate commerce, would be excluded, so that you wouldn't have 
classifications of regulation. You would have one excluded under 
the theory, I suppose, that if the impact type of producers were 
regulated effectively, the other smaller producer, there would be sort 
of a natural regulation by the market. 

Mr. Youncer. That has all been covered. What I am trying to 
find out, is there any precedent in the utility field for such regulation / 

Mr. Lessetyouna. I know of none, sir. 

Mr. Youncer. That is all. 

The Cuarrman. May I thank you on behalf of the committee. Of 
course, you have joined i in with your attorney general and other mem- 
bers of your commission and others in this statement, which was filed 
here, and on which the attorney general testified at great length. 
That is part of your statement, toot 

Mr. Lessetyouna. Yes, sir. 

The CHarrman. That should be noted for the record. 


99196—57—pt. 1 26 
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We thank you very much. Let me congratulate you also on suc- 
ceeding a very fine member of the commission from the State of Wis- 
consin, who is now serving very ably as Chairman of the Civil 
Aeronautics Board. We are very gl: id to have had you with us. 

Mr. Lessetyoune. I know, sir, that the feeling you have expressed 
for our former chairman is a mutual feeling between him and your- 
self, sir. 

The Cuarrman. Thank you very much. 

Mr. O'Leary, I have felt for you all day. We should have had you, 
[ suppose, along with your distinguished attorney general, and I 
would not dare to single out all of the questions that apparently would 
be referred to you. 

May I inquire, how much of a statement you felt you would like to 
make now, in view of the statement that has already been presented, 
and so forth? 

Mr. O’Leary. Mr. Chairman, I am somewhat puzzled as to just 
what to say. I think anything I say will be an anticlimax. 

The Cuarmman. It has been thrashed out rather substantially today. 

May I first say, in order that the record may show, you are Mr. 
Henry J. O’Leary, chief, Department of Rates and Research, Wis- 
consin Public Service Commission, Madison, Wis. 


STATEMENT OF HENRY J. 0’LEARY, CHIEF, DEPARTMENT OF RATES 
AND RESEARCH, WISCONSIN PUBLIC SERVICE COMMISSION, 
MADISON, WIS. 


Mr. O'Leary. Yes, sir. 

The Cuatmrman. You, of course, have the privilege of supplying 
the additional answers which the attorney general referred to today, 
to complete the record on that, and, naturally, we would be glad to 
have any additional statements that you would care to make on your 
own. 

Mr. O'Leary. If a transcript of today’s hearing is made available 
to me, I would be very happy-to try to either orally or by written 
statement, whichever you desire, furnish the answers, if T can, to 
those questions which are referred to me. 

The Cuarmman. I think it would be a little unfair to require you 
to take the record and go through it tonight or in the morning, and 
then try to supply the answers. Suppose you take a copy of the rec- 
ord with you, and then you can supply those answers, and any fur- 
ther statement you would care to make now we would be glad to 
receive. 

Mr. O’Leary. I think that the statement which has been filed on 
behalf of the State of Wisconsin and the commission pretty well 
speaks for itself. I did want to emphasize 1 or 2 of the principal 
features of that statement. 

I think that if we, in Wisconsin, were convinced that there was a 
free market for natural gas between the pipelines and the producers, 
we wouldn’t be here. We feel that there is no such thing as a free 
market, and we think that the term “reasonable market price” as 
used in H. R. 6790 has no meaning, has no meaning either in eco- 
nomics or legally in the absence of a free market. 

A reasonable price, a reasonable market price, I think, in ordinary 
economic theory, is arrived at where you have a group of willing 











NATURAL GAS ACT 397 


buyers, a group of willing sellers, neither of whom are under com- 
pulsion to ‘buy or to sell, and under those conditions you have a situa- 
tion between ‘supply and demand which tends to get into equilibrium 
over a period of time. 

If the supply is short, the price will normally go up, and assuming 
that you have a fluid supply and an elastic demand, the supply will 
react to that increased demand and you have a tendency to stabilize. 
In other words, when the demand and supply are in equilibrium, you 
have a stable price situation. Where either is ahead of the other, 
you _s either price increases or decreases. 

Now, I don’t think we have anything like that situation in the pur- 
chase of natural gas in the field. I won't go into the points in our 
statement, which specify various features on which, in our opinion, 
it is inevitable that the relationship of the producers to the whole 
natural gas situation is one which, in all respects, tends to create 
natural monopoly, and I am not here particularly concerned with 
whether there are 65 producers, whether there are 3,000, 5,000, 10,000 
or any number. 

It is our feeling that the physical and economic structure of the 
industry is such that you will always have a natural monopoly, that 
you would have it even if the supply were greatly in excess of the 
demand. 

You would still have that situation because you have a very fixed 
or imbedded capital investment on the part of the pipelines, and 
they certainly can’t shop around from one producer to another. 

Now, I am talking about existing supplies not going out after some 
new supplies, but if producer B offers a pipeline a lower price than 
producer A, he can’t move his pipeline two or three hundred miles 
to take advantage of that lower price. 

We have pointed out that basically this operation is an integrated 
one all the way from the production of gas in the wellhead to the 
burner tip of the consumer. 

1 would like to point this out, also, on the supply situation: That 
the supply is a rather rigid thing. A producer doesn’t go out and 
drill a well with any assurance that he is going to get any gas, or he 
might hit a bonanza. 

You can give encouragement to a producer to drill more holes in the 
ground, but you still don’t assure him that he is going to get a greater 
supply of gas. On the basis of the law of averages, why, the more 
holes he drills, he ought to get some more gas, but he never knows for 
sure what he is going to get, so that in that sense the supply situation 
is not fluid. 

So I think our biggest point so far as the justification for regulation 
of the natural-gas producers, is that it is not a situation in which the 
normal concepts of free enterprise in a competitive market exist, but 
rather, it is one in which, because of the very nature of things, there 
is no competitive market, and in the partic ‘ular circumstances at the 
present time, the supply is way short of the demand, and as a result, 
under these noncompetitive conditions, the producers are able to exact 
from the pipelines about all that the traffic will bear. 

It is for that reason that we feel that some sort of regulation should 
be imposed, so that if we are to absorb increases, and I think we say 
in our statement here that we think they are inevitable, that they 
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should come on in an orderly manner rather than having them come 
on in great haste and far above the needs of present requirements. 

We are concerned with the application of the standard reasonable 
market price. As I have indicated to you previously, it has no mean- 
ing unless there is a free market. It certainly doesn't have any real 
meaning in the sense of where you have a natural monopoly. 

In section 13 (c) there are a number of factors to be stated which 
are to be considered by the Federal Power Commission in the deter- 
mination of whether the price to be charged is a reasonable market 
price. One of these is whether the prices determined will assure con- 
sumers a continuing adequate supply. 

It is our feeling that there isn’t any price that will or can make 
such an assurance. A higher price will insure the drilling of more 
wells with an unknown and unpredictable addition to the gas reserves. 

It will probably bring in some marginal wells into the total supply, 
but the thing that we object to most strenuously, that what it will 
result in is the repricing at a higher level of the proved and producing 
reserves at the expense of the consumer. 

Another factor to be considered under 13 (c) is whether the prices 
were arrived at competitively and at arms length bargaining. 

In the face of competitive conditions that exist, lack of a free 
market, we think this standard is meaningless. I think the only place 
where this standard applies is to insure the absence of collusion. 

In subsection 3 of section 13 (c), the Federal Power Commission 
is directed to give consideration to current level of field prices as 
compared to other fields under general comparabie conditions. 

Well, what does this standard mean? As we understand it, as we 
have seen it operate so far, it means that field prices are continuously 
being pushed upward because of the necessity of either existing pipe- 
lines to greatly augment their supply or the addition of new 
pipelines. 

These pipelines which have to go into the market for a large reserve 
to cover their requirements over a 20-year period, I think, to use a 
term that was used by one of the representatives of the Texas pro- 
ducers before the Federal Power Commission, I think he used this 
language: They have to blast their way into the market. 

They have to go in there, outbid everybody else in order to get that 
kind of a supply of gas, and then the prices established by that sort 
of a procedure become a part of the reasonable market price standard. 

I think you have already referred to the statement by Phillips in 
the present case pending before the Federal Power Commission as 
to the effect of the reasonable market price standard as interpreted 
by Phillips. 

They have indicated in that case a possible reasonable market price 
of 21 cents, which, as Mr..Honeck has already pointed out, is con- 
siderably in excess of anything they are paying to producers or in 
excess of anything they are receiving from any pipelines. 

Subsection 4 describes in some detail what the reasonable market 
price does not include. We had rather hoped that there would be 
equal detail employed in describing what it does include. 

As a substitution for such detail, we find that in the last analysis, 
reasonable market price is what the Federal Power Commission says 
it is, and we think that that is an unfair burden to place on the Fed- 

eral Power Commission itself, that they have to be in the position 











NATURAL GAS ACT 399 


of practically rubberstamping any price negotiated between a pipe- 
line and a producer which can be supported by a similar price else- 
where, or shin deny to a pipeline a vitally needed additional source of 
supply. 

Of course, as Mr. Honeck has already pointed out, probably the 
most significant feature of section 13 (c) is the directive which di- 
rects the Federal Power Commission not to consider cost or use the 
public utility rate base cost of service concept or formula. 

We think that this prohibition could have very serious ¢ onsequences 
not only to the consumers, but also to the producers themselves. The 
consumers are denied, by that provision, any quantitative standard 
for determining the reasonableness of or the necessity for producer- 
rate increases. 

Of equal importance, especially when considering the future, pro- 
ducers are denied the right to show financial need in support of their 
application for rate increases. 

I think there are a number of circumstances in which a producer 
who possibly even signed up in an initial contract, ought to be allowed 
to show where increased costs would justify an increase in rates. 

I think as we look towards the future, with the supply situation be- 
ing what it is, that we are going to have to call in more marginal 
produc ers to fill in the supply picture. That is a process that has been 
going on for some years past, now. 

We have had caseing head gas which previously was uneconomical 
to put into a pipeline, being put in because of the increases in prices. 
We have had producers of gas well gas coming on to the interstate 
pipelines for the first time because the price was sufficiently high to 
cover their costs of operation. 

We think that it is very probable in the future, as we look down the 
road ahead, that there are going to be a number of producers who will 
want to have costs one of the major considerations in determining the 
rates which they should get. 

There apparently seems to be some mortal fear that the injection of 
cost will certainly reduce existing prices and prevent price increases 
in the future. All of the evidence is to the contrary. 

Producers without exception are incurr ing increased costs in finding 
and producing additional natural gas. Under existing demand-sup- 
ply relationship, there is no basis whatsoever for predicting decreas- 
ing costs. Even if cost is used as the sole test of reasonableness, con- 
sumers of natural gas can look forward only to constantly increasing 
levels of cost. 

It may well be that costs will continue to increase to the point where 
natural gas is priced out of the market. 

Mr. Younger. Mr. Chairman, I do not want to shorten this, but I 
am just wondering as to the advisability of reading the statement 
which is already in the record and which we have. You are reading 
there from page 16, almost verbatim. 

My idea w: as that if you had some additional information beyond the 
statement that you have all agreed upon, we would like to have it, 
at least I would like to have it, but I don’t think that it would serve a 
purpose to just read the statement, which is already in the record. 

Mr. O'Leary. I haven’t up until this point read most of it. I was 
trying to summarize, but in view of the shortage of time, I am per- 
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fectly willing to leave the statement stand as it is, and simply make 
myself available for questions. 

The CrAiRMAN. Certainly, Mr. O’Leary, you have tried to sum- 
marize in part your statement because the Chair thinks you should 
have that right. 

Mr. O’Leary. Mr. Chairman, I appreciate we have had a very long 
day, and I am perfectly willing to let the statement stand without any 
further summary. 

The Cuatrrman. Very well. Did you have any other comment other 
than about the statement, other than what is in the statement ? 

Mr. O'Leary. I would prefer not to, pending an examination of 
today’s record, Mr. Harris—I guess there were a few questions referred 
to me, and I would like to check those over first. 

The Cuairman. Very well. Mr. Flynt, do you have any questions ? 

Mr. Fiynvt. No. 

The Cuairman. Mr. Younger? 

Mr. Youncer. No. 

The Cuarrman. I wanted to ask you this, because I think it should 
be in the record. It has already been testified by your associates that 
you do not have all the gas in Wisconsin that you need. 

Mr. O’Leary. That is correct. 

The CHarrmMan. Some communities are new being served, and a 
great many communities are not being served. That is true, isn’t it? 

Mr. O'Leary. That is correct. 

The Cuatrrman. Are you familiar with what is referred to as the 
American Natural Gas Co. ? 

Mr. O'Leary. Generally, yes. 

The Cuatrman. The American Natural Gas Co. is a parent com- 
pany; is that right ? 

Mr. O'Leary. It is my understanding that it is the parent of a 
holding company system ; yes, sir. 

The Crarrman. It is the holding company of a system, then ? 

Mr. O’Leary. That is right. 

The CuarrmMan. That system distributes, I believe, practically all 
of the gas in your area; is that true? 

Mr. O’Leary. You are speaking of Wisconsin ? 

The CuatrmMan. Yes. 

Mr. O'Leary. That is correct, except for one small company which 
purchases from another pipeline. 

The Cratrman. Would you mind stating what company that is? 

Mr. O'Leary. The name of the distributing company is the Wis 
consin Southern Gas Co., and it purchases its supply from Natural 
Gas pepe Company of America. 

The Cuarrman. And all the rest of that area and Michigan is served 
by this large holding system, with the exception of about 125 million 
cubic feet per day from the Panhandle Eastern? 

Mr. O'Leary. As far as Wisconsin is concerned, the balance of the 
area is served by the American Natural Gas system, and I think the 
only 2 pipelines, 3 pipelines in Michigan, are the 2 affiliated companies 
of the American Natural Gas system and Panhandle Eastern. 

The Cuatmrman. Michigan-Wisconsin Pipeline Co. is a pipeline 
company that is considered to be a natural-gas company, what is 
referred to asa long lines company ? 

Mr. O’Leary. Yes, sir. 
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The Cuamman. Which is a subsidiary of the American Natural 
Gas Co. ¢ 

Mr. O’Leary. Yes, sir. 

The CuHamman. The Milwaukee Gas Light Co. is a distributor 
company ¢ 

Mr. O'Leary. Yes, sir. 

The Cuarrman. And it, too, isa subsidiary of the American Natural 
Gas Co. ? 

Mr. O’Leary. Yes, sir. 

The Cuamman. The Michigan Consolidated Gas Co. is also a dis- 
tributor. company, is it not? 

Mr. O’Leary. Yes, sir. 

The CuarrmMan. And it is a subsidiary of the American Natural 
Gas Co. ? 

Mr. O'Leary. Yes, sir. 

The Cuamman. The American-Louisiana Pipeline Co., the other 
pipeline company that goes up in that area, and is the newest one 
is also a subsidiary of the American Natural Gas Co. ? 

Mr. O'Leary. Yes, sir. 

The Cuatrman. Do you think that that consists somewhat of a 
monopoly ¢ 

Mr. O’Leary. I sure do. 

The Cuarrman. Let me thank you very much for the information. 

Mr. O'Leary. There is one point, Mr. Chairman. I believe it was 
Congressman O’Hara who raised the point about interpretation. 

The Carman. I will give yon an opportunity to say something 
about that. 

Mr. O'Leary. It is subsection B of 13 (b) ; is that the one you had 
in mind ? 

The Cuatrman. I thought you were going to raise a question which 
he raised as to the effect of the ms indatory provision of the Federal 
Power Commission—— 

Mr. O’Leary. No, I had a point on which I think he stated he 
thought Mr. Honeck, in his recitation, was wrong on a particular 
provision on the burden of proof being placed upon the objectors 
rather than on the person seeking the increase. 

I have read and reread since he made that statement, the particular 
point in question, and although I think the language is a little bit 
confusing, I think I would have to confess that I am in error on that 
point. 

The CHAtrMaAn. You can clear that up as you supply the additional 
information for the record, so it will be correct, but the point is that 
you understand that the average price of gas by this system that we 
are talking about at the wellhead is about 9.83, is it not? 

Mr. O'Leary. Are you speaking of Phillips now? 

The Cuamman. I am talking about the gas that goes into your area 
through this system. 

Mr. O’Leary. No. The average price that Michigan-Wisconsin is 
now pt aying Phillips, I don’t just recall the exact figure, but it is some- 
where around between 1014 and 11 cents. 

The average _— which American Louisiana is paying its pro- 
ducers—and we get a portion of their gas—varies, I think, between 
about 18 and 20 cents per thousand cubic feet, but I don’t know that 
that answers your question. I wasn’t entirely clear on your question. 
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The Cuatrman. No; it does not, because I was getting to this point. 
Are you familiar with the fact that there are pending applications 
before the Federal Power Commission whereby the application points 
out an allocation of the cost to the industry, so much for gas, and so 
much for oil ? 

Mr. O’Leary. Are you speaking of the Phillips case ? 

The Cuarrman. I think there are several. Phillips, I think, has 
got one. 

Mr. O’Leary. I believe there are four or five of them, and the one 
I am familiar with is Phillips. 

The Cuatrman. I don’t know how many, but you are familiar with 
the fact that in applications pending before the Commission based 
upon allocations of cost, that under such basis you would have to 
pay more for your purchased gas than you would under the present 
procedure. 

Mr. O’Leary. I am not too sure now if I am going to be responsive 
to your question, and please stop me if I am not. 

I am familiar with what Phillips has put in. Iam certainly hope- 
ful that we would never have to pay any such price. 

The CHatrman. If they were to show, as a matter of record, that 
they were right in their application, you admit that you would have 
to pay a muce ch higher price ? 

Mr. O'Leary. If they were to show, as a matter of record, and if 
the Federal Power Commission based its order on their showing, and 
in turn the Federal Power Commission orders were sustained by the 
courts, we would certainly pay a lot more. 

The CuHatrman. And then, of course, with that mandatory provi- 
sion of cost, as has been mentioned here, the consumers would have to 
suffer the consequences ? 

Mr. O'Leary. The consumers, under any mandatory provision of 
cost, the consumers are going to have to pay whatever those reason- 
able costs are. 

The Cuarrman. We want to thank you for your appearance here. 
We regret that we have held you so late and others here, but we 
are glad to have your testimony pointing up your interest and the 
interests of the people in your area 

Mr. O’Leary. Mr. Chairman, I am not real clear yet as to what 
further I am expected to do. Am I expected to respond orally to 
the questions which were referred to me? 

The CuarrmMan. I don’t think it would be fair to expect you to get 
that record up and try to testify orally on those questions tomorrow. 
I think you may get the record and take your time and go through it, 
find them, and then prepare the additional answers. 

Mr. O'Leary. Thank you very much, Mr. Chairman. 

The Cratrman. We have Mr. Harry G. Slater, who is the deputy 
city attorney of the city of Milwaukee, who has been here all day, and 
although I realize we are hearing the State officials first, which I think 
is appropriate, Mr. Slater advises me that he has a most important con- 
ference tomorrow on behalf of the city, and that he cannot remain 
over without a rather severe hardship, and he would like to make 
very brief statement and file his statement, so we will be glad to sive 
you that privilege. 
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STATEMENT OF HARRY G. SLATER, DEPUTY CITY ATTORNEY, 
CITY OF MILWAUKEE, WIS. 


Mr. Starer. Thank you, Mr. Chairman. 

My name is Harry G. Slater, deputy city attorney of the city of 
Milwaukee. ° 

I speak on behalf of the city of Milwaukee, and would like to inform 
the committee that the Common Council of the City of Milwaukee 
has, pursuant to Resolution File No. 52-2963, which I am respectfully 
requesting be made a part of the record, stated its opposition to the 
removal-of the producers from natural gas regulation. 

I also have a statement which I have prepared on our behalf, and 
I should like to have that made a part of the record, rather than take 
up the time of the committee to read it. 

(The documents referred to are as follows :) 


CERTIFIED Copy OF RESOLUTION 
By Alderman Schimenz. File No. 56-2965 


RESOLUTION RELATING TO THE CITY OF MILWAUKEE ACTIVELY PARTICIPATING IN 
ACTIONS TO OPPOSE THE EXEMPTION OF NATURAL GAS PRODUCERS FROM REGULATION 
DURING THE YEAR 1957 


Whereas the city of Milwaukee historically has registered its opposition to 
legislation which would free from necessary regulation independent producers 
of natural gas from the provisions of the Natural Gas Act ; and 

Whereas it appears likely according to recent press reports that an attempt will 
once more be made to press for the enactment of legislation by Congress during 
1957 which would free independent producers of natural gas from necessary 
regulation under the provisions of the Natural Gas Act; now, therefore, be it 

Resolwed, By the Common Council of the city of Milwaukee, that the mayor, 
the deputy city attorney, and such members of the committee on public utilities 
as may be designated by the president of the Common Council, be and they are 
hereby authorized to appear and testify on behalf of the city of Milwaukee 
before congressional committees holding hearings on legislation which has for 
its objective the freeing of independent producers of natural gas from regula- 
tion under the provisions of the Natural Gas Act; and be it further 

Resolved, That the mayor and the deputy city attorney be and they are hereby 
authorized to take all steps within their power to oppose the passage of legisla- 
tion which would have for its objective the freeing of independent producers from 
regulation under the provisions of the Natural Gas Act: and be it further 

Resolved, That the mayor and the city attorney's office be and they are hereby 
authorized to confer with other municipal and State officials in cooperating in 
opposing legislation which would free independent producers of natural gas 
from regulation under the provisions of the Natural Gas Act: and be it further 

Resolved, That the city of Milwaukee be on record in opposition to legislation 
which would free independent producers from regulation under the provisions 
of the Natural Gas Act, and that a certified copy of this resolution may be pre- 
sented by the mayor and the city attorney's office to congressional committees, and 
for such other purposes as may be required, evidencing the city’s official position 
with respect to legislation which would attempt to free from regulation under the 
provisions of the Natural Gas Act independent producers of natural gas. 


STATEMENT OF HARRY G, SLATER, Deputy City ATTORNEY, ON BEHALF OF THE 
Ciry OF MILWAUKEE 


If it may please this committee, I am appearing for and on behalf of the 
city of Milwaukee. The city of Milwaukee is opposed to bill H. R. 6790 and 
companion bills. 

The city of Milwaukee is a large Middle West municipality with a population 
approaching 700,000. Together with its suburbs the metropolitan area of 
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Milwaukee contains a population of approximately 900,000. Several hundred 
thousand persons in the metropolitan area of Milwaukee purchase natural gas 
for both domestic purposes and space heating. In addition, large volumes of 
natural gas are sold for commercial and industrial purposes. More than 25 
million M ec. F. of natural gas was sold by the local utility last year. 

Approximately 165,000 customers purchase natural gas for domestic purposes, 
and almost 60,000 customers purchase natural gas for space heating purposes. 
The local utility has commercial and industrial customers in excess of 7,000. 

The foregoing statistics demonstrate significantly that our municipality has 
reason to be vitally interested and concerned both with the adequacy of supply 
and the price of natural gas. There is a vital relationship between the con- 
tinuation of effective regulation for the protection of the consumer under the 
provisions of the Natural Gas Act and the reasonable price of natural gas sold 
to the public. It is because of that circumstance that we who speak for the 
consumers are alarmed by the legislation pending before this committee. In 
essence, such legislation, while attempting to maintain a form of regulation 
respecting sales of natural gas in interstate commerce, contains provisions and 
procedures which destroy effective regulation of such sales. 

We respectfully submit that bill H. R. 6790 actually achieves for independent 
producers an exemption from effective regulation. Thus, this is basically the 
| same type of legislation which President Eisenhower vetoed after it was enacted 
by the Congress. 

Because bill H. R. 6790 will destroy regulation, it would constitute a severe 
blow to the consumer’s pocketbook, and would be a definite step backward in 
the natural gas industry’s relationship with the consumers. 

We are not by our opposition to this legislation seeking to limit profits of pro- 
ducers unreasonably. We recognize that the producer is entitled to a reasonable 
return on the investment employed in making this useful commodity available 
to the consumers. However, the producer should not be entitled to obtain the 
reasonable market value of a product which is in short supply under the guise 
of regulation, and which cannot, because of the nature of its production and 
distribution, be the subject of genuine competition. 

Regulation of the sale of natural gas in interstate commerce requires that the 
price to the pipeline company be predicated upon a reasonable rate of return 
on the investment of the producer selling natural gas in interstate commerce. 
If you destroy effective regulation or adopt a formula for determining the price 
of natural gas which is not related to a reasonable return on the investment. 
then the consumer is clearly at the mercy of the producer. 

The substance of bill H. R. 6790 will make regulation so difficult to accomplish, 
so complicated, and so burdensome to those who object to the rates requested that 
the net result will be to deprive the public of any safeguards with respect to the 
reasonable price of natural gas. Bill H. R. 6790 and companion bills, if enacted, 
will permit price hikes under the shelter of so-called regulation. If the pro- 
ducer were exempt from regulation, the high prices of natural gas which would 
result could be directly attributed to the absence of regulation. However, under 
this bill the label of regulation will be tied to the price increases that are bound 
to follow, and there will be no means of protecting the consumer against exces- 
sive prices. 

The consumer will be confronted with the answer by the producer “that we are 
being regulated,” and “that the price we charge has been passed upon by the 
Federal Power Commission,” but a formula which proposes a reasonable market 
value instead of a reasonable rate of return on investment is no effective regula- 
tion at all. Bill H. R. 6790 establishes complicated procedures which places the 
burden upon he who objects to a price increase rather than upon he who proposes 
such an increase. This is a fallacious basis for determining a reasonable price 
to the consumer. 

We opposed the legislation which was adopted by Congress in the last session. 
We did this because we believed it to be harmful to the interests of the consumer 
and basically unfair. However, that bill had one attribute which this bill does 
not possess. That legislation openly declared that the independent producer was 
exempt from regulation. Although this bill actually accomplishes the same 
purpose, its confusing provisions make it appear as if regulation were maintained. 
This bill seeks to assert itself as the consumer's friend. This legislation is 
definitely not the friend of the consumer. 

We were induced to install natural gas facilities in our community upon the 
representation that the sources or supplies of natural gas were very extensive 
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and that prices would be reasonable. We had the right to expect that natural 
gas regulation of producers was an inherent part of their effort to induce us to 
become an integral part of their market. 

At the cost of millions of dollars to our Milwaukee citizens, conversion from 
manufactured to natural gas has taken place. At the cost of millions of more 
dollars, persons who have remodeled their homes or built new dwellings have 
installed gas heating appliances. All this was done upon the basis that the price 
would remain reasonable and the supply of natural gas adequate. The price of 
natural gas is steadily climbing. If regulation which is now contemplated by the 
Natural Gas Act were effectively enforced, we feel that the price of natural gas 
to our consumers would be substantially less, however, still assuring to the 
producers a reasonabl return on their investment. 

The argument advanced by proponents of this legislation that the price which 
the producer gets from the sale of natural gas is but a small item in the total 
charge made for the sale and distribution of natural gas is clearly untenable. 
We do not consider that the merits of this bill should be determined upon the 
claim that only pennies are involved, for it is not just a matter of pennies. It 
is a matter of the constant accumulation of millions of pennies which become 
many, many millions of dollars in the aggregate. 

Furthermore, it is a matter of principle and that principle is this: That 
when the consumer has to purchase natural gas without the benefit of competition, 
and when that natural gas crosses State lines, thereby preventing States from 
regulating the price of ‘natural gas, the consumer has a right to look to the 
Federal Government for pdotertian against excessive rates. That type of pro- 
tection is not original. The Government has provided protection to others in 
different types of production and manufacturing whenever it considers that 
such regulation is in the publie interest. We respectfully submit that effective 
regulation of the sale of natural gas in interstate commerce is in the public 
interest and must be continued if the consumers are to be safeguarded against 
excessive prices of natural gas. 

There are three steps in the regulatory procedure, and they constitute a 
coordinated effort on the part of the Federal and State Governments to protect 
the consumer against unreasonable prices in the purchase of a fuel, which, 
we submit, is sold under monopolistic conditions of marketing. These steps 
are (1) effective regulation by the Federal agency of sales in interstate com- 
merce for resale; (2) regulation by the Federal agency of the price charged 
by the pipeline company to the local utility; and (3) regulation by the State 
regulatory agency of the amount which the local utility can reasonably charge 
to the consumer. We submit that these three steps must all be continued if 
proper safeguards are to be maintained insofar as the public is concerned with 
respect to the sale of natural gas. 

In conclusion, we respectfully urge the Committee to examine the realistic 
intent of bill H. R. 6790, so that its substance and not its form controls. In 
substance it destroys regulation. In form it provides a skeletonized regulatory 
procedure, but such procedure is both ineffective and inadequate in protecting 
the public interest. Bill H. R. 6790 and the companion bills should be rejected. 

Mr. Stater. The statements which have already been made by a 
member of the public service commission, Mr. Lesselyoung, by our 
distinguished attorney gener: al, and by the very able member of the 
public service commission’s staff, together with the documents sub- 
mitted on behalf of our State, very effectively demonstrate, in our 
judgment, that the proposed legislation now being considered should 
be rejected. 

We speak for more than 165,000 consumers, and we are vitally 
concerned about the removal of effective regulation. 

Our position is this: W a the bill in form attempts to maintain 
regulation, in substance its effect would remove from regulation, 
or vital regulation, a abies of producers who sell natural gas in 
interstate commerce for resale. 

Like my colleague, the distinguished attorney general from Wis- 
consin, I had the privilege of arguing the Phillips case before the 
United States Supreme Court. We think that the case, as decided 
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by the United States Supreme Court, merely reemphasized what a 
prior Congress, in its good wisdom, saw fit to do in order to protect 
the consumer. 

The consumer, unfortunately, does not have the same position as 
does the producer. It cannot come into this forum and individually 
proclaim the necessity for effective regulation. Producers are so 
fixed that they can do that. They have the wherewithal. 

Now, we speak for the many thousands of consumers who want to 
bring to this forum’s attention the vital necessity for continuing 
regulation as prescribed by the Natural Gas Act, which was en: acted 
back in 1938. 

We hope, without carrying forward this argument longer, that this 
serious-minded committee will recognize that “the consumer needs the 
protection which the Congress has “alre: ady written into the Natural 
Gas Act. 

We respectfully urge of the committee that you do not exclude the 
vital regulation which is required. We have read the bill that is 
proposed. 

We find it a most complicated and confusing bit of language, which 
undoubtedly will have to find its way to the courts in order to have the 
construction placed upon it which may be needed in order to make 
it at least workable. 

We think that such confusion is not in the public interest, and we 
feel that in view of the fact that the Natural Gas Act now specifically 
specifies in clearcut language, aided by the interpretation of the 
United States Supreme Court, what that regulation contemplates, 
that regulation and the provisions of the Natural Gas Act should 
not be disturbed. 

May I thank you, Mr. Chairman, for being kind enough to call me 

-out of order. I certainly appreciate it, and I know that the time that 
I have taken means that you and your committee members will have 
to be here that much longer. 

The Cuatrman. Thank you, Mr. Slater. Under the circumstances, 
I think it was justified in giving you this chance this afternoon. 

Mr. Macponavp. Mr. Chairman, unfortunately, due to the time ele- 
ment, I missed the testimony which I was very anxious to hear, since 
it had been referred to so many times in proceedings that started 
this morning in which the distinguished attorney general of Wiscon- 
sin referred many matters to Mr. 0° Leary. U nfortunately, I think 
my situation is true of all the Congressmen on the committee. My 
office was closing and I had to leave to handle me mail, and appar- 
ently Mr. O’Leary went on about 6:10. When I returned here he 
was off, and I had ee to ask of him, as I am sure many mem- 
bers of the committee do, because, as I repeat, many things that were 
brought up here this morning and this afternoon were referred to him. 

I was wondering if it would be possible to have Mr. O° Leary re- 
turn to our full committee tomorrow—if the hearings are resumed 
tomorrow, and I assume they will be—when the full committee is 
here, that we may have a chance to question Mr. O'Leary. 

I have already discussed very briefly the matter with Mr. 0’ Leary, 
and he has indicated a willingness to return. I was wondering if I 
could make the request that he be given that opportunity. 

The Cuarrman. We discussed it with other members of the com- 
mittee a moment ago, Mr. Heselton, Mr. O’Hara, and Mr. Williams. 
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We did not have the benefit of the questions that were left to Mr. 
O’Leary by the distinguished attorney general. 

We worked out an arrangement whereby we would provide him 
with a copy of the transcript so that he could go through that tran- 
script, which would require a little time and effort to search out those 
questions that were referred to him during the entire day, and then he 
would have an opportunity to give the answers to them. 

If the gentleman has other questions to ask Mr. O'Leary, of course 
it will not be my position to deprive him of them, but I was hoping we 
could get to some of these other witnesses from other states. 

We have other attorneys general here and other governors from 
various States. We had the attorney general from Wisconsin on the 
witness stand all day long, up until 5:30 at least—and there is that 
arrangement to be worked out. 

I would like to say to the gentleman, if he has any further specific 
questions of Mr. O'Leary, I certainly would not wish to deny him that 
opportunity. I am trying to accommodate as many of these officials as 
I can who are here, but we have got to be a little more reasonable and 
realistic toward these people who are here. 

Mr. Macponaxp. I understand that, Mr. Chairman, and I appreci- 
ate the position the chairman is in in trying to expedite these hear- 
ings—and with other people wanting to be heard. 

I do not want to impose on anybody, but I would like to ask some 
questions of Mr. O'Leary, if I could, without unduly prolonging the 
matter. 

The Cuatrman. Actually, I had promised the attorney general of 
the State of Tennessee, who represents the Governor, that we would 
endeavor to get to him first thing in the morning. But, even so, if the 
gentleman wants to bring Mr. O’Leary back and start another round, 
which will very likely require another day, I certainly would not ob- 
ject to it. I just want the gentleman to understand what the situation 
is; each of us will have to assume our own responsibility. 

Mr. Macponarp. Right, 

With all sincerity, I say 

The Cnarrman. I know the gentleman is perfectly sincere. 

Mr. Macponatp. I think Mr. O’Leary can be a very effective witness. 

The CHarrman. Mr. O'Leary has been a very effective witness, 
and I don’t think anyone could argue otherwise. 

Mr. Macponaip. But without pressing the point, if he could be 
called, I will certainly appreciate It. 

The Cuarrman. We will give 15 minutes. Will that be sufficient to 
you’ 

Mr. Macponap. Fifteen minutes is better than nothing. 

The CnarrMan. Will that give you sufficient time / 

Mr. Macponaxp. Yes, sir: it will give me more than ample time. I 
don’t know about other members. 

The Cuamman. I am not going to hold it open for other members. 
I think it is unfair to other witnesses who come here. 

Mr. Youncer. Why not let him complete it now ? 

Mr. Starer. Mr. Chairman, do I understand that I ar- >xcused ? 

The CuarrmMan. Oh, yes. 

; Mr. Starter. I don’t want to get caught in Mr. O'Leary ~ crossfire 
ere, 
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The Cuarrman. The committee will meet in the morning at 15 min- 
utes to 10. 

Mr. O’Leary, will you be back, and Mr. Macdonald will be recog- 
nized to have you answer some questions he has in mind. 

(Whereupon, at 6:30 p. m., the committee recessed, to reconvene at 
9:45 a. m., Wednesday, May 15, 1957.) 
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(Regulation of Producers’ Prices) 


WEDNESDAY, MAY 15, 1957 


House or RepreseNTATIVES, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to recess, at 9:45 a. m., in room 1334, 
Old House Office Building, Hon. Oren Harris, chairman, presiding. 

The Cuarrman. The committee will come to order. 

Mr. Macponap. I apologize for being late. After I made the re- 
quest last night, I discussed the matter of Mr. O’Leary’s testimony 
with the other members who thought it would be a more sensible ap- 
proach if after he answered the questions which had been proposed 
to him by the various members he filed a statement on that and then 
would return to be questioned on the statement. 

I discussed the matter with Mr. O’Leary and he thinks that is a 
very good way to handle it. 

The Carman. So far as we are concerned, Mr. O'Leary has given 
a very lengthy statement and was subject to cross- -examination, and 
we could have rebuttals and surrebuttals at length; but the Chair will 
make an effort to work it out satisfactorily. 

Mr. Macponarp. I wanted to make it clear to the chairman—— 

The Cuarrman,. These hearings can go on all summer so far as my 
part is concerned. 

Mr. Macponarp. I quite agree with the chairman. And I point 
out that this would be a concession because of the fact that the witness 
who proceded him referred some questions to Mr. O’Leary and it 
would be impossible to get a complete statement from the Wisconsin 
group without giving an opportunity to have the questions answered 
and discussed. 

The CHatrman. The Chair thinks he has been very fair and has 
offered and provided Mr. O'Leary with a copy of the transcript of 
yesterday. So he can take that transcript and take his time and go 
through it and see what those referrals were in order that he can 
complete the record. I think that will be fair. 

Mr. Macponatp. I quite agree. And I want to make it very clear 
that I think that the chairman is and has been very fair about this. 
I just point out that this is a rather unique situation. 

The CuarrmMan. We certainly want to give every witness an oppor- 
tunity to answer the questions so far as possible that have been sub- 
mitted. Do you have any questions ? 

Mr. Macponatp. No, I don’t have at this time. 
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The Cuamman. Mr. O'Leary, again I thank you for your appear- 
ance here and with you the attorney general who I see is back with 
us again this morning. 

I must say that he is a rather brave man after going through 
what he did yesterday to come back again today. 

But we appreciate your being here. I might say that in the testi- 
mony yesterday he was eminently fair in answering frankly and very 
straightforwardly the questions. 

You may want to comment further on the questions that I asked 
you to which you gave answers, regarding what would happen to the 
consumers if a mandatory provision of cost was included in this legis- 
lation. As we discussed several companies have proceedings before 
the FPC whereby a certain percentage of their costs would be allo- 

cated to natural gas and a certain percentage to oil production and 
assuming the Federal Power Commission would have to approve it, 
as a matter of fact under the law, the consumers then would be faced 
with a much higher price than they would have had if the manda- 
tory-clause provisions had not been in there. 

If you care to elaborate on that question when you look over the 


transcript, you may do so because we want as much of the facts as 
we can get. 


STATEMENT OF HENRY J. O'LEARY, CHIEF, DEPARTMENT OF 


RATES AND RESEARCH, WISCONSIN PUBLIC SERVICE COMMIS- 
SION, MADISON, WIS.—Resumed 


Mr. O'Leary. Thank you very much, Mr. Chairman. 

Mr. O'Hara. Before Mr. O'Leary leaves the stand, there were some 
questions asked yesterday which were left up to Mr. O'Leary. 

I just wondered if he was going to furnish the information. 

The Cuamman. Yes: that has already been worked out. Mr. 
O’Leary is to have a copy of the transcript and an opportunity to go 
through it, and find out what those referrals were and then he will 
be given a chance to answer them for the record. 

Mr. O'Leary. Thank you. 

(The following statement was submitted by Mr, O'Leary in reply 
to questions referred to him:) 


ANSWERS TO REFERRED QUESTIONS AND COMMENTS OF H. J. O'LEARY, CHIEF OF 
THE RATES AND RESEARCH DEPARTMENT, PUBLIC SERVICE COMMISSION OF WIS- 
CONSIN, AS A WITNESS FOR THE STATE OF WISCONSIN, RELATIVE TO H. R. 6790 
SUBMITTED IN RESPONSE TO THE SUGGESTION OF CHAIRMAN HARRIS 


The production of natural gas is a stable industry 


At pages 617 and 622 of the transcript of testimony before your committee, 
Congressman Dies asserted that many producers of natural gas go broke. This 
involves a question of fact. We respectfully submit that ac tus il experience indi- 
cates that producers do not fail financially. At the hearings in May 1955, before 
the Senate ome toe on Interstate and Foreign Commerce concerning the Ful- 
bright bill, 1853, we stated (record p. 514) that based on data furnished to us 


by Dun & B sauna et, Inc., there had been only two failures in the natural gas 
production business for the 10-year period, 1945-54. The mortality rate for nat- 
ural gas producers was the lowest for any industry surveyed by Dun & Brad- 
street. In fact, among the industries surveyed, the one with the next lowest 
mortality rate was the undertaking industry with an average of about 7 failures 
a year during the period 1949-54. We do not deny that many prospectors who 
hope to become producers never make it and go broke. However, after commer- 
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cial gas production is obtained, it appears to be one of the most stable businesses 
in this country. 


Wisconsin’s position would not force producers to keep gas at home 

Mr. Dies also referred to the fact that the attitude of Wisconsin and others 
supporting regulation of field prices of natural gas would force producing States 
to keep their gas at home. In this connection we respectfully refer you to the 
statement we filed with this committee in 1955 in opposition to H. R. 4560. In 
section V of that statement we elaborated on this point. We summarized our 
conclusions in the following language: “Gas has moved to distant interstate mar- 
kets only because the producers either could not find local markets to absorb their 
gas, or because the distant markets outbid the local markets. These economic 
facts of life are not going to he changed by interpretations or amendments of 
the Natural Gas Act.” 


Rates charged for natural gas sold in Wisconsin by local distribution companics 
are based on the cost of furnishing service by each company, and hence 
are not uniform, since costs vary 

At transcript page 628, Congressman Rogers inquired whether all gas rates in 

all towns in Wisconsin are the same. The answer is “no.” Rates for each com- 
pany furnishing natural gas service in Wisconsin are determined by the Public 
Service Commission of Wisconsin, The controlling factor in establishing the level 
of these rates for an individual company is the cost of service incurred by that 
particular company. It is a well-established principle of regulator law that in 
fixing the rates for any one company a regulatory agency is bound to give con- 
trolling weight to the actual costs incurred by that company, and may not substi- 
tute the costs or experience of another company. It is of utmost importance that 
the overall revenue requirements be based upon the cost experience and require- 
ments of the particular company under consideration. Since costs vary among 
companies, it follows that rates also vary among companies in Wisconsin, and we 
respectfully suggest that to do otherwise could result in confiscation of property 
for some utilities and the collection of extortionate rates by others. 

Wisconsin does not seek or urge uniform field prices for natural gas 

At transcript page 630, Congressman Rogers implied that we sought Federal 
control of producers to obtain uniform field prices. We have no such objective in 
mind. The same broad principles enumerated in the preceding paragraph, we 
believe, would and should be applied to producers. If producer A legitimately 
experiences higher costs than producer B, he certainly should not be required or 
expected to sell his gas for the same price as producer B. Considerations of 
fairness and equity require that the financial requirements of each producer un- 
der regulation should be given primary consideration. 

Wisconsin does not seek to have reserves dedicated to it in perpetuity 

At transcript pages 6383 and 634, Congressman Rogers asserted that Wisconsin 

seeks to have gas reserves dedicated to it in perpetuity. This is not a fact. A pro- 
ducer with uncommitted gas reserves cannot be compelled to dedicate those re- 
serves to any one. The dedication to an interstate pipeline or a given market can 
in the first instance be accomplished only by contract obligation voluntarily as- 
sumed by the producer himself. We are, of course, vitally interested that the 
reserves so dedicated are sufficient in volume to insure adequate service for a 
reasonable period of time. Obviously, expensive long-distance interstate pipe- 
lines could not be financed unless the financial institutions were satisfied that the 
dedicated reserves had sufficient life to permit amortization of the investment in 
transmission facilities over a reasonable period. With reference to our own 
situation, Wisconsin is now dependent upon producers who have 20- or 25-year 
contracts dedicating gas to the pipelines serving Wisconsin markets. 

We also adhere to the principles of the Huber case (J. M. Huber Corp. v. 

I’. P. C. (CA 3d) decided August 31, 1956) and believe them vital to consumers. 

Natural gas as a commodity 


Throughout the hearings before your committee on May 14, 1957, frequent 
references were made by several committee members to the “commodity” aspects 
of natural gas, apparently to distinguish this industry from others which have 
been traditionally subject to regulation. We respectfully submit that this 
entire issue is nothing more than a play on words. Whether natural gas is or is 
not considered as a commodity or a service, is of no signficance. If it be consid- 
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ered a commodity, is it any more so than water which has been subjected to 
regulation even going back to the heyday of the Roman Empire? Natural gas 
is a form of energy like electricity. The latter type energy, sold in interstate 
commerce for resale, has been regulated for a long time by a Federal agency. 
Natural gas has been regulated by a Federal agency since 1938. Cf. Colorado 
Interstate Gas Co. v. F. P. C. (824 U. 8.581). The courts have used interchange- 
ably, cases involving regulation of electric energy as authority in cases involving 
natural gas, and vice versa. See, for example, Public Service Comm, v. Attle- 
boro Steam & Elec. Co. (273 U. 8S. 83), and Missouri v. Kansas Gas Co, (265 
U. W. 298). Numerically speaking, most natural gas customers buy heat to cook 
with or to obtain hot water or a warm environment. In this respect natural gas 
would not differ from electricity or steam. In any event, we submit that the 
descriptive terminology applied to natural gas has no bearing whatsoever on the 
issue as to whether the field price should or should not be regulated. 

Federal regulation is required because under the Federal constitution the 
several States are without authority to regulate natural gas sold and transmitted 
in interstate commerce for resale for ultimate public consumption. 

The risk factor assumed by producers is capable of measurement 

At pages 665 and 666 of the transcript, Congressman Alger interrogated Mr. 
Honeck about the risk factor and inquired “Can you think of any basis upon 
which the risk factor can be evaluated correctly?” In response to this question 
we submit that the measurement of risk factors has been and is one of the day 
to day duties of regulatory commissions in the disposition of rate cases. The 
function of the “rate of return” concept is to take into consideration the risk 
factor. In recent years there is probably no subject upon which more evidence 
has been presented in rate cases than the risk component included in the rate 
of return. In almost all major rate cases, experts in the fields of economics, 
banking and the sale of securities are called upon to present their views as to 
rates of return which will provide adequate compenastion for risks, In the 
final analysis, the determination of risk factors is a judgment determination of 
the regulatory agency involved, based upon the weight and credibility of the 
evidence presented to it. 

Fortunately, the determination of risk factors does not have to be based upon 
theoretical or purely academic considerations. Under our economic system of 
private enterprise we are able to obtain some very objective and coldly realistic 
appraisals of risk factors. These appraisals are found in the securities market 
and are made by investors whose sole purpose is to make money by either or both 
annual dividends and appreciation of their investment. The terms upon which 
these investors buy securities is not influenced by sentiment. They are not even 
swayed by what other financial experts think they ought to get as a return on 
their investment. 

A number of experts have testified on this subject in current producer cases 
pending before the Federal Power Commission. It may be of interest to this 
committee to know the impact of certain testimony and exhibits presented in 
the Phillips case, docket G—1148 et al., now being heard by the Federal Power 
Commission. This testimony shows that based upon the ratio of earnings to 
market prices, investors have been willing to accept a lower yield from com- 
panies engaged exclusively in the production end of the oil and gas business, 
than they have been willing to accept for companies which are also engaged in 
refining or fully integrated companies engaged in production, refining, and 
marketing. Admittedly even though prospective future earnings prospects in- 
fiuence-curent earnings—price ratios, it is nevertheless a fact that the risk 
factor attributable to the production of oil and gas has not been so great as to 
reflect itself in the market place in the form of high earnings—price ratios. 

Limitations of time and space cause us to refrain from extensive comment 
upon the property of the tax-sheltered position enjoyed by the oil and gas pro- 
ducing industry but to ignore its results would be to emulate the ostrich. Here 
again classification of producers becomes very important. Favorable tax de- 
ductions are of no help to a producer or potential producer who has little or no 
income. But for the principal producers, upon whom we rely for the major sup- 
plies of gas, these tax deductions have a very substantial effect upon the risk 
factor. We do wish to point out that these deductions are not based upon the 
27% percent depletion allowance alone. In evaluating tax benefits, considera- 
tion must also be given to the tax treatment accorded to dry holes, intangible well- 
drilling expenses, and other items of similar import, together with classification 
of net revenues as income or capital gains. 
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While the evaluation of the risk factor applicable to the production of natural 
gus may be a new role for the Federal Power Commission, we wish to assure this 
committee that the application of the present Natural Gas Act does not send the 
Commission off into an uncharted wilderness. There are many guideposts avail- 
able, and the Commission will be walking down a well-trodden path established 
by years of experience in evaluating the risk factor of businesses subject to its 
jurisdiction. 

The relationship of price of natural gas to future supply 

At transcript p. 672, Mr. Honeck was interrogated by Congressman Jarmon 
as to whether the Wisconsin presentation did not place undue emphasis on price 
to the exclusion of adequate consideration of supply and the inducements neces- 
sary to maintain an adequate supply of natural gas. We doubt whether any 
other State has had a more frustrating experience than Wisconsin in the matter 
of supply. Since the introduction of natural gas on a large-scale basis in the 
latter part of 1949, we have had almost continuous restrictions on the connection 
of space heating and large industrial gas users. However, most of our supply 
problems have not been traceable to producers. Significantly enough, our supply 
problem has at least temporarily improved this year, the third year after the 
Phillips decision. Existing distributing companies have obtained more gas, and 
three major pipelines are now engaged in a titanic struggle before the Federal 
Power Commission for authority to furnish gas to unserved markets in Wis- 
consin. Re: American Louisiana Pipe Line Company G—2306 et al. now being 
heard before the Federal Power Commission. 

As we indicated in our statement submitted to this committee, higher field 
prices will no doubt encourage the drilling of more wells with an unpredictable 
addition to total supplies. Higher prices will also encourage the addition of 
marignal supplies of dry and casinghead gas to the supply picture. The fact 
is, however, that the discovery of new gas reserves in adequate volumes is only 
to a limited extent dependent upon the price of gas. The testimony presented 
before this committee in 1955 makes it abundantly clear that most of our gas 
reserves are discovered in the search for oil. 

The relationship between the reserve-life ratios of oil and gas for the last 10 
years are shown in the following table based on data from the American Gas 
Association, and the American Petroleum Institute. 


Reserve-life ratios—Oil and natural gas, 1947-56 


Oil Natural gas 
Produc- Reserves, | Reserve Produc- Reserves, Reserve 
tion end of year} life years tion end of year | life years 
(A) (B) (C) (D) (E) (F) 
Billion Billion | Trillion | Trillion 
barrels barrels | BIA cubic feet cubic feet D/E 
1947 2.011 24. 742 | 12.3 | 5.7 | 165.9 | 29.1 
1948 2. 186 26. 821 | 12.3 6.0 | 173.9 | 29.0 
1949 2.017 28. 379 14.1 6.3 | 180. 4 23. 6 
1950__ 2.171 29. 536 13.6 6.9 | 185. 6 26. 9 
1951 2, 481 32. 193 13.0 8.0 193. 8 24.2 
1952_- 2. 542 | $2. 957 12.9 8.6 199. 7 23. 2 
1953. 2. 615 34. 383 13.1 9.2 | 211.4 | 23. 0 
1954 2. 558 34. 805 13.6 9.4 | 211.7 | 22. 5 
1955_. 2 740 35. 451 12.9 10.1 223.7 | 22. 1 
1956 2. 898 36. 337 12.5 10.9 237.8 | 21.8 


We believe that there are some significant observations to be drawn from the 
above data. It will be noted that during the past 10 years annual oil produc- 
tion increased about 45 percent, while during the same period remaining recov- 
erable oil reserves increased about 46 percent. As a result, the oil reserve-life 
ratio remained almost constant at around 1214 to 13 years. During the same 
period remaining recoverable natural-gas reserves increased about 44 percent 
but annual production of natural gas increased 91 percent. As a result of the 
disparity between the increase in gas production and gas reserves, the remain- 
ing life reserve ratio decreased from 29.1 to 21.8 years, or 25 percent. It may 
be noted that a major part of the decline in natural-gas reserve-life ratios took 
place between 1947 and 1952. Since that time (including the period following 
the Phillips decision) the ratio has remained fairly constant. 
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Approximately one-third of the natural-gas reserves are in one form or another 
associated with oil. Hence that particular segment of the reserves will be directly 
responsive to the pattern of additions to oil reserves. This portion of the gas 
reserves is 100 percent associated with oil discoveries. Certainly a very large 
segment of the remaining two-thirds of the natural-gas reserves is found in 
the search for oil or condensate liquids. Thus it is obvious to us that for the 
most part the future discovery of natural-gas reserves will be largely dependent 
upon the search for oil. So far as new natural-gas reserves are concerned, price 
-annot be relied upon to assist materially in the discovery of new reserves. 

It is a well-known fact that the maximum efficient productive capacity of our 
present oil reserves is between 1 and 2 million barrels a day above the rate at 
which they have been produced in recent years. In Texas, which produces about 
one-half of all of our oil, production schedules in recent years have varied between 
13 and 16 producing days a month, thus holding down production to market 
demand. This curtailment of oil production certainly has a decided impact on 
the incentive to search for oil. With almost certain curtailment of new oil 
production, the payout period for new discoveries is lengthened considerably. 
Furthermore, the oil producer cannot ignore the fact that at any given time in 
the recent past existing efficient production capacity has far exceeded market 
demand. 

Whether we like it or not, it appears that future discoveries of natural gas 
will be very closely related to the inducement to discover oil rather than the 
price of natural gas. Under these circumstances we see no justification for 
greatly increasing natural gas-field prices when the search for oil will be the 
controlling factor in obtaining increased natural-gas reserves. 

The six major oil companies owning large reserves of natural gas 
At transcript page 721, Congressman Heselton asked for the names of the six 


major oil companies referred to at page 11 of our statement. The six companies 
referred to are: 


Humble Oil & Refining Co. 

Phillips Petroleum Co. 

Standard Oil Co. (Indiana) 

The Texas Co. 

Socony Vacuum Oil Co. 

Cities Service Co. (includes gas-producing subsidiaries) 


woe 


At transcript page 723, Mr. Honeck listed Tennessee Gas Transmission Co. 
as a substantial holder of natural-gas reserves. Until recently, Tennessee Gas 
Transmission Co. did not own any gas reserves and it is doubtful whether their 
present reserve holdings are extensive. 

The number of natural gas consumers 


At transcript page 731 Congressman Heselton inquired about the number of 
natural-gas customers in the United States. According to Gas Facts, published 
by the American Gas Association, the average number of customers receiving 
natural gas service in 1955 was: 

Thousands 


I Eo a ee 21, O85 
I ae ea 1, 665 
UU Mi sa ics nth San sc cus ek ss icc at adm ska cea el pcos lcs 89 
ce a as ws caps cts as esse hots bei So mip ein nine vest vdmeaicc 25 

NE he ceccas eee asin seas ele cai se Seed a a ce rer 22, 864 


In addition, some of the customers not listed as natural-gas customers are de- 
pendent in part on natural gas since they utilize various mixtures of manufac- 
tured and natural gas. 


Rate increases asked by natural-gas companies serving Wisconsin 
Congressman O’Hara questioned Mr. Honeck at transcript page 757 relative 
to the number of increases requested by pipelines serving Wisconsin. The prin- 
cipal line serving Wisconsin is the Michigan-Wisconsin Pipeline Co. In 1954 
this company was authorized by the Federal Power Commission to charge a 
city gate rate of 31.6 cents per thousand cubic feet. Since that time the rate 
has been successively increased from 31.6 to 32.98 cents and then to 35 cents, all 
increases now being collected under bond. More recently the company has ap- 
plied for an increase to 37.5 cents per thousand cubic feet. This increase has 
been suspended until this fall. Incidentally, well over half of the increase to 
date is due to the operation of the spiral escalation clause in the Phillips contract. 
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Price increase clauses in gas-supply contract between Phillips and Michigan Wis- 
consin Pipeline Co. includes a spiral escalation clause which the FPC has held 
is contrary to public policy 

At pages 762 and 763 of the transcript, Congressman O’Hara inquired about 
the price provisions of the Phillips contract with Michigan Wisconsin Pipe- 
line Co. It was indicated that the Phillips contract contained only periodic 
fixed price increases. This is not the fact. The Phillips contract contains a 
spiral escalation clause, the application of which has been responsible for most 
of the price increases which Phillips has received to date. As pointed out in our 
statement filed with this committee both this year and in 1955, the Federal Power 
Commission in its order dated July 28, 1954, in dockets G—-1678 and G—1996, 
relating to Michigan Wisconsin Pipeline Co., stated : 

“Any provision in a gas purchase contract which provides for an increase 
based upon the rates to be charged by the purchaser for the sale of such gas 
in interstate commerce for resale is inconsistent with the standards of the 
Natural Gas Act, and contrary to the public interest as a matter of law * * *.” 
| Emphasis supplied. } 

Under H,. R, 6790 this type of clause in an existing producer contract will be 
allowed to operate subject only to a determination by the Federal Power Com- 
mission that the price obtained thereunder does not exceed the reasonable 
market value of the gas. Furthermore, price increases under the spiral escala- 
tion Clause which have already taken place and which would be in effect at such 
time as H. R. 6790 becomes effective would be validated. Thus Wisconsin 
consumers are already well along the road toward having their principal supply 
of gas revalued at current market prices, despite the fact that this supply was 
dedicated in 1945, has been augmented but little since that date, and is obtained 
from 1 of the 2 largest and oldest gas fields in the United States. Phillips 
contractual obligation is limited to 343,000 m ¢. f. daily and it has no commitment 
to provide additional reserves or to provide for the increased requirements of 
Michigan Wisconsin. 

The validity of such spiral escalation clauses is one of the principal issues in 
the Phillips case, docket G-1148 et al, now pending before the Federal Power 
Commission. Also an issue in that proceeding is the question whether the 
increases sought by Phillips under the spiral escalation clause are unilateral 
filings within the meaning of the Mobile case (United Gas Pipeline Co. v. Mobile 
Gas Service Corp., 350 U.S. 482). 

On the basis of the most recent rate filing by Michigan Wisconsin, the spiral 
escalation provision in the Phillips contract provides for escalation of 50 percent 
above the buse cost in the contract. In its recent filings for increased rates, 
Michigan Wisconsin Pipeline Co. has asserted that one of the bases for increased 
costs is the operation of the Phillips spiral escalation clause, which was triggered 
by the fact that Michigan Wisconsin obtained an additional supply of gas from 
American Louisiana Pipeline Co. at a cost greater than the price paid to Phillips. 
This illustrates one of the more obnoxious applications of spiral escalation 
clauses. Even a general wage increase by the pipeline company, or other events 
similarly unrelated in any way to the cost or value of gas in the field, can set 
off a chain rea tion which preduces higher field prices for natural gas. We 
respectfully submit that there is nothing in the undertakings or commitments 
of Phillips with respect to the Wisconsin market which would justify the upward 
repricing of the gas which it dedicated to the market over 10 years ago. 

As indicated by the discussion at pages 764 and 765, Congressman O'Hara 
apparently assumed that the Phillips contract contained only fixed price step-up 
provisions and did not contain a spiral type escalation clause. On the basis of 
these assumptions he inquired if we were not mistaken at page 13 of our written 
statement. We submit that the statement referred to is correct as it stands, 
and that passage of H. R. 6790 rather than insuring against further price 
increases, Will have the exact opposite effect, and will permit Phillips to increase 
prices up to the point determined by the Federal Power Commission as the 
reasonable market price. We have already pointed out in our statement that 
we consider that the reasonable market price standard can be logically inter- 
preted as meaning the highest price paid to any producer for gas under 
comparable circumstances. 

Support for this point of view is found in May 8, 1957, issue of the Wall Street 
Journal which quotes “a key gas industry spokesman” as follows: 

“Contrary to Mr. Harris’ view this spokesman said the administration’s pro- 
posal to give the FPC control over price-boosting contract clauses ‘wouldn't make 
too much difference.’ Pipelines and producers he explained could renegotiate old 
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contracts or sign new ones, instead of using the escalator clauses as they do now. 
The FPC of course would have the power to review the price in such new 
contracts.” 


Competition among pipelines to serve a market area must be distinguished from 
competition among producers to sell gas 

At pages 766, 767, and 768 of the transcript, Congressman O’Hara posed a 
series of questions the import of which seemed to be that the competitive struggle 
between three major pipelines to serve the unserved markets in Wisconsin, in 
effect, disproved our contention that no free market for natural gas existed in 
the producing areas. We are certain that Congressman O’Hara’s contention 
was sincerely made, based on his understanding of the facts. Frankly, however, 
we cannot follow the logic of his argument. We are, of course, hopeful that the 
competition between the three pipelines will result in more gas at reasonable 
prices. However, to date the only result of the competition among the pipelines 
has been a serious delay in obtaining more gas, and a constant increase in the 
offering price for such gas above the initial offering prices. 

The competition among the three pipelines for the remaining Wisconsin market 
certainly in no.way reflects similar competition among the producers to furnish 
gas to that market. In fact, competition among pipelines to serve a market can 
only put the producer in a better bargaining position. For him it creates a seller’s 
market. The fact is that at least 2, if not all 3, of the competitors have been 
hard-pressed to obtain the additional gas needed to serve the new markets. 
From the viewpoint of the producers, the competitive struggle among the pipe- 
lines is an ideal situation. Those producers who are located properly geo- 
graphically can sit back and wait for the pipelines to outbid each other for the 
gas needed to supply this new market. Mr. Honeck referred to the bidding 
taking place in Canada. Two of the competing pipelines obtain large supplies 
in the southern Louisiana area. One of these pipelines recently entered into a 
contract with the CATCO group to purchase gas at 21.4 cents per thousand cubic 
feet. The other competitive pipeline in that area has been one of the leaders in 
bidding up the price of gas. Essentially our conclusion as to the effect of 
the competition among three major pipelines to extend into unserved areas in 
Wisconsin is exactly opposite the conclusions which Congressman O'Hara seemed 
to have reached. 


Position of the State of Wisconsin in American Louisiana Pipe Line Co. certifi- 
cate case in FPC Docket G—2306, et al. 

At pages 788, 789, and 790 of the transcript, Commissioner Lesselyoung was 
questioned by Congressman O’Hara about the previous attitude of Wisconsin 
relative to the rates of American Louisiana Pipe Line Co. The position of the 
State of Wisconsin is a matter of record before the Federal Power Commission 
in FPC Dockets G—2306, G—2311, G—2327, and G—2328. The State of Wisconsin 
insisted at all times that the producers involved were natural gas companies 
within the meaning of the Natural Gas Act and that, therefore, their contract 
rates were reviewable by the Federal Power Commission in an appropriate 
proceeding. 


Classification of regulated companies for purposes of regulation 

Commissioner Lesselyoung was questioned at pages 792, 793, and 794 of the 
transcript by Congressman Younger as to whether any public utilities are regu- 
lated by separating the participants into classifications. The answer is “yes.” 
The Wisconsin commission, and to the best of our knowledge, many other regu- 
latory commissions, attempt to remove some of the regulatory burdens from 
small utilities through the medium of classification. Thus, in Wisconsin small 
telephone companies have the benefit of simplified accounting requirements, 
modified service standards, and simplified report forms. Many of these companies 
keep their accounts with check stubs. Their rates are usually determined on 
the basis of experience, having in mind the quality of the service and the financial 
needs of the company. In a somewhat similar manner, Classification is also 
applied to other utilities such as water, gas, electric, and motor carrier companies. 
If Congressman Younger’s questions are directed to the proposition as to whether 
classification is used as a basis for considering some companies utilities and 
others not utilities, the answer is that classification is not employed to eliminate 
certain companies from the utility category. 

We think it reasonable and entirely in harmony with the public utility concept 
to use classification by size to lighten the regulatory burden on small natural gas 
producers whose sales have but small impact upon the cost of service to the ulti- 
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mate consumer. As a matter of fact, we made such a proposition before the 
Federal Power Commission in Docket R-142 following the Phillips case. We 
suggested that small producers be given their choice of accepting the average 
rate paid by the pipeline to large producers in the same area, or proving in costs 
to support a higher rate if such higher rate was necessary. We think that such 
treatment of small producers would be fair and reasonable and would certainly 
relieve them of many of the burdens imposed under the Natural Gas Act. 

The questions posed by Congressman Younger and others seemed to be based 
on the premise that the only alternatives available are either full regulation to 
the last detail or no regulation. This is not a proper interpretation of the public 
utility regulatory concept. Reasonable regulation is a fluid concept which is 
being constantly adjusted to the needs of the public and the industries regu- 
lated. The present Natural Gas Act does not impose service obligations upon 
natural gas companies equal to those imposed on natural gas distributing com- 
panies in most States. Within the ambit of their delegated authority regulatory 
commissions are permitted to make the many pragmatic adjustments necessary 
to conform the regulatory pattern to requirements of customers and those who are 
regulated based upon actual experience. The authority conferred by Congress 
on the Federal Power Commission is broad enough to permit a similar pattern of 
regulation. We are confident that out of the experience gained by the Federal 
Power Commission there will evolve (as it has in the past) a scheme of regula- 
tion which will protect consumers and at the same time permit producer earn- 
ings adequate to meet their reasonable financial needs. 

With respect to the constitutionality of exemption provisions, we call to your 
attention two memorandums appearing at pages 1060 and 1061 of the Congres- 
sional Record, Senate, January 25, 1956. One memorandum dated June 3, 1949, 
was prepared by the Bureau of Law of the Federal Power Commission. The 
other memorandum dated April 5, 1955, was prepared by the Library of Congress 
and was addressed to Congressman Heselton of this committee. Both memo- 
randums uphold the constitutionality of a provision exempting small naturel gas 
producers from regulation. 

CONCLUSION 


In conclusion we desire to direct the attention of this committee to two brief 
statements relative to cost of service which were recently made by a witness for 
Phillips Petroleum Co. in Docket G—1148, et al., now being heard before the 
I"ederal Power Commission. These statements appear at transcript pages 10270 
and 10271 and were made by Mr. Cramer, the cost-of-service witness for Phillips. 

“Question. [Mr. Lamb, FPC staff] Do you feel that such an allocation [cost] 
is in the public interest, Mr. Cramer? 

“Answer. Mr. Lamb, my participation in this hearing was to prepare a cost 
of service to show what it was costing to produce this gas and I believe that I 
have performed a service in the public interest in making the showing of what 
these costs are. 

“Answer. I would like to add that I think it is in the public interest to know 
what the cost of gas is.” 

We greatly appreciate the courteous treatment accorded to our witnesses by 
the committee, and also appreciate the opportunity you have afforded us to file 
this supplemental statement. 


Mr. Chairman, since Mr. O'Hara is present, I did want to call at- 
tention to a fact which I an I told you about last night that I 
think that we were in error in a question which I think you raised 
with Mr. Honeck with respect ta the bende of proof. 

And after a thorough rere: ling of the section referred to, 1 think 
that your interpret: ition was correct and that ours was incorrect. 

Mr. O'Hara. Thank you. 

The Cuamman. Thank you very much. 

Mr. O'Leary. Thank you. 

The Cuatrman. We have for our next witness the Honorable 
George L. MeCanless, who is the attorney general of the State of 
‘Tennessee and also representing the Governor of the State of 
Tennessee. 

We are very glad to recognize our distinguished colleague and 
friend and member of this committee, a new member, Mr. Loser. 
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Mr. Loser. Thank you so much. I feel greatly honored, of course, 
in being afforded the opportuiity to serve upon this committee with 
the distinguished Members of the Congress. And I am doubly hon- 
ored in having the opportunity of presenting to this committee one 
of the distinguished lawyers of Tennessee, the attorney general of our 
State, a man who has served with honor and distinction as a member 
of the judiciary; and some years ago when he was much younger, a 
commissioner of finance and taxation of the State. 

And now the distinguished attorney general of Tennessee. And | 
am just happy to have him here to discuss this matter. 

Mr. McCantess. I appreciate the opportunity to be here to appear 
before this committee. 

Mr. Chairman and gentlemen of the committee, 1 am here repre- 
senting the Honorable Frank G. Clement, Governor of the State. 
And I ask permission to read his statement at this time. 

The CHarrman. You may proceed. 

Mr. McCantess. Thank you. 


STATEMENT OF HON. FRANK G. CLEMENT, GOVERNOR OF THE 
STATE OF TENNESSEE; PRESENTED BY GEORGE F. McCANLESS, 
ATTORNEY GENERAL 


Mr. McCan ess (reading) : 


My name is Frank G. Clement. I am making this statement as Governor of 
the State of Tennessee in the interest of more than 260,000 gas consumers in my 
State, who during the past decade, have become completely dependent upon 
natural gas as a fuel for domestic consumption in their homes, for commercial 
use in their businesses, and for the industrial needs of their factories. 

The pipelines from the gas-producing States of the Southwest to Tennessee 
have become economic lifelines for more than one-third of our State’s total 
population during this period of time, and, during the next 25 years, a serious 
fluctuation of the field price of natural gas will create a heavy financial im- 
pact upon our State’s total economic structure. 

For this reason, I must once again, as I did in 1955, in the interest of the 
general welfare of the people of Tennessee, express my opposition to the 1957 
version of the Harris bill, H. R. 6790, which is now being heard before the 
Foreign and Interstate Commerce Committee, and to any other similar legisla- 
tion, the effect of which is to relieve the producers of the Federal regulation as 
to the field price of natural gas which flows into the tremendous network of 
interstate pipelines which ultimately is purchased by the small gas users thou- 
sands of miles from the original wellhead. 

On many occasions I have voiced my concern about the present trend of Con- 
gress to give to the Federal Government further power at the expense of the 
State’s right to control its own activities, but yet, at the same time, I must in- 
sist that we recognize that there are certain fields of our national economy that 
cannot be controlled by State action alone, and therefore, are dependent almost 
entirely upon Federal regulation. 

Anyone could be convinced of this fact if he made a study of the problems 
that exist in the field of ntaural gas production, transmission, distribution, and 
consumption. 

Tennessee is a gas-consuming State served by three major pipelines, namely, 
Tennessee Gas Transmission Co., Texas Eastern Transmission Co., and Texas 
Gas Transmission Co. All of its supply of natural gas is produced in four 
Southwestern States, which command a natural monopoly of this energy. 

Yet natural gas cannot be sold in interstate commerce until literally billions 
of dollars have been expended by capital supplied by independent investors to 
construct thousands of miles of gas pipeline highways, and thousands of dis- 
tribution systems for the final consumption by millions of users, all of whom 
have no direct contact with the producer but still pay the bill that is brought 
about by any increased field price. 
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Therefore, it is necessary, and in the public interest that the “man on the 
street” in a small city in Tennessee, who uses natural gas produced in Texas 
or any other of the major gas-producing States, and transported to him through 
connecting pipelines of any of our major pipeline companies, be protected, not 
only by his local public-service commission, but by Congress to prevent him 
from vicious exploitation. 

This is the expressed intent of the Natural Gas Act of 1938 as interpreted by 
our Supreme Court in the case of Phillips Petroleum Company v. State of Wis- 
consin, et al. (347 N. 8S. 672), and the Harris bill now under consideration will 
completely nullify this intent. 

This bill is fatally defective for two reasons: 

(1) It forbids the Federal Power Commission from considering the cost of 
production of natural gas in determining the just and reasonable price to be 
charged for same. This provision is completely contrary to all concepts of utility 
regulation, and is not in the public interest. 

(2) It provides that the Federal Power Commission shall use as its rate 
yardstick the “reasonable market price” of natural gas. Yet the prohibition of 
the consideration of cost by the Commission would render regulation under 
this act ineffective and a nullity. 

The Commission should be able to balance the interest of the consumers and 
the producers. Unless it can inquire into the cost of gas production, it will not 
be in a position to balance these interests, but it will actually be relegated to 
the position of a mere recorder of prices as they are driven upward by the law 
of supply and demand. ‘This provision is definitely contrary to the public 
interest. 

Tennessee distributing companies, municipalities, and local pipeline com- 
panies have a capital investment of approximately $125 million for the dis- 
tribution of natural gas. 

To keep the price of gas from increasing they are today fighting before the 
Federal Power Commission to have full-fledged investigations of exorbitant 
rates being charged by large producers. These investigations are now being 
conducted by the staff of the Commission. 

It is my insistence that every segment of the natural gas industry should 
be regulated to the end that no group can be placed in the position of exploiting 
the other. No one of the producers, pipeline companies or the distributors can 
survive without the other. 

For these reasons it is my position that the Harris bill, H. R. 6790, and all 
similar legislation should be defeated. 


That concludes the statement, Mr. Chairman. 

The Crarman. Thank you, Mr. MeCanless. We are very happy 
to have a statement from the distinguished Governor of ‘Tennessee 
expressing his views regarding this question. 

Do you have any further statement on your part ? 

Mr. McCano ess. I have no statement; no, sir, 1 have not. Thank 
you. 

I will express to the Governor your statement. 

The Cuamman. I wish you would pass it on to him. Mr. Roberts, 
any questions of Mr. McCanless ? 

Mr. Roserrs. Mr. MeCanless, 1 want to thank you for your ap- 
pearance here and for the statement which you made. I would like 
to just ask you 1 or 2 questions. 

Mr. McCan tess. ‘Yes, sir. 

Mr. Rosertrs. Do you take the position that because of the inter- 
relationship of the producers, pipelines, and distributors that it would 
be very difficult for the Federal Power Commission to regulate one 
segment of the industry without having some regulation over all parts 
of it. 

Mr. McCantess. You understand that the statement that I read 
was the statement of Governor Clement and I have no authority to 
add for him anything to that statement. 
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It is my view, however, that if the industry is to be regulated all 
parts of it will have to be regulated and not just a few of the parts. 

Mr. Roserts. The reason I ask that question was that in the next 
to the last paragraph of the Governor’s statement appears : 

No one of the producers, pipeline companies or the distributors can survive 
without the other. 

Mr. McCantess. I think that is quite obvious, sir. Yes, sir. 

Mr. Roserts. It has been said here by some of the opponents of the 
pending legislation that the consumer is captive so far as the gas 
picture is concerned. Do you care to comment on that? 

Mr. McCanuess. When a person installs gas in his home for any 
purposes space heating or cooking or whatever, of course, he spends 
a substantial amount of money and he is dependent upon the source 
of supply, the local distributor for the fuel he must have. It is in that 
way that he is captive. 

I can say, too, that the distributor is dependent likewise upon the 
pipeline company, and the pipeline company upon the producer in the 
field. There isn’t the freedom to change sources of supply as there 
is in the case of a person who is buying clothing or groceries or things 
of that sort. 

Mr. Roserts. Of course, it could become expensive to change 

Mr. McCantess. Yes, sir, he would have to spend more money to 
do that. 

Mr. Roserts. He could install something else. 

Mr. McCan tess. Yes. 

Mr. Roserts. He would sacrifice his investment in equipment in his 
home? 

Mr. McCantess. Yes, sir. 

Mr. Roperts. I believe that is all I have. 

The Cuarrman. Mr. O’Hara. 

Mr. O’Hara. I presume that the matter of supply and demand will 
affect the price of gas in the future as it has in the past, isn’t that true? 

Mr. McCantess. Yes, I can say that is right. You have in mind, 
of course, the regulation of the prices by the FPC. There isn’t a free 
play of supply and demand but under the law as it now stands the 
price is regulated as is the price of electric power, et cetera. 

Mr. O’Hara. The point I was trying to make is that we have 
competent evidence before this committee that many of the inde- 
pendent producers are going to refuse to come in under the burden- 
some situation effective because of the Phillips decision which makes 
them a public utility. 

Before they can sell their gas they have to apply to the FPC for 
a certificate of convenience and necessity which some of them are re- 
fusing to do. 

I think it is admitted by both of the opposition and the pro- 
ponents of this legislation that the effect of that decision has amounted 
to a hardship to the small independent producer. 

I am not talking about the large producer. It is less burdensome on 
them than on the small one. But that in effect causes many of these 
people who sell their gas to these pipelines to stop producing. Do 
you ae say this commitee has to look at the whole aia isn’t that 
true? 
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Mr. McCantess. I quite agree that the committee has to look at the 
whole problem and I feel sure that the FPC will look at the whole 
problem, too. It isn’t going to put anybody out of business for the 
Commission to have the power and the duty to regulate. They could 
regulate unjustly and discriminate which I will not presume that they 
will do. That is another story. 

But I think we can presume that the Commission will regulate 
fairly. 

Mr. O'Hara. I do not think it is a question of that. Aren’t they 
in the position that under the Phillips decision that that creates or 
makes a public utility out of everyone in the independent gas-pro- 
ducing business ? 

Mr. McCantess. I understand so. 

Mr. O’Hara. If that does act as a deterrent or interference with 
the supply of gas to the consumer, that is going to affect the price of 
gas, assuming that statement to be true; isn’t it? 

Mr. McCantess. Well, assuming that statement to be true, yes, 
sir; but don’t you think that the small producer that you spoke of 
is unduly alarmed if he ceases to produce just because the power 
is given to the Commission to regulate him in advance of any real 
regulation ? ’ 

Mr. O’Hara. No; he is going to sell his gas in intrastate commerce. 

Mr. McCantess. He will sell the gas and presumably 

Mr. O'Hara. That is my point. 

Mr. McCanuerss. Presumably the FPC is going to give him a fair 
price for his gas. He certainly wants all he can get. We all want 
all we can get. 

Mr. O’Hara. Individually, he will get the best price he can get. 

Mr. McCantess. Of course he will. The Commission will regulate 
this whole industry so that the public will be treated fairly—both par- 
ties fairly. 

Mr. O’Hara. You do not take the position that this bill takes 
control of the independent producer away from the FPC ? 

Mr. McCantess. No, sir. 

Mr. O'Hara. The only thing it does is to take the status of a public 
utility away from the independent producer. 

Mr. McCantess. That is right. 

Mr. O'Hara. So that he won’t be regulated; isn’t that right ? 

Mr. McCantess. Yes, sir. 

Mr. O’Hara. So that in that respect the bill does not take control 
off of the consumer ; does it ? 

Mr. McCan ess. I think we get back to that other question. If he 

is afraid of any sort of regulation he has to be against this bill, 
but if he does not mind fair regulation and control I don’t believe 
he has anything to fear. You and I differ about that. There is no 
question about that. We will continue to do so. 
_ Mr. O’Hara. I have often talked with the farm people up there 
in my home State and a lot of the dairy people in Wisconsin. I think 
of the dairy farmer, he was the milk business like the farmer down 
in Oklahoma or Texas has the gas business, if he struck gas on his 
farm, I think they would be pretty independent people. 

Mr. McCantess. I expect they are. 

The Cuarrman. Mr. Staggers. 
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Mr. Sraccers. No questions. 

The Cuarrman. Mr. Hale. 

Mr. Hare. No questions. 

The Cuatrman. Mr. Dollinger. 

Mr. Dotirncer. No questions. 

The Cuarrman. Mr. Heselton. 

Mr. Heseron. I regret very much that I was not here earlier to 
hear your presentation, so I may impose some duplication on you. 
If so, I apologize, but it is to try to straighten out the record. 

An examination of your statement indicates some thoughts as to 
which I would like a bit more information. 

Mr. McCantess. You realize that this is not my statement that I 
read but the statement of the Governor. 

Mr. Hesevron. I beg your pardon, the statement of the Governor / 

Mr. McCantess. Yes, indeed; I didn’t prepare this. 

Mr. Heseiron. In 1955, you were good enough to appear before us. 

Mr. McCantess. In the same capacity. 

Mr. Heseiron. You presented Governor Clement’s statement and 
then you were examined by members of the committee. 

Mr. McCantess. Yes. 

Mr. Heserron. I noticed a few figures here. The Governor says— 
he is making the statement, as the Governor of the State of Tennessee : 

More than 260,000 gas consumers in my State, who durig the past 
decade have become completely dependent upon natural gas as a fuel 
for domestic consumption and in their homes, for commercial use in 
their businesses, and for needs of their factories— 

In 1955 the Governor’s statement referred to 200,000 gas consumers. 
I take it then in the short period of 2 years 60,000 more folks in Ten- 
nessee have been connected up with natural gas / 

Mr. McCanuess. Mr. Heselton, I had not noticed that difference. 
I presume that the figures are correct because Governor Clement put 
them in his statement. I cannot verify them myself. It would 
follow there has been an increase of 60,000. 

Mr. Heserron. And there is a figure on page 4 of the Governor’s 
statement, where he refers to the Tennessee distributing companies, 
municipalities and local distributing companies having a capital in- 
vestment of approximately $125,000-—— 

Mr. McCantess. $125 million. 

Mr. Hesevron. I beg pardon, $125 million—for distributing natural 
gas. 

Mr. McCantess. Yes. 

Mr. Hesevron. As I examined it rather hastily in 1955 you reported 
to us that that capital investment was at least $120 million / 

Mr. McCan tess. Yes. 

Mr. Hese.ton. So there has been a growth in those two years of 
some $4 million? 

Mr. McCantess. That would follow. I cannot substantiate those 
figures myself. 

Mr. Heseuron. In line with 2 or 3 questions asked by my colleague, 
Mr. Roberts, has any examination been made into the investment of 
the several kinds of consumers of gas for heating, and that kind of 
use of natural gas? 

Mr. McCan tess. I don’t know. Mr. Bomar, who is here with me, 
who represents the gas companies and distributors, could perhaps 
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give you that information. I think he can very likely give it to you. 

Mr. Hese_ron. May I have his name. 

Mr. McCantess. Bomar, B-o-m-a-r. 

Mr. Hesevron. Is he spe: aker of the house? 

Mr. McCantess. Yes. He is attorney for various gas-distributing 
companies. 

Mr. Hesev-ron. He appeared in 1955 and presented the unanimous 
resolution of the Tennessee House 

Mr. McCan.ess Yes, sir. 

Mr. Hersevron. In opposition to the bill then pending before us? 

Mr. McCantess Yes. 

Mr. Hesevron. I have in mind that if he is in the audience I wish 
he would check that point. I would like to diseuss—— 

Mr. McCan tess. He is right back there. 

Mr. Hesevron. The details of that. 

I want to ask you this: You do have a general familiarity—you do 
know generally of the investment, as we all know I am sure, that the 
residential user of natural gas, for heating, for cooking, and to some 
extent for air conditioning of an individual householder is rather 
substantial ? 

Mr. McCantess. Yes. 

Mr. Heseiron. Now, the suggestion was made and I think perhaps 
questions were asked of you directly as to the idea that the individual 
could very easily turn to coal or as I recall General Thompson told 
us that he could burn wood if he wanted to do so. He had those al- 
ternatives if he didn’t like the price of natural ga 

Do you have any idea relatively speaking, : ae again it may be some- 
thing Mr. Bomar could carry in his mind and give us a little more 
data on later—how much would be involved in the aver age individual 
householder who has set up that sort of investment, and who then is 
forced to some other form of fuel so that he has to junk or sell for 
whatever he could get the equipment he had and put in new equip- 
ment ¢ 

Mr. McCantess. I do not know. I know in my own home I have not 
converted to natural gas. I would like to. The installation I would 
like to put in would cost about $2,090. 

I suppose it would be about that way if I had gas and wanted to 
change to coal. I don’t know. 

Mr. Heserron. Would that be just for heating and cooking? 

Mr. McCantess. Heating and air conditioning. 

Mr. Hrseiton. I was close to right in the figures I had. 

Mr. McCantess. Not very far from it. 

Mr. Roserrs. (presiding). Your 5 minutes are up. 

Mr. Friedel ? 

Mr. Frrepe.. No questions. 

I would like to see the Governor here. 

Mr. McC an.ess. He would like to have been here. 

Mr. Roperts. Mr. Avery. 

Mr. Avery. You mentioned, Mr. McCanless, that there are about 
260,000 gas consumers in the State of Tennessee. What is the popula- 
tion of ‘Tennessee. Is that a large segment of the population / 

Mr. Loser. It is about 3,800,000. 

Mr. McCantess. Three or four million. 
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Mr. Avery. I was interested in the colloquy between you and the 
gentleman from Alabama and also the gentleman from Massachusetts 
here. We have been lead to believe that you have quite a lot of compe- 
tition for energy in Tennessee due to the cheap electricity of TVA. 
Could you tell us about that? 

Mr. McCantess. We do have electricity, TVA electricity. And 
a great many homes are heated and air-conditioned by it. Of course, 
all are lit by electricity. 

Mr. Avery. What is the relative cost of heating a house by elec- 
tricity and natural gas now in Tennessee ? 

Mr. McCantess. I can’t tell you that, sir. I don’t know. T don’t 
think there is a great deal of difference. 

Mr. Avery. Who establishes the rates that TVA charges to the 
customers ¢ 

Mr. McCan tess. I believe TVA does that. 

Mr. Avery. I didn’t get that. 

Mr. McCantess. TVA in conjunction with the distributing agen- 
cies, but yet I think that goes back to the contract with TVA. TVA 
does it. 

Mr. Avery. Do you have a State regulatory body ? 

Mr. McCantess. Not for power; no, sir. 

Mr. Avery. For utilities? 

Mr. McCantess. No. 

Mr. Avery. The State has none? 

Mr. MoCantess. That is done between TVA and the municipalities. 

Mr. Avery. For instance, then as to your gas distributing com- 
panies—and I am directing my remarks to those in the local areas— 
you have no State governing body that controls the rate of growth? 

Mr. McCantess. Yes, they are governed. 

Mr. Avery. You have State regulatory bodies? 

Mr. McCantzss. Yes. 

Mr. Avery. They have no jurisdiction over TVA ? 

Mr. McCan ess. No, sir. 

Mr. Avery. In other words, that is strictly a matter of negotiation ? 

Mr. McCantess. Yes, sir. The power is distributed by a govern- 
mental agency. It is an authority set up by statute and they contract 
with TVA 

Mr. Avery. Does the Federal Power Commission have any control 
over that? 

Mr. McCan ess. No, sir. 

Mr. Avery. I think that is all. 

Mr. Roserts. Mr. Moss. 

Mr. Moss. This exemption from regulation of a public authority 
which is engaged in the distribution of power is not an unusual thing, 
is it, among y the States? 

Mr. McCantess. No, sir. Even before the advent of TVA I know 
in my town of Morristown, we had a municipally owned power and 
water system and we were not regulated at all. 

Mr. Moss. The people have a “direct voice in the choosing of those 
who assume responsibility and it is felt that they will act. fairly in 
the public interest. 

Mr. McCantess. That is true. Power is distr ibuted by the munici- 


pal authority and by rural electrification systems. 
Mr. Moss. That is all. 
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Mr. Roserts. Mr. Alger. 

Mr. Arerer. Mr. McCanless, of course we would like to be question- 
ing the Governor. In lieu of that, I would like to ask several things 
relative to your statement. 

Mr. McCan tess. It is the Governor’s statement. 

Mr. Atcer. Yes; but you are here. 

Mr. McCantess. Yes. 

Mr. Ager. So we will have to ask you, necessarily. 

And this statement is filed in the record. There are several things 
I want to ask questions about. 

I see on page 2, so we can all start from the same point, States’ 
rights and free enterprise. 

Mr. McCantess. I think so. 

Mr. Arcer. In the next paragraph I see here that you mention 

Mr. McCanuess. That is on page 2? 

Mr. Aucer. On page 2: 


if he made a study of the problems that exist in the field of natural gas pro- 
duction, transmission, distribution, and consumption. 





There is quite a difference between production, transmission, and 
distribution, right ? 

Mr. McCantuess. Yes, sir. 

Mr. Aréer. Could it be that there is a confusion—when you speak 
in the next paragraph of a natural monopoly as existing bet ween pipe- 
line as compared with production, are they lumped together and all 
considered monopolistic, or isn’t “production” different from “pipe- 
line”? 

Mr. McCan ess. “Production” is different from “transportation,’ 
admittedly. But this statement includes production along 

Mr. Arcer. You call it a “natural monopoly” 

Mr. McCantess. Yes. 

-Mr. Acer. It really caused me to wonder if you know what gas 
production is like, and the competitive forces that play in it. 

Mr. McCantess. I understand there is considerable competition in 
the production and sale of gas in the field, yes, sir. 

Mr. Aucer. If that is so, and if we could establish here by fact only 
and not prejudice that there is not a monopoly in gas production, 
would there be the need of gas — ing in production ? 

Mr. McCantess. I am not in position to admit that there is no 
monopolistic tendency. 

Mr. Atcer. I say if. 

Mr. McCantess. And excuse me, I am afraid I didn’t quite get your 
point. 

Mr. Acer. If there is not a monopoly, if there really is competition 
in production in the sale of that product because of competition, 
would there be a need for gas pricing, not in pipeline, but in 
production ? 

Mr. McCanuess. When we admit your premise you perhaps are 
right. But the tendency seems to be for the pric e of gas to rise without 
regulation which would indicate that regulation is required. 

Mr. Atcrr. Don’t you think that the prices of all products tend to 
rise naturally as the cost of living rises ? 

Mr. McCantess. As the cost of living rises and as there is inflation, 
there is, of course, a tendency for all prices to rise. 

In depressed times prices are inclined to go down. 
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That is pretty obvious. I am not an economist, of course. 

Mr. Areer. I am only again referring to what was said in the state- 
ment. I see on page 4+ you mention something I know nothing about, 
about there being a case right now in wour State, to keep the price of 
gas from increasing. 

Mr. McCantess. That is right. 

Mr. Acer. How can we ke ep prices from increasing, if prices are 
increasing because of cost of living ? 

Mr. McCantess. I think he means from increasing unduly. I be- 
lieve we can stipulate that. 

Mr. Acer. Then the expression here, “exorbitant rates being 
charged by large producers”, is this going to be established in the field 
of gas production that e xorbitant rates are being charged ¢ 

Mr. McCantess. There are some matters pending before the Com- 
mission in which that charge is made. 

Mr. Auger. This will be very interesting, because I think the case 
will be considerably strengthened for Government control if exorbi- 
tant rates are shown. 

Mr. McCanusrss. I should think so. 

Mr. Aveer. Another question : 

On page 4 you say, “Unless it”’—the Commission—“can inquire into 
the cost of gas production” and so on—— 

Mr. McCantess. Yes, sir. 

Mr. Acer. And the need, therefore, for regulating the cost of gas 
production. How can you evaluate the risk factor in establishing cost 
in the produc tion of g 

Mr. McCan tess. W ‘ll, of course, there is a great risk factor, and 
the depletion allowance which is allowed by the Treasur y Department 
is one means of compensating for that, and encouraging wildcat oper- 
ation, and exploration. I suppose that is the way it is done. 

Besides that, I think that—and I may be incorrect about it— people 
do not drill gas wells. They drill oil wells and get gas as a byproduct. 

Mr. Avcer. That is incorrect. 

Mr. McCanterss. Is it incorrect 4 

Mr. Avcer. Out of 40 wells drilled 1 will bring in gas and many times 
it is only gas. In any event, I am a rookie at this, too. I am simply 
asking that one question because I do not know the answer. I thought 
maybe you could help. 

Mr. McCanuess. Lam afraid I cannot help you more. 

Mr. Arcrr. What is the factor in computing cost and how would it 
be established by the FPC ¢ 

Mr. McCan tess. That certainly is a factor. I do not know how it 
would be taken into account. 

Mr. Aucer. Thank you, Mr. Chairman. 

Mr. Roperts. Mr. Loser. 

Mr. Loser. I wish only to express my appreciation for the presence 
here of the distinguished attorney general of Tennessee. 

Mr. McCantess. Thank you. 

Mr. Macvonaup. A parliamentary inquiry. 

I haven't had a chance to ask questions. 

Mr. Rozerrs. I am not foreclosing anyone. 

Mr. McCan tess. I thought I had been excused. I am in no hurry. 

Mr. Roperrs. Mr. Schenck. 
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Mr. Scuenck. No questions at this time. 

Mr. Roserts. Mr. Macdonald. 

Mr. Macponatp. I would like to thank you for appearing here and 
representing the Governor as well as you have and the consuming 
trade. 

Mr. McCan tess. Thank you. 

Mr. Macponatp. I assure you that I agree with much you say in this 
message from Governor Clement. 

Tell me, sir, in the matter of risk which was just brought up by 
Mr. Alger, do you think that it would be possible to estimate this risk 
factor by the number of wells attempted or drilled and the number of 
wells « ompleted—do } you think that might be done ¢ 

Mr. McCantess. The answer to your inquiry is difficult. This is a 
field in which I am not at home at all. I do not have any expertise 
in petroleum matters and I do not want to pretend to have. 

Mr. Macponatp. Do you feel that a 27.5 depletion allowance off the 
top of the tax, 27.5 granted by the United States Government, is enough 
to the oil and gas industry to make up any risk factor ? 

Mr. McCan ess. It occurs to me that it would be helpful. I don’t 
know whether it is too much or too little. I should be out of my 
field if I undertook to answer that question. 

Mr. Macponatp. Do you have any industries in Tennessee that 
have this tax benefit ? 

Mr. McCanuess. No; we do not have. I would like to have it 
myself. 

Mr. Macponatp. Not only for yourself but you would like to have 
it for the industries of Tennessee, that they be given this tax 
exemption / 

Mr. McCantess. Yes, sir. 

Mr. Macponavp. You feel that industries might prosper and grow 
if they had that? 

Mr. McCanuess. I think if we had that sort of thing in Tennessee, 
and no other State had it, we should be bigger than Texas before 
long. 

Mr. Macponavp. In some aspects bigger than Texas. 

Mr. McCantess. Yes, sir. 

Mr. Macponap. Is Tennessee Gas Transmission a native of Ten- 
nessee ¢ 

Mr. McCanuess. Tennessee Gas Transmission is—I remember 15 
years ago when it was being organized—it had foreign capital. | 
think it originated there and then, of course, branched out and more 
of it is outside of the State than in the State. And I don’t believe 
that it is a Tennessee corporation. 

Mr. Macpvonatp. Do you know that the Tennessee Gas Transmis- 
sion Co. grew from a shoestring when they were up around Boston 
shopping for money ? 

Mr. McCan ess. I remember that. 

Mr. Macpvonatp. Until last year they declared themselves a billion 
dollar corporation. 

Mr. McCanterss. No, I didn’t know that. I remember when they 
got started, it was a very small speculative enterprise. 

Mr. Macponatp. Very small and so speculative they had an awful 
time raising money in Boston. 
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Mr. McCantgss. I remember that. 

Mr. Macponaup. Actually, last year they declared themselves a 
billion dollar corporation ? 

Mr. McCantezss. I didn’t know that. 

Mr. Macponap. And this, of course, was arranged under the Phil- 
lips decision it has grown and prospered tremendously. And I was 
wondering if you car red to comment on that. 

Mr. McCantess. No, sir; I don’t know the details. I know it is 
one of the big corporations of the country. I know that when it was 
organized, the man who was expected to furnish some of the money 
died suddenly and it was remarkable that the corporation survived, 
but it did. It was a very small affair then. I know it is very large 
now. 

Mr. Macponatp. Do you ever have any corporations complain to 
you when their earnings are at an all-time high, when the amount of 
money they are handing out to shareholders and in reserves is great— 
do you have any complaints from such corporations? 

Mr. McCantess. No, sir; but those corporations dislike paying taxes 
just as they did when they were poor. 

Mr. Roserts. Mr. Neal. 

Mr. Nea. One question for information only. 

As to TVA power, is it available to all of the State of Tennessee? 

Mr. McCanuess. I believe so. The city of Memphis is now building 
a large powerplant for itself, because the amount of power from TV A 
is too small to give an adequate supply to every community. I believe 
it is available in the entire State, in some sections of Alabama and a 
little bit of Georgia and North Carolina. 

Mr. Neat. Then the public utility does not control the price of that? 

Mr. McCantess. No, sir; the TVA power is distributed by a public 
authority. 

Mr. Neat. The distribution of gas locally is under the control of the 
public utility ? 

Mr. McCantess. When it is distributed by private corporations. 

Mr. Neat. All of the gas that comes into your cities, through the 
pipelines, the prices are regulated by the Federal Power Commission ? 

Mr. McCanuxss. Yes; and ne: rly all of it—I believe there are some 
exceptions, but nearly all of it—is distributed by private corporations— 
public service companies. I believe in 1 or 2 instances, maybe 3 or 4, 
it is distributed by municipalities. 

Mr. Bomar will know better about that than I. 

Mr. Neau. Thank you. 

Mr. Loser. Would you yield for just one question ? 

Mr. Neat. I will. 

Mr. Loser. Dr. Neal asked you, Mr. McCanless, about TVA power. 
Isn’t it true that something like 57 to 60 percent of the total output 
of TVA power goes to the “Federal Government at Oak Ridge ? 

Mr. McCan tess. I am glad you mentioned that. Yes, sir; that is 
true. If it were not for that fact there would be an abundance of 
electric power and Memphis would not have to build its powerplant. 

Mr. Loser. The city of Memphis is now engaged in the construction 
of a steam plant at Memphis. 

Mr. McCantess. Yes. 

Mr. Loser. Because of the fact that TVA power is consumed very 
largely by the Federal Government ? 
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Mr. McCantess. Yes, sir. 

Mr. Loser. Thank you, sir. 

Mr. Neat. That is all. 

Mr. Roserts. Mr. Jarman / 

Mr. JanrMAN. No questions. 

Mr. Roserts. Mr. Bennett. 

Mr. Bennetrr. No questions. 

Mr. Roserts. Mr. Dingell. 

Mr. Dince.yt. No questions, except to compliment the witness for 
a very fine statement. 

Mr. Roserrs. That concludes the first round of questions. 

Mr. O'Hara. 

Mr. O’Hara. Do you know whether or not the Tennessee Utility 
Commission regul: ates TVA rates—do they have a cost of production 
formula? 

Mr. McCantess. No, sir; our public service commission does not 
regulate TVA prices. 

Mr. O'Hara. They do not ? 

Mr. McCan ess. No, sir. 

Mr. O’Hara. Do you know how much the Federal Government ex- 
pended on TVA in the construction operation of it? 

Mr. McCantess. No, sir, I do not. Of course, every dollar that went 
into the construction of the TVA system was Federal money. And 
the TVA is repaying that on some sort of schedule, but I can’t give 
the details of it. 

Mr. O’Hara. The users of that electricity enjoy a very low rate, 
do they not, comparatively / 

Mr. McCanuess. I think the TVA rate is somewhat lower than 
others. Of course, we lose tax revenues. It isn’t all one way. 

Mr. Near. Will you yield just a moment ? 

Mr. O'Hara. Yes. 

Mr. Neat. Since you say the TVA is not regulated, by your Federal 
Power Commission or by your public utilities, does the public utility 
look upon the final assessment of rates to the consumer in Tennessee 
taking into consideration at all the competitive cost of electricity for 
similar purposes / 

Mr. McCantess. You mean when the gas rates—— 

Mr. Neau. Any rates. 

Mr. McCantess. Is the competitive position with electricity taken 
into account. 

Mr. Near. That is right. 

Mr. McCan ess. I don’t know. I should say that that would be 
done, because the earnings of the gas companies would depend to 
a great degree upon the competitive situation with respect to coal. 

You see, we have coal in our State. There is the competition of coal 
and electricity, too. That would have to be taken into account, whether 
done consciously or not. It would be almost automatic. 

Mr. Neat. It is a material matter? 

Mr. McCantess. It is one of the things that must be considered. 

Mr. Neat. Thank you. 

Mr. Roserts. Mr. Staggers. 

Mr. Sraccers. No questions. 

Mr. Rosertrs. Mr. Heselton. 
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Mr. Hesetron. In connection with the questions asked about the 
gas line through Tennessee, I have a map here attached to a statement 
prepared by the FPC showi ing the natural gas pipelines as of Decem- 
ber 31, 1936, and, it appears ‘that half a dozen or more of the major 
lines run through Tennessee to the north and the northeast of the 
country. 

Mr. McCan tess. You said 1936, or did you mean 1956? 

Mr. Heserron. It states here, as of December 31, 1956. 

Mr. McCan.ess. Yes. And your questions? 

Mr. Hesevron. In the eastern part of the State you have the East 
Tennessee Natural Gas Co. 

Mr. McCantess. That is the East Tennessee Natural Gas. I think 
it gets its supply from one of the other pipeline companies—Tennes- 
see Gas Transmission Co. 

It isn’t a line that brings it in. 

Mr. Heserron. It is a subsidary ? 

Mr. McCantess. No, sir. I think it is separately owned. 

Mr. Heseiron. Separately owned ? 

Mr. McCantess. Yes. 

Mr. Hesevron. And then the next one, the ‘Tennessee Gas Trans- 
mission Co., that is a major line through Tennessee ? 

Mr. McCantess. It comes through Tennessee and some local dis- 
tributing companies take the gas off of that line. The line goes all the 
way, I believe, into New England. 

Mr. Hesevron. That is a major line that runs into New York and 
New England except for Maine? 

Mr. McCantess. Yes, sir. 

Mr. Hesetron. Then you have the Arkansas-Louisiana line running 
close to Nashville and in a northerly direction ¢ 

Mr. McCantess. I am not so familiar with that because I live in 
the eastern part of the State. I don’t know about this one except 
in a general way. 

Mr. Hesevron. Apparently, there is in addition to that the East 
Tennessee Natural Gas Co? 

Mr. McCantess. That is the one that takes it into east Tennessee. 
It carries it from Lobelville and another point. 

Mr. Heserron. Is that a supplier? 

Mr. McCan tess. It is a supplier for the part of the State that I 
live in, Chattanooga and Knoxville and the upper end of the State, 
east Tennesse. 

Mr. Hesevron. And then the Texas Gas Transmission Co. 

Mr. McCantess. That comes through the middle of the State. 

Mr. Hesevron. And goes up into Indiana and Illinois and areas 
near there. 

Mr. McCanuxss. Yes. 

Mr. Hesevron. And then finally the Trunkline Gas Co., which goes 
through close to the eastern part of the State. 

Mr. McCanurss. Yes, sir; I think it supplies—I believe it supplies 
Memphis. 

Mr. Hesevron. That goes up into Illinois, and apparently 
Wisconsin ? 

Mr. McCanuxss. Yes. 

Mr. Heserton. We had 2 years ago a list requested by a former 
colleague—a list of the pending rate proceedings which included 
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market value—I want to stress those two words, “market value” 
for pipeline companies owning production or paid to affiliated pro- 
ducers through February of 1! 55. 

I asked the other day when the Chairman of the FPC was here if 
they could prepare a revised statement bringing that list up to date. 
He told me that they could and would. 

I wanted to examine the attorney general of Wisconsin on that par- 
ticular phase. It was arranged so that it would be here in several 
days or in a few days, I understand. It m: ay be that will disclose 
more current information. 

In 1955 the Tennessee Gas Transmission Co., as of August 1954, 
had requested an increase that totaled $68,616,000. Is Tennessee a 
party to that rate increase hearing ? 

Mr. McCantess. I do not know. I am not familiar with it. I was 
not in office at that time. And I don’t know about that proceeding. 

Mr. Hesrevron. Has Tennessee become a part of those proc eedings 
involving market value for public pipeline companies owning pro- 
duction or their affiliates ? 

Mr. McCantess. I cannot answer that question. My office has 
not had anything to do with it. 

Mr. Hesevron. Going back to where we were discussing this ques- 
tion of the investment of the aver age individual who would like to 
get over into gas heating, cooking, and air conditioning, you said i 
it might cost in the neighborhood of $2,000 to do so. 

I believe figures have been presented that it is an average of $6,000 
involved in terms of the capital investment of the individual—I am 
not talking about the industrial or other establishments at the mo- 
ment—in terms of natural gas equipment. 

You have, as I understand your figures or the Governor’s figures 
here, 260,000 gas consumers in Tennessee. 

Mr. McCantess. Yes. 

Mr. Hesevron. I take it that those are mostly industrial and 
residential ? 

Mr. McCantess. That seems to be inclusive. 

Mr. Heseiron. Do you know how many of those—or is that a ques- 

tion that should be left to Mr. Bomar—how many of those are indi- 
vidual homes ? 

Mr. McCan tess. I can’t answer that. Excuse me, Mr. Heselton, 
you asked me a question and Mr. Bomar, I thought, could answer it,— 
and I know he can, because he has handed me the : answer—a note that 
says that the Tennessee Public Service Commission is a party to all of 
the rate proceedings that you asked about. He will be on the stand 
and you can ask him more about the details. 

Mr. Hesevron. I notice in the Governor’s statement in 1955 you 
referred—and this has to do with the questions asked by my colleague, 
Mr. O'Hara, I might as well quote the Governor’s words so you can 
comment asof today. Hesaid: 

Distributing companies and municipalities have a capital investment of over 
$85 million. 

The Clerk will furnish you with the record, I know—it is volume II 
at page 1664, Iam reading from that page. 

Continuing: 

These systems are heavily bonded with securities having been sold on a general 
prospectus of a stabilized field price of natural gas. Since the construction of 
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these systems, the field price paid by one pipeline company serving the State of 
Tennessee (the Tennessee Transmission Co.) has increased from approximately 
4.2 cents per thousand cubic feet to approximately 12.6 cents per thousand cubic 
feet (under bond at present). 

Incidentally, if I may stop there, that is a proceeding by which they 
go ahead under an increase they file and upon certification of the pro- 
ceeding, if the increase is sustained, the bond is canceled—if the in- 
crease is not sustained, the amounts are paid back to the tax payers. 

Mr. McCantess Yes. 

Mr. O’Hara. Will you yield? I didn’t make that statement. 

Mr. Heseu.ron. I know you didn’t. Yousuggested— 

Mr. O’Hara. I didn’t make that statement. 

Mr. Hesevron. I will be glad to qualify it. Whether or not there 
is any real fear that the people need take into consideration that in 
turn the investments of this ty pe, whether they be local distributing 
companies, gas pipeline companies or producers, whether they are 
independent or otherwise? Are they going to give up that investment 
and devote themselves totally and exc lusively « or in large part to the 
intrastate sale of natural gas. That is what ‘has been thrown in over 
and over again into the hearings and in previous debates on these 
exemption bills. 

It is nothing new. It has been presented to us repeatedly. Perhaps 
you would want to go back to where Mr. O’Hara corrected me, refer- 
ring to this under the bonding, the increase from 4.2 cents to 12.6 cents 
per thousand cubic feet, “or a total increase of 190 percent.” 

I do not see in Governor Clement’s statement the date of when there 
was the price of 4.2 cents and the date when there has been an increase 
to 12.6 cents. Can you furnish any information on that? 

Mr. McCanuzss. I can’t give you dates. It is my recollection, and 
a recollection of over a year, “that the lower figure was at the beginning 
of the use of natural gas in Tennessee, that is, shortly after the war, 
and the high figure was as of that date, the date of the statement. I 
think that is about right, anyway. 

Mr. Hesetton. Going back to the statement of the Governor that 
these systems are heavily bonded with securities having been sold on a general 
prospectus of a stabilized field price of natural gas— 
do you have any idea, so far as the Tennessee Gas Transmission Co. is 
concerned, as to the extent of its issues of securities? 

Mr. McCan tess. No, sir. 

Mr. Heserron. Then the Governor’s statement continues : 

To continue this trend will be financially disastrous to the many small companies 
who have become heavily bonded on the basis of the sale of natural gas at or 
near the original field prices charged in the years 1948—50. 

That refers, I assume, to the municipally and privately owned trans- 
missions. 

Mr. McCantess. For the most part privately owned. Mr. Bomar 
represents them and he can give you a good deal of information about 
them. 

Mr. Hesevron. He represents them ? 

Mr. McCantezss. Yes, sir. 

Mr. Heseuron. Does Tennessee have any control? 

Mr. McCantess. No, sir. 
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Mr. Heseiron. Has Tennessee brought proceedings before the FPC 
with reference to any cases in the natural gas industry to your knowl- 
edge ? 

Mr. McCantess. My office has not. Whether the Public Service 
Commission is a party I am not certain. I think it had. Again, Mr. 
Bomar can give you that information better than I can. 

Mr. Hersevron. Is there anything so far as roe know as to the cur- 
rent proceedings in which Tennessee is a party? 

Mr. McCantess. They are the ones I mentioned a while ago. I be- 
lieve that the Public Service Commission is a party to them. But I 
don’t represent the Public Service Commission. 

Mr. Hesevron. The Public Service Commission of Tennessee is set 
up as a special agency 4 

Mr. McCan tess. Yes, sir, and it has its own staff. 

Mr. Hesevron. Very well. 

Mr. McCantess. They are independent. They advise with my of- 
fice sometimes. 

Mr. Loser. Would you yield at this point? 

Mr. Hesevron. Gladly. 

Mr. Loser. Some time in February a rate increase w as applied for 
before the Federal Power Cotrhiiankees by two companies, the names 
of which I cannot give you, but the Federal Power Commission, in 
an order granted after ‘the petition had been on file for 45 days, 
doubled the rate per thousand cubic feet on over 200,000 users in west 
Tennessee, including the city of Memphis; and the Tennessee Commis- 
sion appeared before the Chairman of that Commission within the 
past 30 or 40 days in an effort to have the Commission grant the usual 
or the maximum length of time, 5 months, for putting into effect 
an application for an increase in rates. 

But, after 45 days the rate was doubled, as I said, on more than 
200,000 users in west Tennessee, and including the city of Memphis. 

Mr. Hesetron. Does my colleague have any idea of the rate that 
existed before the increase was announced, and the rate before the 
Federal Power Commission now ? 

Mr. Loser. I do not. 

Mr. Heseiron. But your impression was, it was adopted? 

Mr. Loser. A 100 percent increase, is my best recollection. I 
appeared over there with Members of C ongress from Tennessee and 
representatives of the utility commission, and representatives from 
the city of Memphis, making the request that the Commission grant 
the usual 5 months before putting into effect this rate increase; but, 
as I said, after 45 days it was put into effect. 

Mr. Youncer. Will the gentleman yield for one question ? 

Mr. Hesevtron. Yes. 

Mr. Youncer. Was that decision rendered under the Phillips 
decision ? 

Mr. Loser. I take it that the Federal Power Commission was acting 
under the authority of the Phillips decision in fixing the rate and the 
Natural Gas Act. 

Mr. Youncer. That’s right. 

Mr. Loser. But it does seem that the Federal Power Commission 
has the power to put into effect an increased rate without a hearing, 








434 NATURAL GAS ACT 


that on an ex parte proceeding the Federal Power Commission can 
increase the rate, as they did in this case, 100 percent. 

Mr. Youncer. The proceedings were under the Phillips decision ? 

Mr. Loser. Under the author ity, of course, that the Federal Power 
Commission had under the Natural Gas Act of 1938. 

Mr. Heserron. Do you recall the company involved in the increase 
in rates ? 

Mr. Loser. I can’t give you the names of those companies. There 
were two companies. Maybe someone will speak up who knows— 
perhaps Mr. Bomar. 

Mr. Bomar. The Union Oil & Gas is one that went from 9 cents 
to 19 cents. 

Mr. Loser. Nine cents to nineteen cents, the Union Oil Co. 

Mr. Bomar. That is the city of Memphis case, yes; Union Oil & 
Gas of Louisiana. There are two Union Oil & Gas Co.’s; this one 
went from 9 to 19 cents. 

Mr. Hesevron. Just for the record, may I state that you are Speaker 
James L. Bomar, Jr. of the Tennessee House of Representatives. Am 
I correct ¢ 

Mr. Bomar. That is right, sir. 

Mr. Hesevron. Have you finished, Mr. Loser ? 

Mr. Loser. Thank you so much. 

Mr. Heserron. This is probably a dangerous question to ask, but 
I think Mr. Macdonald and I would like to know you thought about it. 

You may remember that when you were here in 1955 I called your 
attention to a bill that I had filed, and a companion bill that my col- 
league, Mr. Macdonald, had filed. That bill, in effect, would take out 
ninety-odd percent of the small producers from under this burdensome 
Federal regulation and would eliminate something like, I forget how 
much exactly, but a trivial amount of the interstate gas, the theor y be- 
ing that that would have little or no effect upon the price of natural gas 
in the billions and billions of cubic feet transmitted interstate every 
year. 

I asked you whether you thought the Governor would be interested 
in advocating that type of approach. You said: 

I am quite sure, Mr. Heselton, he would be very much interested in studying 


your bill, and from what you tell me about it, I am inclined to be favorable toward 
t: but I cannot speak for him, of course, about that. 


Then I said: 


Would you do Mr. Macdonald and myself the favor of picking up copies of those 
bills and taking them back with you? 


You said: 
I should be very happy to have them. 
And I concluded: 


And asking the Governor if he would submit to the committee his © .«:nents on 
the desirability of that type of legislation. 


You said: 
I will be very happy to do that. That would be very happy for us, I think. 
Without intending to embarrass you at all, I might say that Mr. 


Macdonald has filed again this year the identics il bill. I have not filed 
one, not because I do not believe in it now, but because Mr. Macdon- 
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ald has filed and I thought one bill, under the circumstances, was 
sufficient. 

It may well be that you do not care to comment on that at this mo- 
ment, and perhaps the Governor has not said anything to you recently 
about it. 

Mr. McCanuess. He has mentioned your bill, recently, Mr. Heselton. 
I took your bill back to him, but that is about where it stopped. 
I think it stopped at my desk. 

I am sorry, I apologize, but at about that time he was beginning 
to get ready for a certain speech he made in Chicago. 

Mr. Heserron. You are such an excellent witness and the Governor 
is such a well-known figure in this country and of such stature, that 
I rather hoped maybe your inclination toward the bill had sort of 
crystallized and that you would be able to say whether you thought 
this was a better approach. 

Mr. McCantess. I am afraid I didn’t, but maybe I will get all the 
way to him this time, if I can have a copy of the bill. 

Mr. Hrseuron. You may pick up a copy of Mr. Macdonald’s bill 
and look at it again. 

Mr. McCantess. All right, sir. 

Mr. Hesevron. Don’t you think that is the better approach than 
this, for this problem that seems to be worrying so many people— 
about the burdens on the little producer, somewhere around 70,000 
producers who are required to get certificates and who are burdened 
with all this paperwork? Would it not be preferable to relieve the 
Federal Power Commission of all the effort and expense they have 
to go into in trying to set up a regulatory scheme that will encompass 
those small producers who certainly should be free from that burden, 
but who cannot be free, apparently, unless somebody does something 
about it. 

Wouldn't you think that would be preferable to this bill ? 

Mr. McCanuess. It might be preferable to this bill; perhaps it 
would be better on the consumer, though, if we didn’t have either one 
of them. 

Mr. O'Hara. Will the gentleman yield ? 

Mr. Hrsevron. Yes. 

Mr. O'Hara. General, the position the Macdonald bill takes, is to 
take the little gas producer out of some of this open-field regulation. 
Now, as I understood the Governor's statement, he felt they all 
should be regulated ? 

Mr. McCanuess. I think that is right. 

Mr. OHara. That is your person: al opinion ? 

Mr. McCantess. Yes. 

The Cuatrman. Are you through ? 

Mr. Heseron. General, you know, I am sure, that subsequent to the 
filing of these bills Mr. Kendall of the ODM appeared before the 
committee and recommended two amendments to the bill. 

Mr. McCantess. That is at this session of the Congress ? 

Mr. Hesevron. rae was last week. 

Mr. McCanuess. I didn’t know about about that. 

Mr. Heseiron. Haven’t you had an opportunity to examine those 
at all? 

Mr. McCantess. No, sir. 





436 NATURAL GAS ACT 


Mr. Hesetron. Well, then, I do not find in the Governor’s statement 
this year something that I feel quite certain he would have repeated, 
had he thought that we would be interested in it, and I just want 
to ask you whether this represents Governor Clement’s thinking as 
you know it, in terms of this field in which we are struggling again. 

In the statement you presented in 1955, he has said: 

Freedom of private enterprise is the cornerstone of our American way of 
life. Without it we could not have reached the pinnacles of national prestige 
that we now command. But, freedom of private enterprise is not, and never 
can be, incompatible with the public interest, and wherever there is a conflict, 
regulation must be established to keep the public interest paramount. 

Certainly, we all subscribe to the fact that private enterprise is 
the cornerstone of our American w ay of life, and the balance of that 
paragraph i is fine, but then he issued this challange to everybody, as 
I read it: 

jut, freedom of private enterprise is not, and never can be, incompatible 
with the public interest, and wherever there is a conflict, regulation must be 
established to keep the public interest paramount. 

I assume that the Governor still feels that way as of this moment ‘ 

Mr. McCantess. I assume so. I think that is indicated in this 
year’s statement. 

Mr. Heserron. Maybe, but it was so well put that I thought we 
ought to put it in the record of these hearings. 

Mr. McCantess. Yes. 

Mr. Hesevron. I certainly appreciate you coming here and I want 
to congratulate you upon a fine statement. 

Mr. McCantess. Thank you, sir. I appreciate your hearing me. 

The Cuatrman. Mr. Flynt? 

Mr. Fiynt. No questions. 

The CHatrman. Mr. Bennett ! 

Mr. Bennett. No questions. 

The CuatrrmMan. Mr. Macdonald? 

Mr. Macponatp. Sir, I was interested—I didn’t quite hear the 
answer, but was interested in Mr. O’Hara’s interpretation of your re- 
marks concerning this so-called Macdonald bill which you were fa- 
miliar with 2 years ago. I listened to Governor Clement with great 
interest, in Chicago last August, and I could tell from his talk that 
certainly he is not in favor of a Federal regulation merely for the 
sake of regulation. 

Mr. McCantess. I think not; no, sir. You are quite right about 
that. 

Mr. Macponaxp. And he is interested in protecting legitimate rights 
of producers of natural gas. 

Mr. McCantess. Very ‘much so. 

Mr. Macponatp. And at the same time wants especially to protect 
his own consumers in his own State. 

Mr. McCantess. Yes. 

Mr. Macponatp. Under all those circumstances, do you not feel cer- 
tain that he would be in favor of a bill which, No. 1, reduces the work- 
load on the Federal Power Commission by taking out from under it 
97 percent of all independent gas producers, which would take their 
workload down to a place where thereafter they could do some really 
good work by getting some accountants and some audits made of the 
books of the 3 percent that really control this industry ; and, secondly, 
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we take away that administrative control over people for whom the 
Natural Gas Act was never intended ? 

I am sure the Governor, and you, too, agree that the act was not to 
control people who could not possibly hurt the public interest because 
they don’t have any position within the industry to do so, and yet I 
am sure he is also interested in keeping under control the amount of 
gas that a majority, large majority that flows in interstate commerce 
that is controlled by a very small clique of companies; and, therefore, 
would you not say that the Governor, all those things being true, 
and assume them as being true, would you not say the Governor would 
approve such a bill ? 

Mr. McCantess. That is a detail, of course, and a very important one. 
I should say that Governor Clement’s idea is that the industry should 
be controlled so that the price to the consumer is kept within reasonable 
bounds. 

Now, if some person here or there, who has a very small part in the 
thing, is exempt, and it does not affect this overall program, I should 
say that he wouldn’t obiect toit. Neither should I. 

Mr. Macponarp. Right, sir. I would call your attention, and ask 
you to call to the attention of the Governor, in support of this so-called 
Macdonald bill, a table which was put out by the Federal Power Com- 
mission with as official figures as you ever get in this area, with official 
figures concerning the number of producers in proportion to the 
amount of gas which was sold in interstate commerce last year, and I 
think you will find from looking at that number that roughly 300 
produc ers controlled 97 percent of the entire amount of gas that was 
sold in interstate commerce last year, and that would take and keep 
them under control—will keep under control 97 percent of the gas. 

Taking the others out from under would relieve the burden of 
Federal regulation of all the rest which, taking once again whatever 
figures you are supplied, and I repeat that figures certainly vary here 
since there is no control by the Federal Power Commission, but the 
vast majority of people would not be bothered by Federal regulation, 
and that should satisfy those who are always bleeding for ‘the poor 
independent producer who is harassed by the Feder -al Government, 
and yet protect the consumer whose interest is a point of interest to all 
the people here. 

It seems to me a perfect compromise and I ask you to call it to his 
attention because we can certainly use his support. 

Mr. McCantess. Thank you, sir; I shall. 

Mr. Youncer. Will the gentleman yield ? 

Mr. Macponap. Yes, sir. 

Mr. Youncer. I want to make it clear I have not been bleeding for 
any producer 

Mr. Hesriron. Did you know that Commissioner Claude Draper, 
who was appointed, as I recall, by former President Hoover, spectfi- 

cally and flatly endorsed the same bill Mr. Macdonald has filed 

Mr. McCanuess. No, I didn’t know that. That would be very in- 
fluential and persuasive with me. 

Mr. Heseiron. I thought you should know. 

Mr. McCantess. Thank you. 

Mr. Macpona.p. Sir, as a skilled attorney, and I refer to your being 
a skilled attorney. 

Mr. McCantess. Thank you, sir. 








————— 


438 NATURAL GAS ACT 


Mr. Macponaxp. I refer to your statement on page 3 where you 
point out that this bill provides the Federal Power Commission shall 
use as its rate yardstick a reasonable market price for natural gas. 
Do you know of any precedent by any court which would define 
reasonable market price / 

Mr. McCan tess. No, sir. 

Mr. Macponaup. As a matter of fact, there are not any; are there? 

Mr. McCantess. I don’t know of any. I have never heard of one. 

Mr. Macponap. Yet, there are court precedents for the term “just 
and reasonable” handed down. 

Mr. McCan tess. Yes. 

Mr. Macponap. Can you see any reason why this bill should not 
be improved, for the guidance of at least the Federal Power Com- 
mission, by including “just and reasonable market price”? 

Mr. McCanuess. No, sir. 

Mr. Macponanp. Now, did you share with me the feeling that an 
industry which does not want its cost production looked at in estab- 
lishing rates, does that not automatically raise, in your opinion, a 
suspicion that if these costs of production, or this cost of production 
was looked at it would be revealed that the cost to the company to 
produce this gas would be much, much lower than the actual price 
being charged to the consumers # 

Mr. McCanuess. As far as I know, cost of production is a factor 
in the determination of all public utility rates. This would be an 
exception to the universal rule, I think. 

Mr. Macponaxp. Right, sir. 

But for your information, and for some unique reason, if you use 
the words “public utility” in connection with a producer— 

Mr. McCantess. I realize that that is not popular. 

Mr. Macponaxp. And perhaps they should not be regulated as a 
public utility because, as Mr. Hale was working with a w itness yester- 
day, I guess it would be difficult to make a producer a public utility ; 
but in the same w ay that the Federal Government pays taxes in lieu 
of taxes to Tennessee, perhaps these producers should be controlled 
in lieu of being public utilities. 

But in any event, do you know of any industry that does not use 
cost of produc tion as a basic part of its charge to its customer? 

Mr. McCan ess. No, sir. 

Mr. MacDonavp. Don’t you feel that it is only reasonable that this 
industry, too, use or have at least as a part of the establishment of a 

rate, the cost of produc tion to the company ? 

Mr. McCan ess. Yes, sir. 

Mr. MacDonaxp. Now, when did natural gas first become impor- 
tant in Tennessee / 

Mr. MacCanuess. I don’t remember exactly. It first came into 
Memphis and Jackson, in west Tennessee, long before it came into the 
rest of the State; but the great expansion came immediately follow- 
ing the close of the war. 

Mr. MacDonavp. Sir, is it not true that at the time that it first 

‘ame to Tennessee that the pipeline companies—did any pipeline com- 
ih that supplied Tennessee have producing arms, as well / 

Mr. McCan tess. I think not. 

Mr. MacDonavp. You think not? 
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Mr. McCan.ess. Se Natural Gas Co. was the first one; that’s 
been a long time ago. I don’t think it produced, and the other com- 
panies came in and, as I understand, at the beginning they didn’t 
produce at all but simply were transportation and distribution com- 
panies. 

Mr. MacDonatp. Do you happen to know whether or not the cost 
charged to your consumers when it first came as done on a public- 
utility rate; in other words, that the pipeline producers were able 
to charge off the cost of gathering, exploring, and producing this nat- 
ural gas, to the consumer ¢ 

Mr. McC ANLEss. I don’t know. 

Mr. MacDonavp. All right, sir. 

I have no further questions. ‘Thank you. 

The Cuatrman. Mr. Bush? 

Mr. Busn. I have no questions. 

The CuarrmMan. Mr. Moss? 

Mr. Moss. No questions. 

The Cuairrman. Mr. Schenck? 

Mr. Scnenck. No questions. 

The Cuarrman. Mr. Dingell ? 

Mr. Dineeti. Thank you, Mr. Chairman. 

Mr. Attorney General, I would like to again compliment you on 
a very fine statement this morning. I would like to call to your at- 
tention one little section in the bill here, which says as follows: 

* * * and no State or local authority shall regulate the sale price of natural 
gas either at or before the commencement of the transportation of such natural 
gas in interstate commerce. 

That language appears at lines 21 through 24, at the bottom of 
page 2. 

You are, I take it, familiar with the doctrine of States rights? 

Mr. McCantess. Yes, sir. 

Mr. Dincett. Would you say that this does complete violence to 
the doctrine of States rights ? 

Mr. McCantess. I am afraid, Mr. Dingell, I should have to con- 
sider that further; but I do believe that that puts a limitation—my 
first impression is that it puts a limitation on the power of the regu- 
latory bodies of the States which should not be imposed upon them. 

Mr. Dinceitxi. Thank you, sir. 

Mr. McCantess. I think those bodies should be permitted to con- 
sider all factors going into the cost of the service. 

Mr. Drnceity. Let me then switch over to the top of page 3, line 5, 
where appears: 

“Transportation of natural gas in interstate commerce’ means only such 
transportation of natural gas in interstate commerce as occurs after the com- 
pletion in or within the vicinity of the field or fields where produced of all 
production, gathering, processing, treating, compressing and delivering of such 
natural gas into the transportation facilities of a person engaged in transporting, 
in such transportation facilities, natural gas in interstate commerce beyond 
the vicinity of the field or fields where produced. 

Do you have a copy of it before you ? 

Mr. McCantess. No, sir; I don’t, but I heard what you read. 

Mr. Dinceut. I hope one of the staff will see to it that you get a 


copy of the bill right now. You may want to look at it as we talk 
about it. 








440 NATURAL GAS ACT 


Now, the question I want to get at is this: 

You are familiar with some of the machinations of the gas com- 
panies when they have sought to, after all, take advantage of the most 
favorable interpretations ‘possible of the Natural Gas Act, and it 
would be not unreasonable to assume that this would shoot a mighty 
big hole in the existing Natural Gas Act. I say that for this reason: 

The States are precluded here from making any regulation at all 
when the gas is going into interstate and foreign commerce, by the 
language I referred to earlier; under the language appearing from 
line 5, and so on, on page 3, the Federal Government is precluded from 
taking any action until the gas actually hits the pipeline. Am I cor- 
rect in my interpretation of that ? 

Mr. McCantess. I understand that. 

Mr. Dineen. That being so, it would leave a huge area where a 
number of corporations, or a number of individuals or firms, would 
handle and process this gas and, of course, raise the price at each 
turn of the soa ;am I correct ? 

Mr. McCantess. That would seem to follow. 

Mr. Dincetxt. So this would leave a whole huge vacuum where 
there would be no regulation to apply at all for the protection of your 
consumers in your State and mine. Am I correct ? 

Mr. McCantigss. I think so. 

Mr. Drneeii. Would you say this isa rather dangerous thing / 

Mr. McCan tess. Yes, sir. 

Mr. Drncett. And this apparently is a loophole that we apparently 
have not done much looking into, so far. 

I just wanted to get your opinion as to that, and ask you if you care 
to say anything on it. 

Mr. McCan tess. I have nothing else to say, except that I appreciate 
your calling my attention to that; it is something I had not observed 
before. 

Mr. Drncetz. Thank you very much. 

Mr. McCantess. Thank you, sir. 

Mr. Dincetx. No further questions, Mr. Chairman. 

The Cuatrman. Mr. Younger? 

Mr. Youncer. Just one. 

General, our colleague, Mr. Heselton, referred to the fact that in- 
dustry frequently moves to an area where it can secure a guaranteed 
supply of its power or gas or electricity, as a bogeyman. I want to 
ask you some questions. 

Has not TVA been fairly successful in attracting industry from 
Pennsylvania, New York, and Massachusetts because of the cheap 
power that TVA has, and the assurance of an adequate supply of 
power in the TVA area? 

Mr. McCanuzss. We have experienced a marked growth of industry 
in our State, but I do not believe it has been any greater than that 
which Mississippi, for example, and some of the other States have 
experienced. I am not sure that the cost of power is the controlling 
factor in bringing industry to our State. It is one factor, but, there 
are a great many “other things: the availability of labor, the climate, 
raw materials, and—perhaps the freight rates, and they, are not very 
favorable. 
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Mr. Youncer. Well, Massachusetts has a good climate and they have 
a good supply of labor, and all of those things. I think the only thing 
they may lack, is they do not have the power 

Mr. Macponarp. Will the gentleman yield? 

Mr. Heserron. Will the gentleman yield? 

Mr. Macponap. I will be glad to yield to the gentleman from 
Massachusetts. 

Mr. Youncer. To you, first; and then my colleague. 

Mr. Macponatp. I just point out, sir, that I think you both missed 
one of the most important reasons for industry moving South, the 
unorganized South: 

No. 1, the labor costs; and, secondly, we are not able to give the type 
of tax benefits to these new companies that some of the States in the 
South are able to, because our costs of schools and roads and that sort 
of thing are high i in Massachusetts. But I certainly appreciate the 
gentleman’s kind remarks about the climate of Massachusetts. That 
is one of the first few remarks I have ever heard favorable to our 
climate. 

The Carman. I think we had better stay within the limits of our 
discussion here today. 

Mr. Hesevton. He agreed to yield to me, and I will be very brief. 

The Cuamman, The gentleman can yield, of course, if he desires. 
But I remind you that we had better stay within the limits of the 
discussion. 

Mr. Hesevron. I think the matter of dragging Massachusetts in here 
was gratuitous. 

As far as I am concerned, I would like the gentleman to inform me 
if he has ever been in the TVA area and ever seen anything there 
that was produced formerly in Massachusetts? Perhaps he doesn’t 
care to answer. I understood the gentleman to say you did not take 
any Massachusetts industry——— 

Mr. McCantess. I didn’t say that. In my own hometown we 
have a large furniture factory that came from Massachusetts, but it 
is bigger now than it was when it was in Massachusetts. 

The Cuarrman. Would you gentlemen proceed in order, please. 

Mr. Younaer. That is all. 

The CHatrman. Mr. Loser. 

Mr. Loser. I wanted to make an observation about the reference 

» TVA, Mr. Chairman. 

I think, General McCanless, that there has been some suggestion of 
a boycott on the part of industry—— 

Mr. McCantrss. I have heard about that in west Tennessee. 

Mr. Loser (continuing). Going into the TVA area, and that large 
industry was being intimidated by some — power interest, re- 
straining them from going into the TVA are 

Mr. McCantess. Yes, sir. 

Mr. Loser. It that right ? 

Mr. McCantess. Yes, sir. 

I believe it was an industry that contemplated going into Union City, 
in west Tennessee, wasn’t it? 


Mr. Loser. Yes. 


The Cuatrman. Are there any further questions, Mr. Loser ? 
Mr. Loser. Nothing at all, Mr. Chairman, and thank you. 
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The Cuarrman. Mr. Avery ! 

Mr. Avery. Mr. McC anless, several references have been made to 
your Governor’s philosophy on the basis of his speech in Chicago. I 
might add I did not have the benefit of hearing that speech, so ‘Iam 
not as familiar with the Governor's philosophy, maybe, as some of 
my colleagues are. 

You stated a while ago that you thought the cost of producing, or 
production was always “used or was also a major factor in establish- 
ing public utility rates. Do you recall making that statement ¢ 

Mr. McCantess. Yes, sir; I think that is true. 

Mr. Avery. And you responded to me some few minutes ago that 
on TVA rates, they are negotiated between the Government agency 
and the potential customer, and that neither the Federal Power Com- 
mission nor the Public Service Commission, if that is the name of 
your regulatory body within your State 

Mr. McCanuess. That's right. 

Mr. Avery (continuing). ‘Are able to interfere with those negotia- 
tions ? 

Mr. McCantess. That’s right. 

Mr. Avery. Can you tell me if in negotiating these rates the TVA 
is restricted to a cost of production basis? 

Mr. McCan ess. I don’t know how that is done, Mr. Avery. It is 
not my understanding that the rates are negotiated separately with 
each city by the TVA. The Authority hasa rate policy. Of course, the 
cost of the TVA was allocated among the factors of flood control, navi- 
gation, and power, and power was just one of them, and it is a contro- 
versial subject. It has been that way now for more than 20 years. 

A great many people don’t agree with the way those rates were 
established, but the TVA establishes them and the Federal Power 
Commission, as I understand, has nothing to do with them; neither 
has the Public Service Commission of Tennessee. 

Mr. Avery. You are not prepared to say whether or not the cost of 
production is a deciding factor in establishing those rates 

Mr. McCantess. No, but I should assume—perh: ips I aad not as- 
sume in testimony like this—but I should assume that the cost allo- 
cated to the production of power would enter into the rate. 

Mr. Avery. I think that is relevant in that case. 

Mr. McCantxss. I do, too. 

Mr. Avery. Because TVA is the only one I know where electrical 
energy is competitive with natural gas. It is the only one I know 
of in the United States. 

Can you tell me this, has there been any increase in TVA rates since 
their original installation 

Mr. McCantess. I don’t think so, I think they are still operating 
under the same rate, operating under long-term contracts which have 
not expired in most instances. 

Mr. Avery. But you are assuming that cost of production was taken 
into account in the original fixing of rates? 

Mr. McCantéss. I assume that, without knowing positively. 

Mr. Avery. Then it would logics ally follow that, “unless it was for 
expenditures, there should not be any ‘deficit appropriation asked for, 
if they are operating on cost. 

Mr. Mc CANLESS. “We are getting into TVA now. I think it we al- 
low TVA to issue its own bonds we will get a lower cost. We are 
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faced with a power shortage as the result of expansion in our area, 
and yet there is not a great enough appropriation to expand the fa- 
cilities of TVA; that is the reason that the c ity of Memphis is having 
to build its own huge steam plant. 

Mr. Avery. I wish them a lot of luck, and thank you. 

Mr. McCantess. Thank you, sir. 

The Cuarrman. Mr. Alger? 

Mr. Acer. I will be very brief. 

General MeCanless, several of these questions have popped up in 


my mind in listening to my colleagues, I didn’t think they would be 
this lengthy, though. 


Mr. McCantess. T hat’s quite all right. 

Mr. Acer. But, I do have a few questions. 

Are you aware that prior to the Phillips decision that the intent 
of Congress as expressed by the various congressional studies and 
hearings was to exempt gas producers from price control 

Mr. McCan.tess. Yes; that was my understanding about it. 


Mr. Dies. Mr. Alger, would you talk a little louder, I can’t follow 
you. 


Mr. Acer. Yes, sir, sorry. 

Do you approve, therefore, since you are aware of that, do you ap- 
prove of the Supreme Court overruling Congress in that, and ruling 
what the intent of the Congress was ¢ 

Mr. McCantess. I have read the Phillips opinion more than once, 
and I agree with it. I don’t think there is anything about it that 
shocks me. 

Mr. Arcer. But you are aware that it was intended to exempt—— 

Mr. McCancess. I think it came as a surprise. 

Mr. Aucer. I am not saying whether it should be controlled or not. 

Mr. McCantess. I understand. 

Mr. Aucer. I am merely saying that the Supreme Court reinter- 
preted the intent of Congress, which seems rather puzzling to me, in 
trying to study my way through. If we are going to control it, that 
is another thing. 

Let me ask you another question: Would you define what a reason- 
able price is? If you were a member of the Federal Power Commis- 
sion, having the advantage of all the facts and figures at their dis- 
posal, could you define it for me? 

Mr. McCanuess. I think it is difficult when cost of production is 
not to be taken into account in the legislation. 

Mr. Acer. Even if you took that cost — 

Mr. McCantess. It’s always difficult to fix rates and determine 
costs and assess taxes and all those things; values are very hard to 
fix. 

Mr. Aucer. A utility ratemaking base would be an easier way to 
determine it ? ; 
Mr. McCanvess. That’s very difficult, but not impossible. 

Mr. Acer. Has the possibility oce urred to you that the regulation 
of price might actually mean higher prices than competition / 

Mr. McCantess. It might in some instances, and if the producers 
of gas are entitled to a higher price, then they ought to have it. It 
is not just to keep the price down, but as I understand it, it 
provide a fair price. 
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Mr. Averr. But in other words, if regulation of price could be 
shown factually, if that could be established, and that is a big “if,” if 
regulation could be shown to increase the price to consumers ulti- 
mi ately, then you would not be in accord with the regulation. 

Mr. McCantess. I don’t think I could say that. It might be that 
all across-the-board prices sometimes ought to be greater. 

Mr. Aucer. You heard the instance where it jumped from 9 to 19 
cents, that was under the Phillips case decision. 

Mr. McCan ess. That seems to be a very great jump. 

Mr. Acer. It is a great jump. 

Mr. McCantess. I think if it should be determined, after all the 
factors are applied, that the price in a given instance or in all of them, 
ought to be greater than the producers are entitled to the benefit of 
that just as the consumers are entitled to the benefit of a lower price. 

Mr. Arcer. All right, sir. 

Mr. Loser. Would the gentleman yield ? 

Mr. Aucer. Yes, in just a moment, and then I will yield. 

Then, are you aware that prior to the Phillips decision, and this 
incident that we have just spoken of, that from the late thirties, the 

gas, the price of general commodities went up 190 to 200 percent and 
ihe cost of gas sti ayed about 95 percent ? 

Mr. McCan tess. I thought the cost of gas went up prior to the 
Phillips decision; it’s my understanding it did. 

Mr. Arcer. I think if you will look over the history of gas pricing 
without price control or regulation, that is, you will find that gas 
pric ing has lagged way behind the general commodity and cost <9 
living index and the general commodity cost. This is a fact that ean 
be substantiated, and if I am wrong I will retract that. 

Now, I defer to my colleague. 

Mr. Loser. My observation with reference to the rate increase in 
west Tennessee was not predicated by action of the Federal Power 
Commission after hearing, but it was fixed on an ex parte hearing on 
petition filed by the petitioners. 

Under the Natural Gas Act, they have the power to put into effect 
a rate charge without a hearing on an ex parte showing, and that 
occurred. The hearing will come on later and when the Commis- 
sion does fix the rate under the facts, it will either be reduced or the 
rate will be fixed as allowed by the Commission at this time, the pe- 
titioner having posted a bond; and if the rate is too high, they will 
return to the gas users the overcharge, so it is just an ex parte matter. 

Mr. Arcer. I see, and appreciate your explanation of that, which I 
certainly am not familiar with. 

My only concern is, and one I think that all gas consumers share, 
including yourself, that control or regulation of price m: wy very well 
mean increased prices, whereas, if it can be shown that monopoly 
does not prevail in the dog-eat-dog of competition of gas production, 
that maybe that is a road toward a cheaper price to consumers. 

[ believe that is possible, but of course I may be wrong. 

I will close with one other question, if I may. 

Did you know that 7 out of 8 of the wildcat ventures to discover gas 
are failures, which makes it a rate of about 88 percent of failure! 

Mr. McCanuxss. I didn’t know it was 7 out of 8, I knew the vast 
majority were failures—dry holes. 
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Mr. Arcer. Again, this is an uncertain figure but I think I can sub- 
stantiate it; I may be wrong, but did you know there is a terrific per- 
centage of failures as against successes ¢ 

Mr. McCantess. Yes; I did know that. 

Mr. Aueer. And we heard earlier before this committee, and again, 

I don’t know the facts, Mr. Rathbone, the head of the Standard Oil 
Company of New Jersey told us, and I have not substantiated that, that 
the average cost of drilling a well now is somewhere around $79,000. 

Regardless of the correctness of the figures, it does cost a lot to drill 
a well, and there must be, there is a risk factor, so that must be taken 
into account, and I just wanted to be sure that you knew something 
about that rate of failure. 

Mr. McCan ess. I understand. 

Mr. Arcer. Thank you, Mr. Chairman. 

The CHatrrMan. Dr. Neal? 

Mr. Neat. I have no further questions, Mr. Chairman. 

The Cuatrman. Mr. Dies, did they reach you ? 

Mr. Dies. No, it’s all right, I passed, Mr. Chairman. 

The Cuarrman. Mr. Rogers, did you have any questions? 

Mr. Rocers. I have one question. 

General, you are interested in this matfer solely from price? 

Mr. McCantess. Sir? 

Mr. Rogers. Solely from price that the consumer has to pay for it; 
are you not‘ 

Mr. McCantess. Well, our State is a consumer State and we believe 
it is fairer to the consumer to have prices regulated by the Federal 
Power Commission ; yes, sir. 

Mr. Rogers. Well now, don’t you think that if you are going to reg- 
ulate the price that the producer gets for this gas, that the same group 
or same organization ought to regul: ate the price that the consumer 
pays at the other end of the line for it ? 

Mr. McCantess. No, sir. 

Mr. Rocrers. Why not? 

Mr. McCanuxss. Because after the gas, or when the gas is distrib- 
uted in the municipalities, and within our State, you might say it has 
come to rest, it becomes a local matter there and I think the customers 
always do 

Mr. Rocrrs. What you are saying, General, is that you are paying 
different pr ices in different communities; are you not ? 

Mr. McCan ess. That’s right. 

Mr. Rogers. And what you are saying is this: You want the Federal 
Government to regulate, but you also want to regulate your own busi- 
ness, and how do you reconcile that ? 

Mr. McCantess. I think that is done in all the States, and 
everywhere. 

Mr. Rocrrs. Iam not talking about what is done- 

Mr. McCan ess. It is what is done, and what ought to be done, I 
think, and I will answer that for you. 

[ think that the price to the ultimate consumer should be regulated 
by the State regulatory body and that the traffic in interstate com- 
merce should be regulated by the Federal Power Commission. 

Mr. Rogers. Even though that results in the consumer paying a 
different rate at a different locality, maybe one is 10 miles from another, 
or 200 miles? 
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Mr. McCantess. I think we can assume that the regulatory body, 
either Federal or State, will do their duty and be fair to all, consumers 
as well as producers. I don’t think we have to look for unfairness, 
I think they are going to be fair in this—— 

Mr. Rogers. You think the State favors regulation of the price 

Mr. McCan ess. Sir, my purpose was simply to read 

Mr. Rocers. To what? 

Mr. McCantess. To read Governor Clement’s statement, which ad- 
vocates regulation of the field price of natural gas by the Federal 
Power Commission. 

Mr. Rogers. Do you and Governor Clement feel the same way 
about it? 

Mr. McCan tess. I think we do; yes, sir. 

Mr. Rocers. That is, that you want to regulate the price of a com- 
modity in Texas or Louisiana, so you all will get a cheap price in 
Tennessee / 

Mr. McCantess. So we will get a fair price, not a cheap price but a 
fair price. 

Mr. Rogers. You would give us the same right to regulate the price 
of a Tennessee walking horse or other products that might be raised 
in Tennessee, wouldn't you ? 

Mr. McCanuess. I don’t know about “e latter. I talked to an 
economist in Chicago and he said that our Jack Daniels whisky never 
did command a fair price, it was always too cheap. | Laughter. | 

Mr. Rogers. That is all, Mr. Chairman. 

The Cuairman. Mr. MecCanless, that, I think, would be a good note 
to end on. 

Mr. McC an tess. I am willing any time, Mr. Chairman. 

The Cuarrman. I did want to ask you about one thing that Mr. 
Dingell brought up. 

Mr. McCantess. All right, sir. 

The Cnairman. That was with reference to the provision of the bill 
having to do with the authority of the States. 

As I understood, his question to you was that it was a dangerous 
precedent because of preempting that particular field, and I believe 
I might have misunderstood your reply. 

Mr. McCantess. Yes, sir. 

The CuatrMan. Are you familiar with what the present law is on 
the authority of the States to fix prices on gas that moves in inter- 
state commerce 4 

Mr. McCan ess. I don’t know in what particular you are referring, 
Mr. Chairman. 

The Cuatrman. Are you familiar with what is the present law, as 
decided by the Supreme Court, on the authority of the States to fix 
prices of this product or commodity that goes into interstate com- 
merce ¢ 

Mr. McCantegss. Are you speaking of the Phillips case ? 

The CuarrmMan. No; not particularly the Phillips case. 

Mr. McCantess. I think that, in a general way, Iam, Mr. Chairman, 
but I am not certain just what application you refer to, what phase 
of it. 

The Cuatrman. I refer to the statement of Mr. Dingell a moment 
ago, when he referred to the provision in the bill that prevents the 
State from fixing minimum prices. 
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Mr. McCantess. Yes, sir. 

The Cuairman. Do you remember that ? 

Mr. McCantess. Yes, sir; in the field. 

The CuarrmMan. Yes. 

Mr. McCanuess. Until after it is gathered; is that right? 

The Cuairman. That’s right. 

Mr. McCantess. Yes, sir. 

The Cuarmman. Are you familiar with what the Supreme Court has 
said the law is now, beginning with the Phillips case ‘ 

Mr. McCantess. I am not sure I know exactly what you refer to. I 
will be glad for you to state that law, if you don’t mind leading me a 
little bit, Mr. Chairman. 

The CuairmMan. I understood you to say you thought probably that 
authority should not be taken away from the States. 

Mr. McCantess. Yes, sir. 

That is what I though, from what Mr. Dingell told me. I may have 
misunderstood him. I thought that authority should remain in the 
States. 

The CuarrmMan. Now, are you familiar with the Panoma case / 

Mr. McCantess. No, sir. 

The Cuairman. Are you familiar with the Panhandle Eastern case 
on this subject in 1955 4 

Mr. McCantess. Yes, sir; I think I am somewhat familiar with 
that. 

The Cuarrman. Are you familiar with the fact that in those cases 
it was held that the State minimum prices applied at a point after 
produc tion and gathering had been concluded, must yield to the price- 
fixing authority of the Federal Power Commission / 

Mr. McCantess. Yes, sir. 

The Cuarrman. Then your reply to Mr. Dingell’s question would 
not necessarily be as I thought you had intended a moment ago. 

Mr. McCan ess. I would qu: alify it, of course. in view of that. 

The Cuamman. I wanted to get that matter straight. 

Let me thank you for your comments here this morning. 

Mr. McCantess. It has been very pleasant, sir. 

The Cuarrman. On behalf of your distinguished Governor, and I 
also want to thank you for the manner in which you have responded to 
the many questions. 

Mr. McCantess. You have been very patient with me, Mr. Chair- 
man, and all the members of the committee; thank you so much. 

The CHamman. We are very glad to have had you. 

Mr. Bennett ? 

Mr. Bennerr. Mr. Chairman, I would like to request that the Fed- 
eral Power Commission be required to furnish certain information 
as soon as possible, and certainly before the hearings are concluded, 
in respect to the section me ntioned on page 18, entitled “Validity of 
Existing Prices; Disposition of Pending Proceedings.’ 

Now, the first item of information I would like to have furnished 
is the number of cases now pending before the Commission where a 
price increase is being requested. 

I understand that the pending cases, in total, are requesting some 
one hundred sixty-odd-million dollars of price increase. I am not 


certain that that information is accurate, and I would like to have 
the Commission furnish it. 
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I would also like to know the number of such cases that are now 
pending, and where they are from. 

I would like to have the Commission furnish some information on 
the section mentioned on line 11, page 19, of the bill, which reads as 
follows: 

(iii) All prices which were being paid on the date this subsection takes 
effect under an indefinite pricing clause of any such contract. 

Now, if the indefinite pricing clauses become effective under that 
section, what will the increases amount to in dollars and cents? 

The next section which is of consequence to me, as far as the mean- 
ing is concerned, and as to which I would like to have information, 
starts on line 18, page 20: 

(c) All rate proceedings, other than those described in subsection (b), with 
respect to natural gas sold and delivered or to be delivered under existing pro- 
ducer contracts pending at the date this section takes effect shall be discontinued 
on motion of any party thereto or by the Commission on its own motion. Any 
party to such a proceeding who has collected an increase in price, subject to 
refund under a bond or undertaking, shall be fully discharged from and re- 
lieved of all liability under such bond or undertaking and shall be allowed to 
retain all moneys so collected which have not been ordered by the Commis- 
sion to be refunded at the date this section takes effect. 

Now, assuming that the Commission takes no action in any of the 
pending cases re ferred to in this |: unguage I have just read, what will 
the windfall be in dollars and cents to the companies, the producers 
or companies, involved in such proceedings! 

I have asked for this, Mr. Chairman, and I hope that the Power 
Commission will furnish all of this, or as much of this information 
as it can, as soon as possible, because when Mr. Kuykendall was 
before the committee, I don’t believe other members had much of 
an opportunity to question him on the effects of this proposed legis- 
lation on cases pending before the Commission. 

The Cuatrman. I will be glad to submit the gentleman’s request to 
the Power Commission and ask them to give us answers as expedi- 
tiously as they can. 

I would suggest to the gentleman, if he has not already done so, 
to read the report of the Power Commission, as some of the infor- 
mation that he is asking for may be included in that. 

Mr. Br NNEtr. Which report ? 

The Cuarrman. That of the Federal Power Commission. 

Mr. Bennerr. You mean, their letter reporting to the committee? 

The CuHarrMan. Yes. 

Mr. Bennett. I will be glad to do that. 

Mr. Dinceitt. Would the gentleman yield to me before he loses 
the floor ? 

The Cuarman. All right. 

Mr. Dincett. I would like to also ask that the table on page 21 of 
last year’s hearing be brought up to date. 

The Cuatrman. That has been requested already. 

Mr. Dineett. I believe Mr. Heselton asked for the table on page 
23; Iam asking for the table on page 21 at this time, Mr. Chairman. 

The CuatrMan. Very well. 

Mr. Dincect. And along the lines of what Mr. Bennett just asked 
for, I would like to ask that the same information be requested on 
section 13-F and —G, appearing at pages 17 and 18 of the bill; in 
other words, what will the benefits—what benefits will be conferred 
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on the various pipeline companies by the enactment of this particular 
clause; how many cases are pending, and so forth. 

Now, there is one case pending that affects our area, and I happen to 
know there are others, and I would like to have the same information 
on section 13-F. 

The CuarrMan. Very well. 

We will submit that to the Commission, the request of Mr. Heselton 
and your request. 

Mr. Dineen. Thank you. 


REQUEST FOR DATA BY Mr. BENNETT AND Mr. DINGELL IN CONNECTION WITH 
HrARINGS ON H. R. 6790 


Question by Mr. Bennett: “Now the first item of information I would like to 
have furnished is the number of cases now pending before the Commission where 
a price increase is being requested. I understand that the pending cases, in 
total, are requesting some one-hundred-and-sixty-odd-million dollars of price in 
crease. TI am not certain that that information is accurate, and I would like to 
have the Commission furnish it.” 

Answer: Number of independent producer suspension dockets pending at April 
1, 1957, 356. 

Estimated annual amount of increase requested in connection with above 356 


dockets, $27,900,000. 

Nore.—There were 418 independent producer rate increase filings which were 
suspended under the 356 dockets shown. The one-hundred-sixty-odd-million dol- 
lars of price increases to which Mr. Bennett refers apparently are pipeline sus- 
pensions. 

Question by Mr. Bennett: “I would also like to know the number of such cases 
that are now pending and where they are from.” 

Answer: The breakdown of 356 dockets shown above is as follows: 


Louisiana Sa ; io a ae iter eue ea 185 
Texas ; ; 138 
Oklahoma f ae ntnaican ae 25 
Kentucky and West Viriginia__- ininlababaica teats teeta ance 5 
Kansas : eee a ; i ; : 1 
New Mexico : . ahi ee 1 


Wyoming 


Total year AL Disses bed 356 

Question by Mr. Bennett: “I would like to have the Commission furnish some 
information on the section mentioned on line 11, page 19, of the bill, which reads 
as follows: 

‘(iii) All prices which were being paid on the date this subsection takes ef- 
fect under an indefinite pricing clause of any such contract’ [are hereby declared 
to be valid prices * * * except those involved in certain rate proceedings]. 
Now, if the indefinite pricing clauses become effective under that section, what 
will the increases amount to in dollars and cents?” 

Answer: The increases under indefinite pricing clauses which continue in ef 
fect—i. e., which were not suspended by the Commission—cannot be determined 
unless an extensive investigation is made, involving approximately 2,000 in- 
creases. This study would entail many man-hours of work and undoubtedly 
could not be completed with the manpower available in time to be included in this 
record, The increases under indefinite pricing clauses which were involved in 
suspension proceedings as of April 1, 1957 are: 


Number of independent producer suspension dockets penne at 

Apr. 1, 1957, involving indefinite pricing clauses rs = 73 
Estimated annual amount of increase requested in connec tion with 

above 73 dockets- wo aitanidimisce he, COO, O08 


Question by Mr. Bennett: “The next section which is of consequence to me, 
as far as the meaning is concerned, and as to which I would like to have infor- 
mation, starts on line 18, page 20: 

‘{e}) * * Any party to such a proceeding [suspension of increase under 
definite pricing clause] who has collected an increase in price subject to re- 
fund * * * shall be allowed to retain all moneys so collected * * *’ 
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“Now, assuming that the Commission takes no action in any of the pending 
cases referred to in this language I have last read, what will the windfall be in 
dollars and cents to the companies, the producers or companies, involved in such 
proceedings ?” 

Answer: As of April 1, 1957, the amount collected subject to refund, in inde- 
pendent producer suspension proceedings where the increase is under a definite 
pricing clause, is estimated to be $11,300,000. This involves 116 dockets. 

Question by Mr. Dingell: “I would like to also ask that the table on page 
21 of last year’s hearing be brought up to date.” 

Answer: Tabel furnished to Chairman Harris as a result of similar request 
by Congressman Heselton on May 7, 1957. 

Question by Mr. Dingell: “And along the lines of what Mr. Bennett just 
asked for, I would like to ask that the same information be requested on sec- 
tion 13F and G appearing at pages 17 and 18 of the bill; in other words, what 
will the benefits—what benefits will be conferred on the various pipeline com- 
panies by the enactment of this particular clause; how many cases are pending, 
and so forth.” 

Answer: With respect to section 13F as shown in table referred to immediately 
above, as of April 30, 1957, the computed difference between field price and cost 
for pipeline companies’ own production or prices paid to affiliated producers, 
involved in rate increase proceedings, is Shown below. In computation of costs, 
credit was not taken for the effect of statutory depletion allowance on intan- 
gible well drilling costs, except as noted in footnote to table. With respect to 
section 13G it would be extremely difficult and time-consuming to ascertain the 
dollars of increases involved under definite pricing clauses and could not be 
prepared in time for this record. Such studies would also require numerous 
speculative determinations as to volumes involved so that the end result would 
be subject to question. 


Number of Computed 
Dockets Difference 


Pending cases: 


Field price higher than cost $39, 198, 000 


Field price lower than cost 2 12, 458, 000 
Completed cases: 

Field price higher than cost 2 9, 517, 000 

Field price lower than cost 1 986, 00C 


Prepared May 20, 1957. 


The Cuarrman. Mr. Bomar, before you proceed, if you ey _per- 
mit, we have Mr. Sanders Anglea, the vice mayor of the city of Nash- 
ville, Tenn., the home of our distinguished member and colleague, Mr. 
Loser, who is here representing the mayor and who has urgent duties 
in his city which he must return to, and has asked for permission to 
include his statement in the record. We will be glad to give you that 
opportunity at this time, Mr. Anglea. 


STATEMENT OF SANDERS ANGLEA, VICE MAYOR OF 
NASHVILLE, TENN. 


Mr. Anetra. Mr. Chairman and gentlemen of the committee, in 
addition to that I would like for the record to show that I have dis- 
cussed this bill with Mr. Bomar and the position of the State of 
Tennessee and that of the city of Nashville is identical, and we would 
just at this time for the sake of the record, would like to adopt his 
statement and also such answers as he may give during the examina- 
tion as being the same position taken by ‘the city of Nashville. 

The Cuamman. Very well, Mr. Anglea, we will be glad to have your 
statement incorporated in the record at this time. 

Will you convey our best wishes to Mayor West / 

(Mayor West’s statement is as follows :) 
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STATEMENT OF BEN WEST, MAYOR OF THE CITY OF NASHVILLE, TENN. 


My name is Ben West, and I now serve as mayor of Nashville, the capital city of 
the State of Tennessee. I am equally honored and pleased to be granted an 
opportunity to express to the gentlemen of this committee, my most heartfelt, 
sincere and considered opinion in regard to the effect of the Harris bill, or any 
similar bill, upon the consumers of natural gas, whom I represent as mayor. 

From 1851 to 1946, the city of Nashville was furnished manufactured gas. The 
sole supplier of natural gas to our city now, however, is the Tennessee Gas Trans- 
mission Co., which supplies the Tennessee Natural Gas Lines, Inc., which in turn 
supplies the Nashville Gas Co., which is the sole distributor for the commodity 
in our community. The Nashville Gas Co. is not a municipally owned and 
operated company, but is a privately owned public utility corporation. 

The city of Nashville, in its corporate capacity, is a large consumer of natural 
gas, using gas for heating and other purposes at some 13 public schools; 3 recrea- 
tion buildings in public parks; 9 fire-department buildings ; 4 welfare-department 
buildings ; 2 public libraries; and many other miscellaneous public institutions 
and buildings, including Nashville’s Municipal Airport, located at Berry Field. 

Within the city of Nashville and its environs, there are now some 35,000 
industrial, commercial, and residential consumers of natural gas. 

It is, therefore, in a sense, a dual interest which I represent here—the city of 
Nashville directly, and, just as important, the natural gas consumers of our city— 
and it is on behalf of both that I make this statement and ask that it be placed 
in the record of this hearing. 

Increases in the cost of natural gas from the supplier to the Nashville Gas Co. 
have been numerous, and have heretofore taken place on the following dates: 
April 1, 1952; March 27, 1953; March 1, 1954; March 18, 1954; and finally on 
December 15, 1954. As of this date, there has not been a single reduction in 
rates charged the ultimate consumer since natural gas came to Nashville in 
1946, nearly 11 years ago. 

Since that date, however, there have been two rate increases to the ultimate 
consumers of gas, the first on April 1, 1953, and the second February 23, 1955, 
both of which were brought about solely because of increases in the cost of gas 
charged the Nashville Gas Co. by its supplier. 

In our section of the country there is sharp competition between coal and 
natural gas. In the residential space heating field, the price of domestic coal is 
approximately $13.50 per ton. An average-size home in Nashville, purchasing 
coal at the above price, with an operating efficiency of 58 percent, and a heat 
content of 12,500 B. t. u., per pound of coal, would use approximately 6.75 tons 
per heating season at a cost of $91.12. This same home, if heated by natural 
gas, would use about 1,300 therms per heating season at an average cost of 8.47 
cents per therm, or an annual heating cost of $110. By comparison, these figures 
readily show that the cost of gas is, even now, 21 percent higher than coal for this 
residential use. 

Also, as I previously have said, many thousands of dollars have been expended 
by residential and other consumers of natural gas, either for gas installations 
or conversion unit installations in order to take advantage of what was once 
held out to them to be a more economical fuel. It is now financially impossible 
for many of these consumers to return to any other fuel for heating, and 
other uses, and it would be grossly unfair to these consumers to be burdened 
With additional increases in the cost of natural gas if it is at all possible to 
keep the cost of natural gas within reasonable limits. 

It is my considered opinion that unless the commodity of natural gas is regu- 
lated from its first sale in interstate commerce, the sale by the producer or 
gatherer to the pipeline company, all the way to the burner tip, then the entire 
scheme and the entire design and purpose of regulation will fail. It is impos- 
sible for ny mind to see how price regulation of this commodity cau statisti- 
cally be attempted, much less actually perfected, when only a part or portion 
of the utilities producing, transporting, and distributing the commodity is under 
regulation. 

It is my further opinion that fair and impartial regulation by the Federal 
Power Commission of all sales of natural gas, for resale in interstate commerce, 
including the above-mentioned sale by the gatherer or producer of a pipeline 
company, Will result in an equitable, fair, and just rate for the commodity, in- 
sofar as the ultimate consumer is concerned. 

Therefore, since H. R. 6790 is in substance similar to previous legislation 
despite the difference in language and legislative approach, and since the adverse 
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impact upon the consumers of natural gas remains the same, I am opposed to 
any such legislation on behalf of the final consumers of gas whom I represent 
as mayor of the city of Nashville. 

I wish to express to the entire committee my sincere appreciation for being 
granted the right to place this statement in the record of this hearing. 

The Ciairman. We apparently have not been able to get along 
fast enough to permit everyone to have the time he would like to 
have. 

Mr. Loser. Mr. Chairman, if I may say just a word, that Mr. 
Sanders Anglea, the vice mayor of one of the great cities of ‘the South, 
is one of our outstanding citizens. 

In addition to being the vice mayor, he is the chairman of the 
city council and a highly respected public official, and of course our 
mayor is a distinguished young mayor who has been the mayor of our 
city for a number of years, and | might say with pardonable pride 
for 9 years he was my assistant in the public prosecutor’s office, a 
man of great capabilities, and I am happy to have Mr. Anglea here 
to represent our mayor, and of course Jim Bomar is the present 
speaker of the house of representatives. 

He is a very capable man and represents the consumers in Ten- 
nessee and proposes to speak not only for the consumers in Tennessee 
but for the public service commission of our State. 

The Cuarrman. Thank you, Mr. Loser. 

I am sure Mr. Anglea is very glad to have those remarks from you 
as his Representative in the Congress. It occurs to me however you 
might want to broaden that scope just a little bit and say one of the 
great cities of the Southland—I imagine you might say, of the United 
States, and be correct. 

Mr. Loser. Well, I would think so: yes. 

Mr. Aneira. I want that put in the record, Mr. Chairman. 

The Cuatrman. Mr. Bomar, you may come around. 


STATEMENT OF JAMES L. BOMAR, JR., ATTORNEY OF 
SHELBYVILLE, TENN. 


Mr. Bomar. Mr. Chairman, before I proceed with my own state- 
ment, on yesterday Mr. Harold Seligman, who is the general coun- 
sel of the Tennessee Public Service Commission, was here to present 
a statement as general counsel. In addition Mr. Herbert J. Bingham, 
who is the executive director of the Tennessee Municipal League, was 
here to present a statement for the Tennessee Municipal League. 
They both, because of urgent business, had to return to Tennessee 
last evening and early this morning. Their statement has been filed. 

The Cuarrman. Who was the other party ? 

Mr. Bomar. Mr. Herbert J. Bingham. You do not have on your 
list of witnesses his name. You merely have “blank,” and a repre- 
sentative of the Tennessee Municipal League. 

If it is proper, we have filed the statements of both of those gen- 
tlemen. I would read their statements into the record and then fol- 
low with my statement. They asked me to present them both in their 
behalf today. 

The CuHarrman. Would you not include their statements in the 
record and let them go in the record following your presentation ? 


Mr. Bomar. That will be perfectly all right, whichever the chair- 
man indicates. 
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The Cuamman. Let them be included in the record following the 
presentation that you will make. 

Is Mr. Pentecost here? 

Mr. Bomar. He has asked me to speak for the commission. 

Mr. Harold Seligman is the general counsel and his statement is 
one of the statements. 

The Cuatrman. Let Mr. Seligman’s statement go in the record at 
this point because he is of the Public Service Commission of the State. 
Let the statement of Mr. Herbert J. Bingham go in the record as rep- 
resenting the Tennessee Municipal League following your presenta- 
tion. 

Mr. Bomar. I will present them in that order. 

The Cuamman. You may proceed. 

Mr. Bomar. Thank you, sir. 

First I will present the statement of Harold Seligman and after 


the the introductory remarks, he is the general counsel of the State of 
l'ennessee and makes this statement as follows: 


STATEMENT OF HAROLD SELIGMAN, ON BEHALF OF THE TENNESSEE PUBLIC 
SERVICE COMMISSION (PRESENTED BY MR. BoMAR) 

My name is Harold Seligman. I am general counsel of the Tennessee Public 
Service Commission with offices in the Cordell Hull Building, Nashville, Tenn. 
My appearance is on behalf of the commission and the consuming public gener- 
ally with the State of Tennessee. Mr. Cayce L. Pentecost, chairman of the 
commission, was to be here today, but was unavoidably called away at the last 
minute. 

While Tennessee is highly developed with natural gas distribution systems 
and is crossed by numerous transmisison pipelines, we do not produce natural 
gas. We are solely dependent for natural gas upon the producers supplying 
natural gas in the Southwest. Tennessee presently has well over $100 million 
invested in pipelines and distribution systems designed for the single purpose 
of supplying individual consumers with natural gas within the State. These 
investments, like all other utilities, have been financed in large measure by 
long-term obligations. In a sense, we are, therefore, a “captive State.” 

When natural gas first became available in Tennessee, prices were low 
enough to make natural gas extremely desirable as a fuel for all purposes, 
residential, commercial, and industrial. This factor brought about the tre- 
mendous expenditures for natural gas distribution and facilities. 

In the few years since the advent of natural gas, prices have risen so greatly 
that at present natural gas as at the competitive breaking point with electricity 
and coal for residential and industrial consumption respectively in Tennessee. 

As a regulatory body, it is obvious that regulation must be complete for any 
service or commodity. As a State regulatory body, the Tennessee Commission 
regulates the distribution companies with the State of Tennessee. In turn the 
Federal Power Commission regulates the interstate pipeline or transmission 
companies. The regulations by the Tennessee commission or any other State 
commission and the Federal Power Commission are valueless in the light of a 
chain reaction of rate increases emanating from the producers’ field price and 
passed to the ultimate consumer. Federal and State regulations have little 
force and effect when faced with these conditions. 

The regulation of producers should not be a token measure as suggested in the 
bill presently before Congress. While the Tennessee commission has not advo- 
cated a strict utility-type regulation in the past nor in the numerous cases insti- 
tuted against producers presently being tried and pending before the Federal 
Power Commission, we have advocated some form of genuine regulation. It is 
fruitless to talk of or resort to a subterfuge of talk of “unreasonable market 
prices,” and the exclusion of “costs” as a factor in any type regulation. This is 
exactly what the present bill does. 

Open and regulation, which is frankly that which is contained in the present 
bill, is of little or no benefit to the ultimate consumer, the man who must ulti 
mately pay the bill. 

Large consuming customers in other markets developed years after Tennessee 
and beyond Tennessee continue to increase demands for large supplies of gas, 
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which will, under the proposed legislation, allow prices to rise and place natural 
gas completely beyond the competitive position enjoyed by natural gas in Ten- 
nessee today. 

A multimillion dollars in Tennessee is jeopardized by the present bill, and we 
are greatly concerned. I feel reasonably sure that the condition Tennessee 
finds itself in at this time is shared by many other States, presently or will be 
shared in the future. 

The Tennessee Public Service Commission, from its experience as a regulatory 
body, sincerely believes that the best interests of the millions of ultimate con- 
sumers will be best served if the proposed legislation is not passed. 

Mr. Bomar. I have just concluded the statement of the Tennessee 
Public Service Commission insofar as General Counsel, Mr. Seligman, 
is concerned. 

Next I will read my own statement in behalf of the Chairman of 
the Commission, and also the distributing companies and the munici- 
pal gas systems of the State of Tennessee. 

My name is James L. Bomar, Jr. I am an attorney from Shelby- 
ville, Tenn. Iam presently speaker of the Tennessee House of Repre- 
sentatives, having served in that capacity since January 1953. 

Since 1948, I have participated before the Federal Power Commis- 
sion in numerous dockets in behalf of the distributing companies and 
ntural-gas systems from the State of Tennessee. Through these early 
years, I fought diligently for certificates of public convenience and 
necessity to be issued to the transmission companies. 

Later, I supported and participated in allocation proceedings, and 
today I'am engaged in numerous rate proceedings now being heard 
before the Federal Power Commision both on the transmission com- 
pany and on the producer level. 

In 1955, an again in 1956, I appeared before the committee of the 
House and the Senate in opposition to the Harris and Fulbright bills. 
I said then, and I say now, that I fully believed the FPC should regu- 
late the prices and rates charged by the producers, and if left alone, 
this body could perform a commendable job of regulation. The bill 
passed the House of Representatives by a very sm: all margin and after 
a rather colorful shakedown cruise through the United States Senate, 
it was vetoed by President Eisenhower. 

All of this is history, but today, we are conducting hearings once 
again on a new gas decontrol bill. Publicity indicates that it is a 
product, with some slight and varying modifications, of a few large 
producers, a few large. seaboard distributing companies, and several 
pipeline comp: inies owning large gas reserves. 

It was introduced by the majority—and I understand it is the acting 
ranking minority member of this Foreign and Interstate Commerce 
Committee. 

It has been reported in the daily press, as the “great compromise”- 
not exactly to the liking of the producers, not exactly to the liking of 
the distributors, but fair and equitable to both in its concept and its 
operation. 

Thus, both political parties and all segments of the gas industry 
are represented in the makup of this compromise bill, except the 20 
million gas consumers—who pay the increased rates. 

Representing here today the distributing companies and the chair- 
man of the Public Service Commission of the State of Tennessee, and 
the municipal gas systems of the State of Tennessee, we are vigorously 
opposing the passage of this new Harris bill and all related legis: ition. 


aT ere 
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Because the 1957 Harris bill is a Trojan horse put out by a few large 
producers, a few large distributors, and a few large pipeline companies 
which, if passed, is as cleverly designed to free “producers of natural 
gas from effective regulation by the Federal Power Commission as 
was the 1955 model. 

In fact, the 1957 model is even more against the consumers in 
several respects than the 1955 version. It still has the fatal defect 
of requiring the Federal Power Commission to use “reasonable market 
price” as its yardstick, which is faulty enough; but this year’s version 
is even worse, in that it definitely forbids the Commission from con- 
sidering the cost of production in determining what is reasonable. 

Furthermore, the bill contains a “sleeper” provision, which says 
that all rate cases now before the Commission, are to be decided, retro- 
actively, on the “new reasonable market price” standard, a literal 
jackpot for the oil companies with pending cases amounting to mil- 
lions of dollars. 

The end result is that the bill apparently and plausibly provides 
for a panoply of regulation, but then tells the Commission it is not 
to be allowed to use the only valid yardstick available for consumer 
protection—what it costs to produce the gas. 

I might pause here and ask a question. Why is it so important 
that legislation be enacted to free the producers? 

The proponents state that we must provide a way and a means 
to keep up an adequate gas supply, and a full incentive to provide the 
money to obtain this supply that this is to the consumer's interes‘s. 

To this position, I am in full agreement—but the result is not ob- 
tained by a freedom of the producer er from regulation. For today 
actual figures will show that, in spite of regulation, we are doing 
very well in the field of obtaining a gas supply. 

To substantiate this statement, I call your attention to the latest 
complete record of natural-gas production on page 6 of 1955 Ga: 
Facts, the authoritative annual publication of the American Gas 
\ssociation, and a statement concerning same, as follows: 

Cumulative discoveries of new reserves since 1945 have amounted to 149.8 
trillion cubic feet compared with cumulative production during the same period 
of 75.1 trillion, a ratio of 1.99. This ratio has declined only modestly through 
the years in spite of higher levels of production: the ratio during the last 5 
years of the decade was 1.81, while that applicable to the first 5 years was 2.27. 

As long as new discoveries exceed production, the ratio of reserves to pro- 
duction, frequently computed to determine “number of years supply available,” 
is relatively unimportant. 

Furthermore, many people using this ratio apparently do not fully un- 
derstand the concepts used in developing reserves data and therefore attach 
undue significance to the ratio. 

Many geologists have speculated upon the total ultimately recoverable natural- 
gas reserves. The most recent estimate was that prepared by the United 
States Bureau of Mines, for the Joint Congressional Committee on Atomic 
Energy, based upon explored acreage, gas oil ratios, and similar factors; the 
conelusion indicated ultimate reserves of approximately 1,000 trillion cubic feet. 

That statement which I have read was not my statement but is a 
statement which came from 1955 Gas Facts relating to reserves and 
the adequacy of them. 

Natural-gas usage in 1956 was nearly 11 trillion cubic feet, yet 


o 


natural-gas reserves at the end of the same year were 237 trillion 


cubic feet, or an increase of 14 trillion cubic feet, the |: argest increase 
since the first estimates were made in 1945. 
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Reserves have increased each and every year—ever since the Phil- 
lips decision by the Supreme Court in 19: 54. 

Members of this committee—the apparent shortage of gas is not 
realistic. It is brought about by a multimillion dollar publici ity cam- 
paign by producers who are insisting on higher prices not connected 
with actual, but instead, fictitious costs, and who are refusing to 
commit their gas reserves to contracts, believing that they will be able 
to convince the Government and people generally that their gas sup- 
ply is exhausted. 

Now let us talk about incentive—which the proponents say must 
be encouraged. 

It is my understanding that last year, one of the members of the 
Texas Railroad Commission, General Thompson, whom Speaker Sam 
Rayburn has stated as knowing more about the oil business than any 
other person alive today, said, in effect, that all new gas fields are 
found in a search for oil. 

Some producers are now claiming that “wildcat” wells are being 
drilled in a search for natural gas, because gas is becoming so scarce 
and high-priced. 

Let us analyze this claim. 

Before an exploratory well is drilled, geologist, seismographs, or 
other equipment cannot determine whether the product—if there is 
to bea produet—will be oil, or gas, or both. 

Doesn’t it seem only commonsense, therefore, that the search will be 
for the product which will produce the greatest number of dollars, 
that the well will be drilled in the hope of discovery of that product, 
and that the less remunerative product will be accepted only as a 
byproduct in the search for the more v: aluable ? 

For illustration, the average price of crude oil in the south Missis- 
sippi region is $3 per hi rel of 42 gallons. The average barrel of oil 
contains 5,800,000 B. t. u’s. The average M c. f. of natural gas con- 
tains approximately 1 75, 000 ra .u.’s. Thus, we can see that 1 barrel 
of oil equals roughly 5.4 M e. f. of g 

Because of the large qui: alee of hiehe priced gasoline which can 
be produced from oil, and the high cost of transporting natural gas 
to market, gas in the field would. have to bring 55 cents per Mef in 
order to make it as attractive to drill for gas as it now is to drill 
for oil. 

Isn’t it good commonsense, therefore, to state that all exploratory 
wells in new structures are oil wells before they are drilled, and that 
they only become gas wells and are charged off as such when gas is 
obtained ? 

Of course, once gas is discovered in commercial quantities, then fur- 
ther drilling is accompanied by little risk except as the edge of the 
structure is reached, and it should be charged to gas production. 

Finally, can we not logically draw the conclusion that the 2714 
percent depletion allowance for income-tax purposes is the incentive 
which for years has been sufficient to produce our oil supply, and that, 
as all real explor ation is for oil and not for gas, no further incentive 
is needed for gas production, especially when it is realized that: it, 
too, has the 2714 6 percent depletion allowance incentive. 

Therefore, in reality, the argument of the proponents is a camou- 
flage for a multi-billion-dollar windfall to big producers, and large 
pipeline companies with big reserves, if this Harris bill is enacted. 
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I would like to digress for a moment and state that I have reviewed 
H. R. 6813, which has been introduced by Mr. Macdonald. I have 
stated—-L think I stated in 1955 before this committee, and I am 
stating again—that I do not think it necessary to the function of any- 
one in this country to make regulations burdensome upon little peo- 
ple, and most. certainly the Congress of the United States should 
endeavor, as every other public official should endeavor, to remove 
the onus of regulation from little people. 

[ am not concerned about the little producers and the effect that 
they will have upon the prices that are charged the ultimate con- 
sumers of the United States, because the information that I have, if 
it is correct, and I believe it to be correct, is that 97 percent of all 
the producers in the United States produce only 9 percent of the gas. 

If that is true, and I believe it to be true, then I see no objection at 
ull to relieving that 9 percent of the gas from the regulation of the 
Federal Power Commission, and I think that such a bill which has 
been introduced by Mr. Macdonald, 6813 or a bill of similar nature, is 
in the public interest, and I wanted to digress and make that state- 
ment, because, after all, we are not going to be bothered in Ten- 
nessee by what 9 percent of the gas does. What we are more con- 
cerned about is what hs appens to the 91 percent. And the 91 percent 
is produced by 3 percent of the producers. 

Now the Tennessee story: Tennessee is a gas-consuming State. 
Today more than 260,000 families and businesses are dependent wpon 
natural was. 

In that connection the attorney general of the State of Tennessee, 
Congresman Heselton, in answer to a question that I think you ad- 
dressed to him, stated that he was not certain of those figures, but 
that I would answer the question as to the accuracy of them. 

The record which I had presented to me apparently has a typo- 
graphical error in it, because the statement that actually was pre- 
sented in 1955 was 240,000. 

We have had an increase of 20,000 consumers in Tennessee over a 
period; a reported increase of approximately 2 years. 

These families represent a total population area of 1,250,000 peo- 
ple, well over one-third of our State’s population. A total plant 
investment of approximately $125 million—and, incidentally, that is 
another increase over that same period of time—has been made by 
Tennessee capital to distribute natural gas to our people; and during 
1956, 130 million M e. f. of gas, approximately, was purchased for sale 
in Tennessee. 

I would like to add to that statement that not only $125 million is 
invested in distributing companies, pipeline companies, and munici- 
pal interests in ‘Tennessee, oa aa 260,000 users have another $125 
million invested in gas stoves, in furnae eS, and o FAS equipment which 
they have put out in the last 5 i 8 years in order to receive this gas. 

Because of continual rate increases, mostly under bond, gas is rap- 
idly running out of the competitive market with coal, electricity, and 
fuel oil in our State. A 1-cent inerease in on field price means $1,- 
300,000 in inereased costs to the consumer Tennessee on a 100 
percent load factor. 

Projected rate increases of 10 cents or more will completely break 
our market in Tennessee. Nearly all of our municipal gas systems 
which have been constructed since 1950 are bonded 100 percent of 








458 NATURAL GAS ACT ‘ 


cost, and today many of them are facing serious financial trouble if 
the upward trend in prices continues. Many of them are still holding 
on, hoping for reductions in order to obtain enough funds to pay 
bond interest. 

Our position is simple: We cannot stand any further increases in 
field prices without sounding the death knell to the $125 million plant 
investment in our State, and also the $125 million additional home 
investment, business investment, and industrial investment made for 
the consumption of that gas by our people. 

In conclusion, I stated before this committee in 1955, that I be- 
lieved the Federal Power Commission, if given the chance, could find 
rates for the producer that would be just and reasonable, and that 
the producers themselves want to charge rates which are unjust and 
unreasonable, and for that reason they are willing to spend millions 
of dollars in advertising, propaganda, and lobbying to accomplish 
this purpose. 

I stated that the Federal Power Commission should be given a 
chance to administer the Natural Gas Act as interpreted by the Su- 
preme Court, and that I had faith that they would find in the public 
interest that the producers are entitled to a rate of return that will 
be just and reasonable, consistent with the risks attendant to then 
types of operation and production. 

I am still of the same opinion today, for time has established that 
my 1955 statement had merit. Chairman Kuykendall, testifying be- 
fore this committee last week, according to the press stated that his 
thinking on the desirability of exemption for producers had changed 
“somewhat” in the past 2 years. 

He stated that complete exemption would lead to unfortunate 
results. 

It ismy understanding that 2 years ago he did not make such a state- 
ment. Therefore there has been some growth in thinking in the 
Federal Power Commission in the last 2 years. 

Further, the FPC is now conducting numerous investigations and 
hearing many rate and complaint cases, all designed to produce a 
proper formula for rates for the producers. 

Progress is being made in the regulatory field. Formulas are being 
tested by administrative examination and trends are being established 
in finding just and reasonable rates for the producers which will be 
compatible with the interests of the consumers. 

Let us not destroy this progress by enacting a skeletonized legal 

camouflage which allegedly purports to protect the consumer , but in 
reality establishes the ground rules for committing economic mayhem 
upon every gas user in the United States. 

For these reasons, we believe that the Harris bill, and all other 
similar legislation should not be enacted. 

Now if it please the chairman, I have one other statement here that 
I want to present, the statement of Herbert Bingham, president of 
the Municipal League. 

The Cuarrman. I think at this time, however, Mr. Bomar, since 
you have given your own statement, the committee should have an 
opportunity to make such inquiries for further clarification that they 
might desire. 

Mr. Loser? 


ee 
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NATURAL GAS ACT 459 


Mr. Loser. I believe I will pass. 

Thank you, Mr. Chairman. I want to compliment Mr. Bomar, 
though, for his ver y concise statement, which seems to go to the life of 
this bill. 1 appreciate his appearance here. 

The Cuatrman. Mr. Neal? 

Mr. Nreau. I have no questions, Mr. Chairman. 

I would only observe that information given us by Mr. Bomar cer- 
tainly proves the fact that most questions have two sides. 

The CuarrmMan. Yes, sir; just like a flat pancake? 

Mr. Moss ? 

Mr. Moss. No questions. 

The Cramman. Mr. Avery? 

Mr. Avery. Just two short questions, Mr. Chairman. 

Mr. Bomar, on the first page of your statement you said that you 
are presently speaker of the House of Representatives of the Tennes- 
see Legislature ? 

Mr. Bomar. That is correct. 

Mr. Avery. And a little further down you state that today you are 
engaged in numerous rate proceedings now being heard before the 
Federal Power Commission. 

Are you appearing there as an attorney or are you appearing there 
as speaker of the house of representatives ¢ 

Mr. Bomar. As an attorney. 

Mr. Avery. As an attorney / 

Mr. Bomar. Yes, sir. 

Mr. Avery. With no connotation of course to your position as 
speaker of the house ? 

Mr. Bomar. None whatsoever. The only thing I might state is 
relative to speaker of the house, in 1955, it is in the record that was 
present, the Tennessee House of Representatives and the Tennessee 
Senate passed unanimously without a dissenting vote a resolution in 
which it opposed the then version of the Harris bill. 

The new Harris bill, the new model, was not introduced until after 
the legislature adjourned this time, so therefore no action was taken, 
but the statement is in the record in 1955 as to the position of the 
Tennessee Legislature in this regard, and I did present that or I 
believe General McCanless actually presented that resolution by the 
Tennessee House and Tennessee Senate as part of his statement in 
1955. 

Mr. Avery. So in other words, you feel you have a mandate from 
the legislature for your position / 

Mr. Bomar. That is correct. 

The Cnatrman. Will the gentleman yield ? 

Mr. Avery. Yes. 

The CuatrMan. Has the legislature taken action since 1955? 

Mr. Bomar. The action that was taken in 1955 did not refer to this 
bill in name. The action in 1955 referred to a philosophy of thinking 
relative to regulation of producers, and under that statement that 
was introduced, it developed and is now considered to be the philoso- 
phy of thinking of our Tennessee Legislature. 

The CHarrMan. But you are not saying that the General Assembly 
of the State of Tennessee has taken any definitive action on the present 
proposal before this committee and the Congress ¢ 

92196—57—pt. 1 30 
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Mr. Bomar. None whatsoever, because the present proposal was not 
introduced until after the legislature adjourned. 

The CHatrman. Of course. 

Mr. Avery. Then I was interested too, further, by your statement, 
Mr. Bomar, when you observed in your statement and also in the 
statement you read from Mr. Seligman that because of the increase 
in natural-gas rates, that natural gas was rapidly running out of the 
competitive market with coal, electricity, and fuel oil in your State. 
That is nearly a quotation I believe from your statement? 

Mr. Bomar. That is right. 

Mr. Avery. It seems to me with our concept of public utility regu- 
lation that that is just free competition ; isn’t it ? 

I mean why should not gas be competitive against the natural 
resources of coal and other enegry? Why is that so terribly wrong? 

Mr. Bomar. Mr. Avery, I am not saying that there is anything so 
terribly wrong with it except when we observe the economic facts that 
we in Tennessee, being a captive State, did as a large number of other 
States, we invested literally tens of millions of dollars over a period 
of 10 years to bring gas into Tennessee from the producing States. 

Mr. Avery. Excuse me now. Was that Tennessee money ? 

Mr. Bomar. It was money we raised by Tennessee capital; yes. 

Mr. Avery. That is responsive to my question. 

Mr. Bomar. And that money has been invested. 

Now at the time that money was invested and the bonds were sold, 
for instance our municipalities, half a million dollars was put into the 
distribution system based on sales at certain rates. 

At the time those bonds were sold, the rates that gas was brought 
into the State of Tennessee was of course much less than is now being 
brought in under bond. 

Mr. Avery. That is rates to the producers, not to the consumers? 

Mr. Bomar. That is rates to the producers; that is right, and rates 
from the producers to the pipeline companies and being passed on to 
consumers. It has been our experience that those distribution systems 
are in the ground. They don’t have anywhere else to go get gas, and, 
therefore, it is an economic proposition to the people in Tennessee. 

They have made the investment in order to buy the gas. At the 
time they made the investment to buy the gas, there was no problem 
about all of these expanding increased prices. Now there is a problem. 
Gas is running out of the market as far as competition with other 
matters is concerned, and the only importance is, as far as this hear- 
ing is concerned, that, as it runs out of the market, we have got an 
economic condition that is not good for our people. 

Now, whenever you create economic conditions that are not good 
for any group of people, we should be in here observing that and 
presenting that fact to this committee, because, if a bill that is pre- 
sented before this committee should cause economic detriment to any 
segment of our population in the United States, it is the duty of 
those people to observe before this committee that that situation 
might exist or does exist, and that is what we are doing here. 

Mr. Avery. Do I understand you to mean when any economic hard- 
ship develops to any particular category of people that you should 
seek relief immediately from the Federal Government? Isn’t that 
about what you said ¢ 


or 
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Mr. Bomar. What I am actually saying is that we feel that, as long 
as we have proper regulation at all le vels of the product that we will 
receive, we will have to pay a price that is just and reasonable, and we 
should pay it. But it should be a price that is determined to be just 
and reasonable, tested by regulatory bodies. 

Mr. Avery. This is not in the nature of a question, Mr. Bomar, but 
I believe, in response to one of my questions yesterday, Mr. McCanless, 
who was on the stand, testified the rates for electrical energy had not 
gone up since the original TVA plant was established. 

That is a very unique situation. I think probably that is the only 
source of energy I know of that has not gone up for 20 years, so I can 
see, if your electrical rate is frozen to where it was 20 years ago and 
there has been some accretion in the price of gas, it would seem a 
geographical hardship to you, maybe, in that partie ‘ular area, which 
is a more favored area than any of the rest of us enjoy any place else 
in the country, because our electrical prices have gone up correspond- 
ingly. 

I would not be surprised but what the price of electrical energy in 
Kansas has gone up as much or more as the price of natural gas in 
Tennessee. 

That is some presumption on my part, but the degree of increase, I 
think, would probably be about the same. So I don’t know whether 
it is quite fair to draw an analogy in the TVA area on the competitive 
price of other sources of energy, because that is a very peculiar situa- 
tion in Tennessee. 

Mr. Bomar. Our only reason for putting that in is to show our 
condition. Now we are taking the position that we do not object to 
paying a price that is just and reasonable to all parties concerned. 
This is the situation. We have got three segments of this gas industr vy; 
each one interrelated and intertwined with the other, and there is no 
way in the world you can divorce one from the other. It is impossible 
to do so. The first segment is the produci ing segment The second 
segment is the transmission segment. The third segment is the dis- 


tribution segment. The distribution segment is regulated by the state 
regulatory bodies. 


Mr. Avery. Public utilities ? 

Mr. Bomar. And the consumer knows every public official is pre- 
sumed to do his duty. I think that is a statement that sometimes is 
questioned, but, most certainly, I am going to make that statement. 
The consumer knows that he has the Public Service Commission of 
the State of Tennessee looking at all times to the rate that he has to 
pay to the local distributing companies, and that those rates are just 
and reasonable. Now, whatever they decide to be just and reasonable, 
[ am not saying he should not pay. 

I am saying he should pay it. The consumer also knows that the 
pipeline company is regulated by the oe il Power Commission, and 
that the rates that they must ch: aren he distributing company must be 
just and reasonable. Within the 1930 Gas Act, and once again if the 
Federal Power Commission icone that a rate is just and reason- 
able and has tested it with all of the administrative processes and it 
has been court tested, then once again if it is a hardship it is a hardship, 
but still he has that protection. Now, what we are doing here, we 
have got an open-end sack. We are saying that the producer should 
not be regulated. 


~ 
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Mr. Avery. Where are we saying that ? 

Mr. Bomar. You are saying that you should have a reasonable 
market value for his gas. 

Mr. Avery. But he is to be regulated ? 

Mr. Bomar. That type of regulation i is like trying to hold water in 
a sieve. It just goes through it. This bill won’t “regul: ate the pro- 
ducer. Reasonable market value is just whatever he can get for his 
gas. That is all it is going to amount to. It won’t amount to any- 
thing else. Itisa nullity ; it is true, it is a beautifully written docu- 
ment. I love the language in it, especially one place down in here; I 
have never seen any such language that is any more beautiful than this 
to wind up a matter. 

I would like to put this as part of my statement—that whenever one 
could write language this beautiful he did a beautiful job of drafts- 
manship : 

The reasonable market price is not necessarily the price of the last sale, the 
highest price, the weighted highest price, the average field price, or other price 
arrived at by the mechanical application of a single criterion. 

Instead, it is a price which the Commission, exercising its judgment and discre- 
tion in weighing among other things directly relevant to the issue all facts 
enumerated above, determined to be the reasonable market price. 

Then it goes back to these factors. The first factor it goes to elimi- 
nates cost entirely. That is the first time I ever heard in my life that 
you could figure out what a thing ought to sell for without figuring 
cost. I never heard of any other agency, law, or any other operation, 
industrial or otherwise, that said that you could figure out the price of 
what something ought to sell for if you did not figure cost. 

Then, the second thing, it says whether the price is determined by it 
will assure to consumers of natural gas a continuing and adequate 
supply thereof. 

I say in my statement that that is not a valid argument today be- 
cause today we have an adequate supply of gas. We have it under 
regulation. 

Whether the contract price was arrived at competitively and in arm’s length 
bargaining— 
is section B. Here isa gas producer that is in a transmission business. 
I join with the witness here this morning. He says the president sits 
down and he holds a board of directors meeting and he sells to himself, 
so he flaps his vest and he has had a meeting. That is the kind of 
operation we would have under that sort of thing. 

He decides that the er te market price of that gas is whatever 
he can sell it to himself for. I don’t blame him for wanting to get a 
higher price, but the consumer will not be protected with that kind of 
operation. 

Mr. Avery. It is your interpretation that would be what you would 
describe as arm’s-length bargaining ¢ 

Mr. Bomar. Well, arm’s- length bargaining, I found in dealing with 

administrative bodies, it is very difficult to go behind a contract. 
Whenever two groups come in and they say that they have got a con- 
tract that has been negotiated between them, I have found “that it is 
exceedingly difficult for the average little man on the street to ever 
prove that they did not sit down and have a long session of negotiating 
between them in order to get that contract signed. 
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Mr. Frynr. Mr. Avery, will you yield for a pertinent ry inquiry? 

I want to ask the Chair what ground rule we are operating under 
today as to limitation of time ¢ 

Mr. Witurams. As the gentleman from George knows, the chairman 
of the committee just left. He did not brief me on that. 

Mr. Fiynr. That is the reason I am asking to get the ground rules 
established now. 

Mr. Witurams. I understand we are all under the 5-minute rule 
and the time of the gentleman from Kansas has expired. 

Mr. Dies. Mr. Chairman, what I understand is that the gentleman 
from Georgia objects to this happening. 

Mr. Avery. Mr. Chairman, if I have imposed upon the committee, 
may I apologize and to the gentleman from Georgia. 

Mr. Furr. Actually, Mr. Chairman, I don’t want to keep a close 
eye on the clock from here on. I wanted you to do it up to this point. 

Mr. Jarman. Mr. Bomar, on page 3 of your statement you refer to 
the question of why is it so important that legislation be enacted 
to free the producers. Then you go on to say that the proponents 
state we must provide a way and means to keep up an adequate gas 
supply and a full incentive to provide the money to obtain this supply. 

To this position you indicate agreement, but you indicate that the 
result is not obtained by freedom of the producer er from regulation. 
Then you say “for today actual figures show that”—and you underline 
these four words—“in spite of regulation we are doing very well in 
the field of obtaining a gas supply.’ 

Would you comment a little more on your own analysis of the de- 
gree of regulation that we now have? Are you contending that today 
we have effective regulation under the Phillips decision through the 
Commission 4 

What I have in mind is can we take the results today and tie them 
in to this regulation that you refer to? 

I have in mind that oil and gas men all over the country are looking 
to this Congress to do something about a decision that they oppose and 
that they do not feel can long continue to be the law of the land. 
That if they finally come to the conclusion that nothing is to be done 
as to the Phillips decision by the C ongress, and that they are to live 
then under the regulation prescribed in that decision, that the results 
might be very different from what we now have. 

Mr. Bomar. Mr. Jarman, I was told back in school that it was all 
right for people to disagree but never be disagreeable, so I hope the 
— that I make will not be a disagreeable remark. 

I do not agree, and I will state this: this matter of the producers 
crying the blues has been going on for 10 years. I want to review, in 
order to answer your question, why I said “In spite of regulation.” 

I think it was in 1947—I may ‘be wrong in my year—when the 
Morrissey bill to exempt the producers was being discussed before the 
committees of the respective Houses of the Congress or this House, 
whichever one it was, and that the attorney for Humble Oil Co.—I do 
not have the record before me but we can go back to the record of that 
proceeding and get the statement—the attorney for Humble Oil Co. 
stated that unless they did something up here in Congress to free the 
producer, that the Humble Oil Co. was not going to sell another foot 
of gas in interstate commerce, or words to that effect. 
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Now that was 1947, and the point that I make is that later the Kerr 
bill was introduced, and once again the same story came up that we 
are not going to sell this in interstate commerce. 

In 1955 the Harris bill came up. In 1957 we are up here again, the 
same story each and every time. 

Now let’s see what in spite of regulation has happened during that 
period of time. They never have exempted the producers yet. Let’s 
take one transmission company alone and see what has happened to it 
in regulation. 

In 1947 Tennessee Gas Transmission Co. was a struggling company 
in the light of transmission systems. 

It was borrowing money and trying to get started in operations 
across the United States. 

Tennessee Gas Transmission Co. has been regulated constantly by 
the Federal Power Commission, and in the last few days, I have been 
reading a new report of Tennessee Gas Transmission Co. by their 
board of directors in which I don’t believe a nicer report could be put 
out by the United States Treasury than they are putting out in which 
they advertise that they now have assets over a billion dollars. 

They have done wonderfully well. Every oil and gas journal re- 
port, every other kind of a magazine that comes out, this refers to the 
wonderful progress that has been made by TGT. 

Now other companies have done the same thing. In answer to this 
business of “in spite of regulation,” if you would permit me, sir, I 
would like to refer to what is happening in this country in spite of 
regulation to the gas and oil industry. There is an article that ap- 
peared in the April 22 issue of the Oil and Gas Journal in which it 
showed that the 20 largest companies in the United States, that 10 of 
those 20 companies were oil and gas companies. 

This is the interesting thing to me that has happened. The largest 
company in the United States was General Motors in 1955. It had net 
income before taxes of $2,542 million. It paid $1,353 million in taxes 
or an effective tax rate of 53,45 percent. 

The next largest company, according to this list, was Standard of 
New Jersey. Standard of New Jersey had $824,300,000 in net income, 
paid $115 million in taxes or an effective tax rate of 14 percent. 

To go on down the list, the 10 industrials, it just happens to balance 
out that way, that of the 20, 10 are industrials and 10 are oil and gas 
companies. 

The 10 industrials are as follows: 

General Motors, United States Steel, Ford Motor, DuPont, Bethelem 
Steel, General Electric, Union Carbide, Chrysler Corp., West inghouse, 
and Alcoa in that order 1 through 10. 

They had a net income combined in 1955 of $6,461,500,000. They 
paid income taxes during 1955 of $3,284,400,000, or an effective tax rate 
of 50 83/100 per cent. 

Now let’s see who the 10 oil and gas companies are. They were as 
follows, in that first 20: 

Standard of New Jersey, Socony Mobil, Standard of Indiana, Texas 
Co., Gulf Oil Corp., Standard of California, Shell, Sinclair, Phillips, 
and Cities Service. 

Mr. Wittt1AMs. Mr. Bomar, the chair does not like to interrupt you, 
but the point was raised a few minutes ago about the time under the 
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rules of the committee and I am afraid that the time of the gentleman 
from Oklahoma has expired. 

Mr. Macponavp. I ask unanimous consent that the gentleman be 
given 2 extra minutes to let the gentleman finish his answer. 

Mr. Witu1ams. Under the rules 1 must recognize the gentleman 
from Massachusetts, Mr. Heselton, and if he wants to yield part of 
his time for the witness to continue making his speech, he may. 

Mr. Hesetron. I yield to have him finish his answer. 

Mr. Bomar. Thank you, sir. 

My conclusion then would be this: That the total income of those 
10 companies for 1955 was $2,705 million, and they paid $569 million 
in taxes or an effective tax rate of 21 percent plus. 

In other words, my answer to this question is that under regulation 
in the gas business, which is part of the gas and oil business, and those 
are all companies that have production to some extent, that they have 
done exceedingly well during the past 10 years, and I figure that reg- 
ulation by the ‘Federal Power Commission of that group of companies 
is not going to be such a burdensome thing that they won’t be able to 
live under it. 

Mr. Hesevron. Does the gentleman want to ask one more question ? 

Mr. Jarman. If the ge ntleman will yield for a brief comment of 
mine on the answer. I think the evidence you have given as to 
growth and operations is impressive but I would say this: My own 
impression is, from observation and study of this general problem, 
that the Commission itself has not really begun to “effectively regu- 
late under the present law. 

An impossible burden has been placed on the Commission by the 
Phillips decision, and there has not been the manpower, there has not 
been the remote possibility of effective regulation. 

But my own impression, my own feeling, my own thinking on the 
matter is that we have not even begun to see the tremendous adverse 
reaction in the incentive and supply field of this natural gas produe- 
tion that we would see and will see unless something is done about 
that decision. 

Mr. O'Hara. Will the gentleman yield ? 

Mr. Hesevron. Will you advise me whether I have any more time? 

Mr. Wiu1aMs. The gentleman has 2 more minutes remaining, to 
do with as he sees fit. 

Mr. O’Hara. Mr. Bomar, do you know what the breakdown of the 
income of those companies was from oil and petroleum and what per- 
centage of it was from gas? 

Mr. Bomar. Congressman, I do not have all that breakdown. I 
do know this: Sinclair Oil & Gas Co. is involved in some complaint 
that the Tennesese commisison has filed against 16 different com- 
panies that sell to Tennessee Gas Transmission Co. and one of them 
is Sinclair Oil & Gas which is, of course, a part of Sinclair. 

Mr. O’TIana. In fairness to the fact that you mentioned these 10 
oil companies are under regulation is not a comple tely fair statement, 
is it, because the oil business itself, outside of natural gas, is not con- 
trolled, i isn’t that true? 

Mr. Bomar. Outside of natural gas that is correct. 

Mr. O'Hara. That is all. 

Mr. Hesevron. I don’t think I need to ask any questions. 
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Go right ahead. 

Mr. Harris. Mr. Macdonald ? 

Mr. Macpona.p. en of all, Mr. Bomar, I cetrainly would like to 
congratulate you. I don’t know whether IT have been fortunate in 
de: ling with people in public life in Tennessee but it seems to me that 
everybody that the people from Tennessee see fit to put in public 
office are outstanding men; I include our late and great chairman, 
Percy Price, our distinguished colleague, Mr. Loser, yourself, and the 
gentleman who testified here yesterday. 

Actually I don’t have v very many questions because your testimony, 
if you don’t mind my joining you, I would like to associate myself 
with your testimony here. I can’t give it any higher personal praise 
than that. 

Rut actually one thing I was going to ask you about : 

At the time that the Tennesse general court of the house and the 
senate recorded themselves as being opposed to the Harris bill last 
session. 

They reported themselves in favor of the Phillips decision and the 
Supreme Court, and the Supreme Court being the law of the land, is 
that correct, Mr. Bomar? 

Mr. Bomar. That is right, and I would like to refer you—— 

Mr. Macponarp. Could I just finish? And then therefore, unless 
they changed their position in support of the Phillips decision, I 
would take it.the approval of the Phillips decision would still stand, 
would it not ? 

Me. Bomar. That is right. 

At page 3543 of the hearings before the House Committee on Inter- 
state and Foreign Commerce on April 26, 1955, House Joint Resolu- 
tion No. 39 was included in that record, and the first paragraph is as 
follows: 

Whereas the Federal Power Commission has jurisdiction to fix the rates and 
charges for natural gas sold by producers for delivery and sale in interstate 
commerce as determined by the Supreme Court of the United States in its recent 
opinion in the case of Phillips Petroleum Co. versus Wisconsin 
and so forth— 
and whereas the Federal Power Commission is vested with jurisdiction of rates 
for natural gas sold in interstate commerce for the express purpose of protecting 
the ultimate consumer from unfair exploitation and said Commission will pre- 
sumably exercise this jurisdiction to establish and maintain rates and charges 
which are fair to all, and whereas the General Assembly of Tennessee is con- 
cerned with this matter since many citizens of the State are consumers of nat- 
ural gas and will be directly affected by the rates and charges of producers of 
natural gas, now therefore be it resolved : 
and then it goes on and endorses that decision and endorses that type 
of resolution. 

Mr. Macponap. Then I would say, sir, that they are still on record 
as being in favor of the Phillips deci ‘ision and opposed to any legisla- 
tion which would ch: ange that decision. 

Mr. Bomar. There has been absolutely no change whatsoever. 

Mr. Macpnonaip. Thank you, sir. 


To the matter of my own bill I appreciate your kind remarks of 


support of it, and I would ask you if you would be kind enough to call 
to the attention. as I certainly intend to, of the Members, all the Mem- 


bers from Tennessee for the purpose of being helpful when and if it 
comes to the floor. 
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Mr. Bomar. I will be glad to. 

Mr. Macpona.p. | certainly appreciate your recommendations op 
the bill and I agree with you that it does three things that the Eisen- 
hower administration says it wants done, namely, to relieve the Federal 
Power Commission of the tremendous administrative burden by the 
Phillips decision put upon it; secondly, it frees producers which the 
Natural Gas Act never meant to include; and, thirdly, it protects con- 
sumer States such as yours and mine. 

Thank you very much. I have no further questions. 

The Cuairman. Mr. Hale? 

Mr. Hauer. Mr. Bomar, I notice on the top of page 8 of your state- 
ment “because of continued rate increases, mostly under bond.” 

What do you mean by that ¢ 

Mr. Bomar. Tennessee Gas Transmission Co. serves all of middle 
and east Tennessee, that is, as far as the supply of gas is concerned. 

Texas Eastern serves a portion of Tennessee and Texas Gas serves 
a portion of ‘Tennessee. 

Now TGT filed in November of 1954, I believe, a rate increase of 
$8,616,000 in docket No. G-5259. That case has been litigated ever 
since but it is under bond. 

In other words, the rates that they are asking, the increased rates, 
have been under the Natural Gas Act. After 5 months they can move 
to put it under bond and I know you gentlemen know about that 
without my making that observation. So they have put those rates 
in effect under bond and all consumers have been paying that ever 
since. 

Now in February of this year I believe TGT again filed a second 
rate increase which is docket No. 11980, for about $24.5 million, and 
that is being litigated and is recessed now. That goes under bond 
July 14, [think Lam right. 

Mr. Hane. You say “gas is rapidly running out of the competitive 
market with coal, electricity, and fuel oil.” 

Now then, if for any reason gas prices itself out of the market, then 
it prices coal, electricity, and fuel oil into the market ; doesn’t it / 

Mr. Bomar. Our only concern there would be that if the price we 
were paying for the gas, since we are a consumer State, is a just and 
reasonable price determined by a regulatory body, we would be willing 
to pay it. 

If it priced us out of the market, we would just have to be priced 
out. 

Mr. Hare. You would not be in any very different position from 
the people who have poured millions into electric-trolley lines all 
over the country ; would you / 

Mr. Bomar. We would not want anybody to pick our chestnuts out 
of the fire. We will pick up our own chestnuts, but we just want to 
be certain that our rights are protected by some regulatory body, and 
if we exempt the produe ers, then we do not have any protection by 
any regulatory body. 

Mr. Have. Let me ask you this one final question. 

On page 14 of the bill, line 24, if we strike out those three words 
“consider costs or,” would that remove your objection to this legis- 
lation ¢ 

Mr. Bomar. No,sir. 

Mr. Hate. Why not? 
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Mr. Bomar. It is my position and the position we take that we 
believe that the Federal Power Commission has the right under the 
Natural Gas Act as it now exists, if it functions properly, to set up 
proper formulas for gas production, and that in setting up these 
formulas, that they must look to the cost of the pr oduction as at least 
a point of departure. 

Mr. Hare. That is what I said. That is what I postulate, that we 
include costs in the factors that may be considered. 

Mr. Bomar. But, Mr. Hale, you still have another factor in there 
that will not help us any, because if you only do that and you still 
have that as a point of departure and leave it as the reasonable market 

value that is in there, because you leave that in the bill, that reads that 
everything must be determined in the final analysis in accordance with 
the reasonable market value of gas, and when you do that, it is an 
open-end sack. 

Mr. Hate. In other words, you insist on the utility type of regu- 
lation ? 

Mr. Bomar. [f it takes it in order to give a just and reasonable price. 

Mr. Hate. Just one other question. 

Going down to page 8, the second paragraph: 

Our position is simple. We cannot stand any further increases in field prices 
without sounding the death knell of $125 million investment in our State. 

You know in all reason and conscience that you are going to get 
further increases, don’t you? 

Mr. Bomar. I don’t know that necessarily. I would say that if those 
increases are fair, just and reasonable as set out under the adminis- 
trative examination that can be given it by the Federal Power Com- 
mission, then we ought to have it. 

Otherwise I think that we will have our day in court. We will be 
permitted to be over there and present our case, and then after that if 
they are granted to us we will of course have to receive them. 

Mr. Hate. If you want to say that you don’t want unreasonable 
increases, nobody can blame you, but if you say that you cannot stand 
any further increases at all without sounding the death knell of your 
bond investments, then that investment in my opinion is as good as 
gone, because no amount of regulation in my opinion is going to hold 
these prices down any more than regulation has been ‘successful in 
holding down the price of milk or electricity or any other commodity. 

We have seen every other commodity under the sun go up in the last 
10, 15, 20, or 30 years. 

Mr. Bomar. Mr. Hale, of course every man can have his own opinion 
and I know we all have differing opinions about what a lack of regu- 
lation might do to this situation, but there has been plenty of state- 
ments made by people who are learned in the gas field. 

It has been published in various published reports that if we do 
not have some regulation of the producer to determine that the rates 
that he sells gas in interstate commerce are just and reasonable that 
we can well expect a field price of possibly 35 cents. 

I admit that is an opinion that is being passed around, but the way 
things are moving now I don’t think that 1s beyond the realm of con- 
jecture, and reasonable conjecture at this time, because of this reason: 
Texas Eastern—I believe I am right—has recently filed, bought some 
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gas. Of course it has not been proved yet. It is just about 23 cents, 
22.9 or something like that. There is other gas that they are trying to 
buy that is in excess of 20 cents, and that is happening now, but it has 
not been approved, and there is going to be a lot of testing of that pur- 
chase before the regulatory body of the Federal Power Commission 
before it will be approved. 

But I am quite certain that if this bill is passed, that there won’t 
be any testing because they will just pay 23 cents. Now I don’t know 
whether 23 cents is just and reasonable or not, but I would like to 
see it reviewed by someone that is fighting in behalf of the consumers 
to determine whether 23 cents per thousand cubic feet is a just and 
reasonable price to pass on to the consumers. 

Mr. Harr. This does, of course, purport to be a regulatory bill. It 
may not be a good regulatory bill, but at least it does purport to 
impose certain standards and criteria of regulation. 

Mr. Bomar. Congressman Hale, I know it purports to be, but beyond 
that I don’ t see much of regulation under it. 

The Cuarrman. Mr. Flynt ? 

Mr. Fiyntr. Mr. Bomar, I want to congratulate you on your state- 
ment. It is forthright, clear, and certainly leaves no doubt as to how 
you feel about this proposal. I remember your appearance before 
us 2 years ago, and we welcome you again before this committee. I 
have some questions that I want to ask to let the record show your 
answers to them in conjunction with your statement of 2 years ago 
and your statement of today. 

Do you say you want the production and gathering of natural gas 
regulated strictly as a public utility? 

Mr. Bomar. Only to the extent that if it is necessary to do that in 
order to protect the consumers, I do. 

Mr. Frynv. Do you think that that will protect the consumers? 

Mr. Bomar. You are going back to your original question. 

Mr. Fiynv. Yes. Do you think that the regulation on public-utility 
concept of producers and gatherers of natural gas will protect the 
consumer ¢ 

Mr. Bomar. Yes. 

Mr. Fiynv. Do you think that the jurisdiction of the Federal Power 
Commission should also be extended to the distribution companies if 
that will also protect the consumer ? 

Mr. Bomar. If the distribution companies were not already under 
State regulation I would say that you might have a point, but they 
are already under State regulation. 

Mr. Fiynvr. If there is a greater gap between the distribution rates, 
eliminating now the cost of the gas and the cost of the transmission 
to the city gates of various cities, if there is a greater differential in 
the distribution cost than there is in the cost of gas at the wellhead, 
would you say that there is greater need for regulation in the dis- 
tribution ends than there is in the producing and gathering end? 

Mr. Bomar. Congressman Flynt, there are a lot of factors. I am 
not an engineer and therefore I don’t propose to try to answer all the 
factors, but there are a lot of factors of cost that go into the distribu- 
tion of gas that are localized. 

Mr. Frynv. Yes, sir, but I am eliminating everything up to the 
city gate. I have some figures and charts here that I will refer to as 
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being in part 2 of the 1955 hearings beginning on page 1283 and 
going through about page 1379. It shows that the gathering cost, 
the cost of the gas in the field, is substantially the same in each of 
the 40 cities listed in this table. The cost of transmission varies two 

ways, one with regard to the number of miles of transmission line 
from the point of origin to the point of destination, the city gate, and 
another thing that I note a comparative cost up to ‘the city gate limit 
is the time that the various transmission lines, the long lines, trans- 
mission lines were built. Those that were built first when costs of 
building were relatively small, the cost of transmission is small 
proportionately. 

The more recent lines where the cost of building and construction 
has increased, doubled, tripled, sometimes quadrupled, the cost of 
transmission through those lines is far greater than the cost of 
transmission of the old lines, one of which is Southern Natural Gas 
which serves the State in which I live. 

However, there is a reasonable standard by which all of those can 
be compared. The cost of gas, the cost for the gas paid to producers 
in the field ranges, according to these 80 pages of tables, from 8.1 
cents to about 11.6 cents, a spread of 314 cents per thousand cubic 
feet of gas. The cost of transmission of cost varies according to 
those two factors that I said a while ago. Let me show you now if 
I can how the cost of distribution varies. 

In Akron, Ohio, the cost of distribution per thousand cubic feet is 
95.8; in Nashville, Tenn., the cost is 60.1; in Atlanta, Ga., the cost 
is 47.4 cents per thousand cubic feet. 

In Providence, R. I., the cost is 311.7 cents, $3.11 per thousand 
cubic feet. 

In Boston, Mass., the cost per thousand cubic feet is $2.47. New 
York it is approximately $1.77. Now if your purpose is to protect 
the consumer, do you think that we ought to introduce an amendment 
to this and go all the way and regulate it from the wellhead itself 
to the jethe: ad on the gas stoves and i in the gas heaters in the homes? 

Mr. Bomar. Congressman Flynt, I again state that the cost of 
distribution of gas is going to vary in different cities for many 
different factors, and if we got into that today, I would not be of 
course in position to answer all those factors. 

Mr. Frynt. What about the cost of production in gathering? 
Won't that vary from field to field and even from well to well? 

Mr. Bomar. It might do so. 

Mr. Fiynr. Now we have seen the gas paid at the field to be 
relatively constant over the period which these figures were taken 
which is the latest available and I hope it will be supplied for the 
record to bring the record more up to date than these were, but 
these were the best available last year. But when you have a ten- 
fold spread from 25 cents, for distribution cost alone, not the total 
price of gas, from a distribution cost of 25 cents per thousand cubic 
feet in Akron, Ohio, to $3.47 per thousand cubic feet, more than 10 
to 1 in I think Providence, R. I., and if the purpose of this bill as 
you say or similar legislation or the Phillips case is to protect the 
consumer, do you think it ought to go all the w ay and let the Federal 
Power Commission regulate the distr ibuting companies as well as the 
long lines and the produc ers? 
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Mr. Bomar. My answer to you, Congressman, is this—— 

Mr. Friynt. Give it to me, yes or no, if you can and then explain 
your answer. 

Mr. Bomar. I would say no, and then I will explain. My answer 
is based on the fact that I am not going to sit here and charge that 
the commissions of Ohio, Georgia, Tennessee, Rhode Island, and Mas- 
sachusetts have been derelict in their duty. I think that those com- 
missions have probably performed their duty as public officials to 
a commendable degree, and as far as I know have performed it 
properly. 

Now my reason for saying that is this: there is a test by which this 
whole thing is regulated. 

The Federal Power Commission will grant to the pipeline company 
a 6-percent return on its investment. 

Mr. Fiynt. Will you agree with me that the same thing happens 
when the Federal Power Commission attempts to regulate the pro- 
ducer? Won’t they have certain factors that they will have to take 
into consideration in each individual case ? 

Mr. Bomar. That is right. 

Mr. Frynv. In each individual field and in each individual State 
where this gas comes from? 

Mr. Bomar. That is correct; and they should have those factors. 

Mr. Frynr. All right. 

Now if the1 egulation as a public utility allows a spread of from 25 
cents to $3.47, don’t you think that perhaps that public-utility regu- 
lation of producers and gatherers might have the effect of tremend- 
ously increasing the cost of natural gas at = wellhead ? 

Mr. Bomar. No, sir; I don’t think so. ‘I don’t think so any more 
than I think Congress passing a law extending this act to distributors 
would reduce the cost in Providence, R. I., for this reason : The general 
principle of granting return to distributing companies all over the 
country as far as ] know is on the basis of about 6 or m: iybe 614 percent 
of the total costs of the distribution system and with other allowances 
such as working capital and things thrown in. 

I don’t know of a single place in the United States there is any dif- 
ference, but I do say this: if it is $3.11 or whatever it is in Providence 
and only 25.8 cents in Akron, be fore any person could properly answer 
a a as to the difference between those two cities, he would have 
to look into the cost factors of the operation of the distribution sys- 
tems in those two cities. 

Mr. Fiynt. But when there is a spread of some tenfold or twelve- 
fold, don’t you think that maybe there is some padded factors—cost 
factors—in there? 

Mr. Bomar. I would not charge that until I knew it. I would say 
that every public official that has regulated those as far as I know has 
done his duty. 

Now the Federal Power Commission might find in regulating pro- 
ducers 

Mr. Frynt. Wait just a minute. Let me finish this, Mr. Chairman. 
I am trying to do the same thing for the consumers of my State that 
you are trying to do for the consumers in yours. I think your State 
and mine have the same number of gas-producing wells, which is 
exactly zero. 
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Mr. Bomar. That is right. 

Mr. Fiynvr. But at the same time would you prefer, speaking as you 
do for the consumer inte eer in your State, would you prefer to see a 

regulatory bill enacted, or would you prefer to see an attempt to en- 
force the Phillips decision with no clarifying legislation on the statute 
books at all? 

Mr. Bomar. Congressman Flynt, from my observation of the devel- 
opment over in the Federal Power Commission, I believe that the 
Federal Power Commission can now, with the authority it has, design 
proper and equitable formulas for the producer without any further 
legislation. 

Mr. Fiynt. Let me ask you one more question: 

Do you still stick with your position that you don’t want the Federal 
Power Commission to have any right to inquire into distribution costs? 

Mr. Bomar. So long as we have ‘those distribution costs regulated by 
State commissions, I don’t think the Federal Government ought. to 
interfere with State commissions. 

The Cuarrman. Mr. O'Hara. 

Mr. O'Hara. I will pass on my 5 minutes because they go so quickly. 

The CHarrman. Mr. Dies? 

Mr. Dies. Mr. Bomar, as I understand your testimony and your 
statement, your chief interest is in the consumers of Tennessee ? 

Mr. Bomar. My chief interest is in the consumers of Tennessee pay- 
ing a just and reasonable price. 

Mr. Dies. That is what I mean, that is your chief interest. But you 
actually represent the distributing and the municipal gas company; is 
that right ? 

Mr. Bomar. I don’t know how you are going to divorce the two. 
Mr. Dres. I understand. I am not asking that. I just asked you, 
mu actually represent the distributing and “the § gas companies / 

Mr. Bomar. The people who are actually— 

Mr. Dies. You are the attorney for them / 

Mr. Bomar. That is correct. 

Mr. Dres. And as attorney you have appeared before the Commis- 
sion asking for rate increases, haven’t you 4 

Mr. Bomar. Asking for rate increases ? 

Mr. Dims. Yes; your companies. 

Mr. Bomar. We have tried to avoid it. We may have to do so. 

Mr. Dres. Is that part of your job, to ask for rate increases / 

Mr. Bomar. If necessary. 

Mr. Dries. Have you ever done it? 

Mr. Bomar. I think I have filed for 1 rate increase in the last 10 
years. 

Mr. Dies. For what company / 

Mr. Bomar. For Tennessee Gas Co. 

Mr. Dies. Tennessee Gas Co. And is that the only company that 
you filed for ? 

Mr. Bomar. That is the only one. 

Mr. Dries. How many rate increases have been granted these dis- 
tributing and gas companies since 1953 ? 

Mr. Bomar. I don’t know that I can answer that absolutely, but I 
would say not over 2 or 3 

Mr. Dries. For all of the gas companies ? 
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Mr. Bomar. Yes, sir. If I could add one thing, when this $8,- 
661,000 increase that went in for TGT under bond that was passed on 
down to the consumers—— 

Mr. Dies. You did not appear there for the consumer. You ap- 
peared for the Tennessee Gas Co. 

Mr. Bomar. Tennessee Gas Co. is a distributing company. Ten- 
nessee Gas Transmission Co, is a pipeline company. 

Mr. Dies. One of them—you appeared there. You did not appear 
for the consumer. You appeared for the distributor ? 

Mr. Bomar. If you can divorce the consumer from the distributing 
company, ~ of course—— 

Mr. Dies. I did not ask you that. I just asked you who you ap- 
peared for. 

Mr. Bomar. I appeared for that company and a group of munici- 
palities. 

Mr. Dies. Do you represent the distributing company in Knoxville? 

Mr. Bomar. Not directly; no, sir. 

Mr. Dies. Do you represent the one in Nashville? 

Mr. Bomar. No, sir. 

Mr. Dies. You realize of course that in the price structure, the price 
that the consumer has to pay, there are many other items besides the 
field price paid to the gas producer. It is a matter of fact, a matter 
of record in these committee hearings beginning on page 1326 on down 
for many pages that the price paid for gas is a very small factor in 
the price paid by the consumer. 

Your big cost is in your pipeline, your transmission, your distribut- 
ing companies. 

All you have to do is read the figures here. 

I don’t have time in my 5 minutes, but I would like to read you some. 
I wish I had time to read you some from Tennessee that actually what 
your consumer is paying for the gas is a trivial part of the total bill 
paid. 

Now what are you doing to try to reduce the major factors of price, 
the cost of distribution that your own companies are charging, and 
the cost of the transmission ¢ 

They are all under regulation; aren’t they / 

Mr. Bomar. That is correct. 

Mr. Dres. And yet the price there is the big price, not your field gas 
prices. How are you going to save—you are talking about sav ing the 
consumer and protecting the consumer—when you overlook entirely 
the principal factors that enter into the cost of the gas to the con- 
sumer ¢ 

Mr. Bomar. I feel this: We have our day in court before the Public 
Service Commission of Tennessee, and we will have our day in court 
as far as the distributing companies—— 

Mr. Dres. I did not ask you about your day in court. You have 
been talking here for the consumer. You are deeply sympathetic for 
the consumer. In fact, you say everybody is represented here except 
the consumer. That leaves the impression you are up here represent- 
ing the consumer. You say here “Thus both political parties in all 
segments of the gas industry represe nt the makeup of this compromise 
bill exe ept the 20 million consumers,” and you call the bill a Trojan 
Horse slipped in here. Of course you are not up here looking after 
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the interests of the consumer. You are here representing the ~ 
who paid you to come here, aren’t you, and they want to get this gas 
cheap and sell it high, isn’t that true? 

Now let's be frank. 

Mr. Bomar. No, sir, I beg to differ with you. Of course I know 
you have a right to m: ake that statement but they are not here because 
they want to ret the gas cheap and sell it high. 

Mr. Dres. If they “don’t want to do it, and are as good as you say 
they are, why have any intrastate regulations. 

Let’s just turn these distributors loose if they are so pure and they 
are not interested in that, then there is no necessity for any regulation 
of them. 

Mr. Bomar. Mr. Dies, we are of course subject to regulation our- 
selves, so therefore we are not turned loose. 

Mr. Dies. You want to get everybody regulated, don’t you? 

Mr. Bomar. As long as it affects everybody, yes, sir. 

Mr. Dies. You are like the fox who lost his tail and advocated that 
all other foxes do likewise. 

Now the point though that you have overlooked completely in your 
testimony and in your statement, if you will take these figures—I 

don’t have time to read them to you or to analyze them, but if ) you will 
read these figures or anyone else who wants to be impartial, you will 
find out that all this talk about the field price of gas, what they are 
paying for gas, that that is only a trivial part of the costs that your 
consumer is paying, and you are not going to have low prices or 
lower prices or anything else simply by regulating g gas. You have 
got to get into this tremendous cost of transmission, tremendous costs 
of your distributing companies. 

They are the ones that get most of the apple. Only a small bite 
goes to the producers. You are the fellows that are getting the big 
bite. I would like for you to submit to the committee, if you have 
the data, what your various distributing companies that you represent, 
that you are here paid to speak for, I would like for you to submit 
to us what they are charging town by town and break it down as to 
what they are paying. 

The figures I have got here, for Knoxville they are getting $1.11 per 
thousand cubic feet for their gas. They are paying 95/6 cents. 

Mr. Bomar. The city gate price is now presently 505699 cents. 

Mr. Dies. I would like to get those figures because then—of course 
the price of gas went up, but how much now are they getting per 
thousand cubic feet ? 

Do you have those figures ? 

Mr. Bomar. I don’t have them available. I can certainly get them 
for you. 

Mr. Dies. Will you supply the committee with your clients, showing 
what your clients are getting per thousand cubic feet and what they 
are paying for gas? . 

Mr. Bomar. I would be glad to supply the committee with what 
everyone in Tennessee is vetting for it and paying for it. 

Mr. Dies. Now, don’t include the whole State, because that will 
make it too burdensome a job. 

Mr. Bomar. It is not any burden, because we put it in the 1955 ree- 
ord, and we would be glad to do it. 

Mr. Dies. I would be glad for you to do that. 
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Mr. Chairman, I won’t take any more time. 

The Cuamman. Would the gentleman widen the scope of that in- 
formation and start with, say, 1947 ¢ 

That is when he said that this matter first came before the Congress, 
and show what the prices have been each year from 1947 down to 1957, 
the present year, showing, if there have been increases, what they are 
in the breakdown. 

Mr. Bomar. I will be glad to furnish such information as I can 
obtain back that far. The only information that I have—of course, 
we did not have natural gas in any section of Tennessee except west 
‘Tennessee until after 1955, 

The Cuarrman. Well, say 1950, then. 

Mr. Bomar. I could furnish it from the time we began to take nat- 
ural gas 

The Cuarrman. Actually, I think what you would have to do is 
only to take the record that you had in 1955 before this committee 
and bring it up to date. I believe that is correct. 

Mr. Bomar. I filed an exhibit in 1955 that showed that, and all I 
need do is bring it up to date. 

The Cuairman. Will you bring that up to date for the record ? 

Mr. Moss. Mr. Chairman, would you yield ? 

In order to make that information at all meaningful, would you 
also give us the investment in distribution fac ilities and the rate of 
return on that investment ? 

Mr. Bomar. That, I don’t know whether I can return. 

Mr. Moss. Because just getting the rate at which the gas is sold 
when it is regulated as a utility. is meaningless unless we have the 
investment base and the rate of return. 

The Carman. Mr. Younger ? 

Mr. Fiynt. Mr. Moss, will you yield to me at that point ? 

Mr. Moss. I don’t have the floor. 

The CuHarrman. Mr. Younger? 

Mr. Younger. I will take the floor and yield for a question to Mr. 
Flynt. 

Mr. Frynr. Thank you, Mr. Younger. Mr. Bomar, isn’t it true that 
those figures are hard to get, as to what it cost, as to the rate of return 
the distribution company gets, because the distribution companies, like 
the producers of gas and oil, use one set of figures for ratemaking 
purposes and another to pay income taxes on ? 

Mr. Bomar. If that is true, I don’t know it. 

Mr. Fiynvr. You have not attended all these hearings, because there 
have certainly been many statements made to that effect so far. 

Mr. Bomar. If that is a true statement, then I would have to be 
shown the facts, of course. 

Mr. Fiynr. Don’t you believe that it is a true statement ? 

Mr. Bomar. No, sir. 

Mr. Frynr. You think that the same figures are used for 
making purposes that are used for paying taxes / 

Mr. Bomar. Insofar as I have ever had any acquaintance with it, 
Congressman, that is the way it has been handled. 

Mr. Fiynr. Thank you, Mr. Younger. 

Mr. Youncer. That is all, Mr. Chairman. 

The Cuarrman. Mr. 
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I have no questions. 
Dingell, do you have any further questions? 
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Mr. Dinceti. Mr. Chairman, I don’t at this time. I would just 
like to say this: I have heard Mr. Bomar talk. I have had the pleas- 
ure of listening to a number of other representatives of the State of 
Tennessee and I certainly think they send fine people up here to 
represent them. 

The Cuarrman. Dr. Neal? 

Mr. Nrav. No questions. 

The CHairman. Mr. Moss, do you have any further questions ? 

Mr. Moss. Yes; I have some further questions, Mr. Chairman. 

Mr. Bomar, | want to join with my good friend from Massachusetts 
in complimenting } you on your st: itement and indicating my complete 
approval of it. I think it has been a most excellent one. 

Now, as we start comparing, as has been done here, the costs of 
distribution, the spread in the various cities, isn’t all you are request- 
ing of this committee that the producer be subjected to the same sort 
of regulation, the same opportunity for return, which those dis- 
tributing companies and transmission companies presently receive / 

Mr. Bomar. That is correct. 

Mr. Moss. And in order to make any of these figures on costs of 
transmission and distribution meaningful, it is necessary to care- 
fully consider the capital investment in facilities, the costs of opera- 
tion at all points. It is necessary to consider costs, it is considered, 
and a fair return on that investment is given to whoever made that 
investment ¢ 

Mr. Bomar. That is right. In other words, our position is that we 
do not want to ask the producers to submit themselves to one iota of 
regulation any greater than the pipeline company would be sub- 
mitted to or any greater than the distributing company would be. 

Mr. Moss. And you want to be no less fair to them than the treat- 
ment your clients are accorded by the Public Utilities Commission 
of the State of Tennessee ? 

Mr. Bomar. I say that is right, and I feel that, if they are given 
an opportunity, they will receive proper and fair treatment, and 
they don’t need this Natural Gas Act in order to get it. 

Mr. Moss. Do you feel that it is possible to have any effective regu- 
lation where cost is not a mandatory consideration ¢ 

Mr. Bomar. Without cost being a mandatory consideration, I think 
this act would be a nullity and any regulation would be a nullity. 

Mr. Moss. I agree with you completely. That is all the questions 
I have, Mr. Chairman. 

The Cuarrman. Mr. Avery? 

Mr. Avery. I believe I have no further questions. 

The CHAIRMAN. re Macdonald. 

Mr. Macponarp. I don’t mean to prolong this, Mr. Chairman. 1 
want to go into, a little bit, your expression on page 2 about on this 
so-called Gomppenties bill that all segments of the gas industry are 
represented who make up the bill except the consumers. Did you 
have reference in that paragraph on page 2 to the secret meetings 
that were testified to by Federal Power Commissioner Kuykendall 
where he, at the instigation of the White House, got the segments 
of the industry to get together to come up with a bill that would be 
satisfactory to them ¢ 

Mr. Bomar. Mr. Macdonald, I don’t know just exactly what hap- 
pened at any of these meetings or who attended, but I do have refer- 
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ence to some publicity that was given that certain persons were called 
for meetings, and that out of that, grew this bill. I do not know; 
when I say “except the consumers, 'T think that in 1058 the mayors 
came in here and testified. I am not informed that one of the mem- 
bent of the mayors who represented the Municipal League of America 
was in that group. The labor groups, of course, came in and testified, 
I am not informed that any of them were invited. Others did claim 
to represent the consumers. 

Mr. Macpvonaup. I think, if you will read the record, you will see 
that your position as far as the meetings are concerned at least—I 
am not talking about the merits of the bill itself; the meetings sur- 
rounding the industry bill so-called—that your position is 100-percent 
correct, as illustrated by Mr. Kuykendall’s testimony when he said 
that he had not invited any of the consumers to be re presented because 
he thought that it should be kept secret that there was going to be 
another gas bill. 

Mr. Dies. Mr. Macdonald, will you yield for a point? 

Mr. Macpvonap. I yield. 

Mr. Dtes. I understand the distributors were represented, and the 
witness says their interests are identical with the consumer. 

Mr. Macponatp. He does not say that in this paragraph to which 
[ am relating my question. Actually, my distinguished colleague, 
Mr. Dies, whom I admire very much, made a good deal out of the fact 
that you were paid to represent the distributors. Did you happen to 
see any unpaid producer representatives testifying before us? 

Mr. Bomar. I don’t know whether they were paid or not, but I 
assume that they did not come here of their own free will and desire 
just in order to represent the producers without cost. 

Mr. Macponaup. Right, sir. And just a final point. In the rates 
that are established in Tennessee, what is the maximum return that 
is allowed the distributing companies on the utility-type regulation ? 

Mr. Bomar. Six percent. It goes back to the Hope natural case. 

Our Tennessee commission follows the Hope Natural case in allow- 
ing 6 percent. It never has allowed anything more that I know any- 
thing about. 

Mr. Macponavp. Then in your answer to questions by Mr. Dies, 
do you think it would be well to point out this, obviously the return to 
your utility companies could not be as high as that. allowed to the 
producers even under the Phillips decision which as I understand it 
goes up to 17 percent, and that therefore the chances of keeping dis- 
tributing costs down seem to be much higher, the possibility of keeping 
them down, than if you take a so-called fair market value to the pro- 
ducers. 

Do you agree ¢ 

Mr. Bomar. I think that is true. There are three complaint cases 
over in the Federal Power Commission now, one, the Western Natural 
case, that shows that Western Natural has earned since about 1948 
the staff’s own case, about $8 million and has not paid a dime in income 
taxes during that period of time because of the 27.5-percent depletion 
allowance, and in that intangible drilling costs, so I think they are 
receiving very good treatment. 

Mr. Macponautp. Are you aware, sir, that the Phillips Co. them 
selves are now before the Federal Power Commission saying that 
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the Federal Power Commission must take into consideration costs 
at a rate increase that the Phillips Co. is looking for? 

Mr. Bomar. I understand that is their position. 

Mr. Macponatp. I reiterate my remarks echoed by Mr. Moss and 
congratulate you once again on a very excellent statement. 

I have no further questions. 

The Cuarrman. Mr. Younger ? 

Mr. YounGer. No questions. 

The Cratrman. Mr. Flynt? 

Mr. Frynr. Thank you, Mr. Chairman. Mr. Bomar, while they 
are talking about all the congratulations handed towards you, I want 
to be included in that too. I congratulated you at the beginning of 
my questioning a while ago and I do so again, but I do want to get 
some more answers if I can. 

What other tangible commodities are regulated as public utilities? 

Mr. Bomar. Electricity, water, and similar things of that nature. 

Mr. Fiynr. Is electricity a tangible commodity / 

Mr. Bomar. When you said regulated, I was thinking of the regu- 
lation of electricity and water. 

Whether or not you want to call gas a commodity or a utility or 
what—— 

Mr. Frynv. Is it a tangible sort of substance? 

Mr. Bomar. Yes. 

Mr. Fiynrv. It is a thing that you can bottle up or cap up or put 
into a tube or something like that, for which there is a price at the 
place of production : is that right ? 

Mr. Bomar. That is correct. 

Mr. Fiyntr. Do you know of any places where water is sold like 
that ? 

Mr. Bomar. No: I don’t know that I do. But water that is sold 
through a pipeline is regulated as a utility. Water that is sold in a 
bottle is not, but water that is sold in a pipeline is regulated as a 
utility. 

Mr. Friynvr. I mean —_ of the water at the point of production. 

Mr. Bomar. Of course I don’t know of any cases like that. 

Mr. Fiynvr. Do you think that there is a possibility that regulation 
of this commodity known as natural gas by the Federal Trade Com- 
mission, if public utility regulation concepts are applied to it will 
result in increased cost as I pointed out awhile ago in the difference 
in distribution costs which are under very strict public utility 
regulations which ranges from 25 cents per thousand cubic feet to 
$3.47 per thousand cubic feet in cities of comparable size? 

Mr. Bomar. Do I think it will increase the cost ? 

Mr. Fiynr. Yes, sir. 

Mr. Bomar. No, sir; I do not. 

Mr. Frynr. You don’t think there is any possibility of it? 

Mr. Bomar. No, sir. 

Mr. Fiynr. At what point do you think regulation of the cost of 
production, transmission, and distribution of natural gas should ter- 
minate, or should it go all the way? 

Mr. Bomar. Wherever gas, Congress, enters into interstate com- 
merce, into a pipeline that is transmitted liter ‘ally hundreds of thou- 
sands of miles to consumers, I think it should begin with the producer 
in the field that sells that gas into interstate commerce. 
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Mr. Firynvr. But you want it to stop before it gets to the distributor. 

You do not want the distributor to be subjec ted to the same jurisdic- 
tional control of the Federal Power Commission that you want applied 
to the other segments of the industry ? 

Mr. Bomar. Congressman, I have to face the facts as they now 
exist. The reason I have answered you in this way all the time is 
that we do have complete regulation of the distributor by the State 
commissions. 

Mr. Fiynvr. And it is from those 48 different regulatory agencies 
that this tremendous spread in distribution costs is brought about ? 

Mr. Bomar. I don’t know that that is the reason. I don’t think 
= at any of those agencies, although you can make general remarks, 
but I will not make any remarks I think those 48 commissions are not 
doing their duty and are not properly regulating the distributing com- 
panies in those States. 

I say that the cost of distribution in Washington, D. C., may well 
be different from the cost of distribution in Pittsburgh, Pa., or Akron, 
Ohio, or Nashville, Tenn., because of localized cost factors which, 
if we went into each individual case— 

Mr. Fiynv. Even to the point of 10 times as much ? 

Mr. Bomar. Iam not going to say 10 times as much. 

If they have regulated it and have properly gone into it and it is 
10 times as much, I think they ought to allow it. 

Mr. Fiynvr. Let me ask you this: Do you think that a tenfold differ- 
ential is justified by natural cost rather than by any artificial cost 
which might be either put in by the proponent of a rate increase or 
by the regulatory body ? 

Mr. Boman. If that tenfold operation is based upon not more than 
a 6- or 614-percent return on the cost of operation, then it should be 
allowed. 

Mr. Fiynvr. Do you believe that it could be 10 times as expensive 
to distribute gas in 2 cities of comparative size / 

Mr. Bomar. I think under certain conditions it could be; yes. 

Mr. Fiynr. No further questions. 

Mr. Bomar. I might make this further observation: That in your 
own State of Georgia I happen to know, having seen some figures 
recently, that the cost of distribution of natural gas is different in the 
cities of Georgia. 

Mr. Fiynr. Not 10 times different ¢ 

Mr. Bomar. No, sir; but Akron, Ohio, is a long way from Provi- 
dence, R. 1., too. 

Mr. Macponatp. Would you say that this is perfectly possible, for 
a concrete example, the difference of the price of real estate in New 
York City and Providence, R. L., that what it costs to put down a 
pipe, just the cost of the real estate, the differential between New 
York City and Akron Ohio, could easily amount to that 

Mr. Bomar. Land-acquisition costs, rights-of-way, type of construc- 
tion, type of soil that is put in, whether you run into rock or don’t run 
into rock, you have got a thousand factors that change the cost in 
every city in the country, and I would not try to say that our com- 
missions have done the wrong thing. 

My experience has been that every time I have made a statement 
that a commission is not properly regulated and got into it, I found 
out I was the one who was wrong and not the commission. 
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Mr. Fiynr. I have no further questions. 

Mr. Youncer. Just one quick question. 

The CHarrman. Will you yield, Mr. Heselton, for one quick 
question ? 

Mr. Heserron. I yield. 

Mr. Youncer. If you are willing to leave the distribution to the 
control of the State, would you also be w illing to leave the control of 
the production to the State in which it is produced 4 

Mr. Bomar. Mr. Younger if that production did not cross the State 
lines, I would say “Yes, sir.” but when that production crosses the 
State lines into interstate commerce, then I think it becomes a Federal 
matter and should be regulated under the Federal Power Commission. 

Mr. Heserron. I might remind my eminent colleague from Cali- 
fornia that the only basis upon which this committee or this Con- 
gress is hearing this is because it is in interstate commerce. 

Mr. Youncer. I just asked for information. 

Mr. Hesevron. Be that as it may, in view of some of the questions 
addressed to you, Mr. Speaker, I want to read some words into the 
record. 

This refers to legislation regulating the sale of natural gas for 
resale in interstate commerce : 

I believe that authority to regulate such sales is necessary in the public 
interest because of the inherent characteristics of the process of moving gas 
from the field to the consumer. Unlike the purchasers of coal and oil, pur- 
chasers of natural gas cannot easily move from one producer to another for lower 
prices. Natural gas is transported to consumers by pipelines and it is dis- 
tributed to the consumer by a single company. Pipeline companies, and in turn 
consumers of natural gas, are bound to the producers and gatherers in a given 
field by the physical location of their pipeline, which represents large investments 
of funds, and cannot readily be moved to other fields in search of a better 
price. 

These characteristics of the natural-gas business impose natural limitations 
upon effective competition among sellers. Competition is further limited by the 
degree of concentration of ownership of natural-gas reserves. While there are 
a large number of producers and gatherers, a relatively small number of them 
own a substantial majority of the gas reserves. 

Furthermore, the demand for natural gas has been growing phenomenally in 
recent years, and its natural advantages as a fuel, coupled with the present price 
advantage, indicates the demand may soon be pressing hard upon total supplies. 

Under these circumstances, there is the clear possibility that competition will 
not be effective, at least in some cases, in holding prices to a reasonable level. 

I wonder if you feel that that might fairly and concisely state the 
answers to some of the questions raised, partic ‘ularly by my friends 
of the opposite political faith ? 

Mr. Bomar. Congressman, I don’t know from what source you are 
reading that, but whoever wrote it- 

Mr. Hesevron. I will tell you in a minute. 

Go ahead and tell us what you think of it. 

Mr. Bomar. Whoever wrote that made a good statement. 

Mr. Hesevron. That was former President Harry Truman. 

I noticed another point you stressed here heavily this afternoon was 
the effect upon the consumers in relation to the possible increase in 
pr ic es. 

The ranking minority member of this committee, Mr. Wolverton: 
our former colleague, Mr. Hayworth; and our present colleague, Mr. 
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Schenck, filed a minority report in 1955, and they showed a tabulation 
which covers what the anticipated increase of i5 cents per thousand 
cubic feet would add to the consumer costs of natural gas for 1 year’s 
consumption at the 1953 rates. 

I assume that is because they could a ain, then, no subsequent ones. 
That totals for Tennessee $15,262,500. I dare say that would be rather 
a substantial sum for the people who use natural gas in Tennessee 
when they have to pay that up year after year. 

Mr. Bomar. Yes, sir. 

Mr. Hesevron. For the State of Massachusetts it shows $2,549,000. 
I can assure you that would be much more today because of the very 
substantial increased amount of use in Massachusetts in these last 
2 ors years. 

For Georgia, ee 000; for Texas it 1s $9,571,500. 

For the whole Nation it is $806,500,500, all of which seems to me 
well justifies your appearance here, and your very frank statement 
that you are appearing as a representative of that substantial group 
running better than 20 million in this country who are today pur- 
chasers of natural gas, who want to use it but do not want to be charged 
excessive prices. 

It seems to me, also, that if we agree that one of the reasons for the 
enactment of this Natural Gas Act of 1938 was to prevent exploitation 
of consumers by those who hold the gas as a natural resource, then you 
have every reason to appear before this committee this year as you did 
in 1955 and make a strong and a vigorous statement in behalf of those 
people. 

As I said then, and I will repeat now, I think we are all aware of the 
fine representation we have in this Congress from Tennessee, and have 
added to that type of representation on this committee. 

Now a question has been raised as to the action of the Assembly o 
Tennessee; is that right ¢ 

Mr. Bomar. That is right. 

Mr. Hesevron. In March of 1955. First I am going to ask you 
whether that resolution was not passed immediately after Senator 
Hardiman, from the State of Texas, and a party from the Texas 
Legislature came to the State of Tennessee with reference to that; 
is that right ? 

Mr. Bomar. I recall that Senator Hardiman came with a group of 
Texas legislators. It is my impression that that resolution was passed 
after he came. 

Mr. Hesevron. Your memory probably was wa in 1955 when 
you so stated. And the resolution was passed, as I understand it, 
by a vote of 31 to nothing in the senate and by a ma of 99 to noth- 
ing inthe house: is that correct ? 

Mr. Bomar. That is correct. 

Mr. Hrsevron. May I ask permission that the resolution which 
has been referred to, House Joint Resolution No. 39, printed in the 
hearings of 1955, be printed at this point in the ree ord? 

Mr. O’Hara. Mr. Chairman, that refers to action taken by the 
Legislature of Tennessee in 1955. 

Mr. Hrserron. Do you object? 

Mr. O'Hara. Yes. 
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Mr. Hesevron. I ask, then, if this is the text of the resolution passed 


March 21, 1955, when you were speaker of the house of representa- 
tives: 


Whereas the Federal Power Commission has jurisdiction to fix the rates and 
charges for natural gas sold by producers for delivery and sale in interstate 
commerce, as determined by the Supreme Court of the United States in its 
recent opinion in the case of Phillips Petroleum Company v. Wisconsin (347 U.S. 
672 and (decided June 7, 1954) ) : and 


Whereas the Federal Power Commission is vested with jurisdiction of rates 
and charges for natural gas sold in interstate commerce for the express pur- 
pose of protecting the ultimate consumer from unfair exploitation, and said 
Commission will, presumably, exercise this jurisdiction to establish and main- 
tain rates and charges which are fair to all; and 

Whereas the General Assembly of Tennessee is concerned with this matter 
since many citizens of Tennessee are consumers of natural gas and will be 
directly affected by the rates and charges of producers of natural gas: Now be it 

Resolved by the House of Representatives of the State of Tennessee (the 
Senate concurring), That it is the sense and will of the General Assembly of 
Tennessee that it is to the best interests of the citizens of Tennessee that the 
rates and charges of producers of natural gas continue to be subject to regulation 
by the Federal Power Commission and, to this end, the Tennessee delegation to 
the Congress of the United States is hereby memorialized to foster and support 
legislation for this purpose and to oppose any legislation which would deprive 
the Federal Power Commission of jurisdiction to fix the rates and charges of 
producers of natural gas for delivery and sale in interstate commerce. Copies 
of this resolution shall be forwarded to the Members of the Tennessee delega- 
tion to the Congress by the secretary of state. 

Adopted : March 17, 1955. 

Is that the text of the resolution ? 

Mr. Bomar. That is a correct reading of the text. 

Mr. Wiiu1ams. Mr. Bomar, I have 1 or 2 questions that I would like 
to propound to you. 

You are speaker of the Tennessee House of Representatives / 

Mr. Bomar. That is correct. 

Mr. Wiiu1ams. Are you familiar with the manner in which the 
interstate rates of the Tennessee Valley Authority are regulated ? 

Mr. Bomar. No, sir, Mr. Williams. I am not. Generally I might 
be somewhat familiar, but I have never had anything to do with that. 
Tam not familiar with it. 

Mr. Wituiams. Do you know whether or not the rates charged for 
energy transmitted from Tennessee into Alabama and Mississippi 
are regulated by the FPC? 

Mr. Bomar. That I do not know. I would rather not say because 
] just don’t know. 

Mr. WituraMs. I won't pursue that further if you don’t know. But 
what is the difference, Mr. Bomar, in the act of gathering and pro- 
ducing natural gas and the act of gathering and producing coal or 
oil or any other mined product ? 

Mr. Bomar. What is the difference ? 

Mr. WituiaMs. Yes. 

Mr. Bomar. The difference is, as I view it, the gathering and pro- 
duction of natural gas that moves into interstate commerce moves into 
a pipeline that goes thousand of miles to, let’s say, a given city in 
Tennessee, and the only way, if the gas is sold in that city in Ten- 
nessee, that it can get its source of supplies i is through the one pipeline. 

It is not economic to build 3 or 4 pipelines to serve the same city. 
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Now coal that is mined is transported in trucks, in barges, in trains, 
and if you don’t like one coal company you can go buy it from another 
coal company. 

But if you — like the price of natural gas in my city, you just 
have to take it, because you are a captive of that market, but you are 
not a captive of the coal market or of the lumber market or of any 
other type of market like you mentioned. 

Mr. Wititams. You have explained what you consider to be the dif- 
ference. These distributing companies that you represent, they con- 
sider the cost of the natural gas itself—that is, the cost they pay to 
the producers—as being merely a part of their overall cost of opera- 
tion, don’t they ? 

Mr. Bomar. Purchase gas cost is certainly a part of the cost. 

Mr. Witiiams. That is jus one segment of the overall 
operation. 

Mr. Bomar. Yes. 

Mr. Witurams. That is taken into consideration, and a fair and 
reasonable return is granted to your distributing companies in assess- 
ing the prices to be charged against the consumer / 

Mr. Bomar. That is correct. 

Congressman Williams, there are two groups, of course. About 
two-thirds or three-fourths of the total number or groups in Tennessee 
that purchase gas are municipalities that own their own system. 

Mr. Wituiams. Yes, that is quite true, but so far as these distribut- 
ing company that you represent are concerned, the cost of the gas it- 
self is just one item in their cost of operation, isn’t it / 

Mr. Bomar. Purchase gas cost is one item. 

Mr. Wituiams. The cost of the transmission is another item 
their cost of operation. 

The cost of laying and repaiding pipelines is another item in the 
cost of their operations, and so on. 

Now in the distribution of electricity, that is also broken down by 
electrical distrbuting companies into various items in the cost of op- 
eration, isn’t it? 

Mr. Bomar. Yes. 

Mr. Witiiams. ripe electric companies generate their electricity 
with coal, don’t they, or with oil ¢ 

That is a cost of ai taieat isn’t it / 

Mr. Bomar. That is right. 

Mr. Wintiiams. Now what is the difference? Why should you 
say that natural-gas production, which is merely a om of the cost 
of operation for a gas distributing company should be placed under 
Federal regulation when coal, which is likewise and similarly a part 
of the cost of the production for electric companies should not be 
controlled or should be free / 

That, in itself, helps govern the ultimate cost 
doesn't it / 

Mr. Bomar. Of course you get into philosophies of government. 

Mr. Witurams. I don’t think that is a philosophy of government. 

Mr. Bomar. I am addressing myself here to the cost of gas and 
that of course I assume is the end result of your question. 


Mr. WiuuiAMs. Yes. 


cost of 


in 


to the consumer, 
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Mr. Bomar. Why do I feel that that should be regulated, my 
reason for it 

Mr. Wittiams. I think you have already expressed why you feel 
that should be regulated. 

I am asking why coal should be exempt if gas is to be regulated, 
when coal goes into a utility which transmits ‘power across State 
lines. 

You have the same case, it appears to me. 

Mr. Bomar. The total cost of any item if it becomes a determining 
factor in increased cost down the line should also be looked to by the 
people using the end item, that is electricity or gas or anything else. 

Thus far I have never heard the question raised that the cost of coal 
is an item that is major in its importance. 

Mr. WiiuiamMs. You hear it now, as I understand it. 

Mr. Bomar. You may be hearing it but I have not. 

Mr. Wuiu1aMs. Don’t you think that the principle is the-same. 

Mr. Bomar. I don’t thing the principle is exactly the same. 

Mr. Witu1ams. Would you tell us what is the difference in the 
principle ? 

Mr. Bomar. I again go back to my original statement in order to get 
the difference. The gas that was in the wells in Texas and Louisiana 
and my State: and other producing States, back prior to the construction 
of literally billions of dollars of transmission and distribution systems 
in other States away from there, was gas that couldn’t be sold. ‘It was 
not being sold. Now when capital from other States comes in and 
constructs literally billions of dollars of pipelines and of distribution 
systems in order to go to Texas and Louisiana and Mississippi and 
other places and t: ake that gas into the hintermost parts of the United 
States, then I say it is a matter of grave public interest as to the cost 
of that gas, and that is what has happened in this instance. Now then, 
if people who were using the coal went and constructed the railroads 
and constructed everything in order to bring the coal to that given 
city, then the cost of coal should also be of utmost importance to those 
people who constructed that line. In other words, it goes back to the 
economic tie-in all the way through. You couldn’t sell the gas in 
Texas years ago except locally. It was gas that was being burned at 
the wellhead and many other factors. In fact, if you drilled for oil 
and not a gas well you got what I understand is a “duster.” I ae 
that is the word they used. They didn’t even want it. Now then, 
was because of the manner in which coal was being treated by certain 
elements in this country that people began to look for another w ay in 
which to heat their homes and get the service, the energy that they 
needed. But the capital that went to build these billions of dollars 
of transmission pipelines, the capital that went to build the billions 
of dollars of distribution systems was not the capital of the producers. 

Mr. Witurams. Nor was it the capital that drilled the wells. 

Mr. Bomar. How is that? 

Mr. Wititams. Nor was it tle capital that went into these wells. 

Mr. Bomar. I say it was not the capital of the producers. It was 
the capital of other people who built the lines to buy the product from 
the producers. 

Mr. WruuraMs. That’s right. 

Mr. Bomar. And therefore I say that it becomes extremely im- 
portant. 
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Mr. Wuusams. Mr. Bomar, I have no argument with the poe 
tion that the interstate transportation of natural gas should be regu- 
lated. I recognize that to be certainly within the meaning of the 
commerce clause of the Constitution. 

But reading the Natural Gas Act that was amended by the Supreme 
Court decision in the Phillips case, we find this language: 

The provisions of this act shall apply to the transportation of natural gas in 
interstate commerce. 

But there is an exception proviso in the Natural Gas Act also, and 
that reads as follows, and I quote: 

sut shall not apply to any other transportation or sale of natural gas or to the 
local distribution of natural gas or to the facilities used for such distribution or 
to the production or gathering of natural gas. 

Now the Supreme Court has amended that, as you know, by the 
Phillips decision. The Supreme Court, having amended that, did 
not go further and set up policies and rules under which it should be 
regulated by the Commission. Therefore, it falls upon the Congress, 
if the Congress is going to accept the Phillips decision as law, which I 
hope it will not; nevertheless it devolves upon Congress to provide for 
a means of fair and proper regulation. As I understand it, that. is 
what this bill does, or seeks to do. Do you have any suggestions for 
providing a fair and reasonable means of regulation that you consider 
would be better than this bill proposes ? 

Mr. Bomar. Yes, sir. 

Mr. Wituiams. Thus far I don’t think you have offered any sugges- 
tions, except just to leave it as is. 

Mr. Bomar. I offered it, one suggestion that I think the Macdonald 
bill, which has been presented before this committee to exempt 97 
percent of the producers from the onus of regulation I think is a good 
bill because I don’t think the consumer interests of the United States 
are going to be too much disturbed by what that 97 percent does, and 
I would say that an exemption of those producers from regulation of 
the Federal Power Commission, there might be some safeguards that 
ought to be written into it. At the moment I am not prepared to say 
just what necessarily, but the exemption of the 97 percent of the pro- 
ducers that only produce 9 percent of the gas I think would be a whole- 
some thing. It 1s the large producer that keeps on talking about the 
little producer. The big people say, “What we are worried about is 
the little man.” 

[ want to take care of the little man and I certainly think that 
would be a wholesome thing that this committee could do, but I don’t 
think the onus of regulation on companies like Phillips Co., which is a 
billion dollar concern, or on other similar companies, is to bad, because 
I am quite certain they are free, white, and 21, and can take care of 
themselves. I have observed that. For that reason I think that that 
3 percent of the producers who produce 91 percent of the gas should be 
under complete surveillance of the Federal Power Commission, and I 
believe, if we will just leave them alone, the Federal Power Commis- 
sion will design proper formulas to give incentive and adequate return 
to those producers that will be just and reasonable. 

Mr. WititAms. How do you justify that position in the regard to 
whether it might be class legislation ? 
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Mr. Bomar. We have done that already. You have done that in this 
committee. You passed the Hinshaw bill. We had the same situation 
with the transmission companies. Every transmission company that 
was in interstate commerce originally, at least the courts held that it 
had to come before the Federal Power Commission. We had little 
stub lines 2, 3, and 4 miles long all over the country that were under 
the Federal Power Commission. You came along in this committee 
and you said, “Why that isso insignificant and so small,” and Congress- 
man Hinshaw introduced a bill and C ongress passed it, and I think it is 
a good bill. 

Mr. Wittiams. Which bill was that / 

Mr. Bomar. The bill that relieves small] stub lines from the regula- 
tion of the Federal Power Commission. 

The Cuarrman. Will the gentleman yield / 

Mr. WiuiAMs. Yes. 

The Cuatrrman. Now you know in fact that bill was not class legis- 
lation at all because that bill provided, as you know, that these lines 
that go to the State line but do not cross, and the Congress said that 
when gas was received at the State line, then it becomes an intrastate 
operation. That is what the bill provided; wasn’t it? 

Mr. Bomar. My point was that you had relieved that group from 
regulation. 

The CuarrmMan. No, that relieved the intrastate group from regula- 
tion which the Supreme Court said came within the intrastate group. 

Mr. Bomar. That is correct. 

The CuarrmMan. You know asa matter of fact that is what that bill 
did; don’t you? 

Mr. Bomar. That is exactly what they did. 

The Cuarrman. And there was no class legislation or distinction 
whatsoever / 

Mr. Bomar. I know this: that you did relieve that group. He 
used the word “class” legislation. I merely said that this committee 
had— 

The CuatrmMan. We did not in that legislation take one stub line, 
say in Ohio, and gave it an exemption and take another stub line in 
Tennessee or Kentucky and held that under the Federal Power Com- 
mission Act, did we? 

Mr. Bomar. No, you did not. 

The Cuatrman. All right, that is the difference in our thinking. 
It should be explained since you are so familiar with it. 

Mr. Bomar. The only thing that I did want to say was that there 
was an example, a classic example, of where you can relieve small 
operations, and I think that the Macdonald bill that has been intro- 
duced here is a good bill in that direction. 

The CuatrmMan. Will the gentleman yield further / 

Mr. WituraMs. Yes. 

The Cnairnman. Now can you compare that situation with what 
you have proposed here with reference to taking interstate commerce 
of any percentage of an industry and say that you are going to exempt 
a certain group in interstate commerce and another group is not in 
interstate commerce when you know the bill you refer to has no 
comparison whatsoever because it is defining what an intrastate opera- 
tion is throughout the United States. Am I wrong about that? 








NATURAL GAS ACT 487 


Mr. Witiiams. You are speaking again of the Hinshaw bill? 

The Cuarmman. You brought up the Hinshaw bill and you are 
trying to compare the Hinshaw bill which the C ongress passed with 
the so-called class legislation proposed as you would refer to the 
Macdonald bill. 

Mr. WittiaMs. I am not familiar with the Hinshaw bill, let me say. 
The Cuaimman, That is the reason I wanted to try to help my col- 
league. I just think that the gentleman is a good lawyer. There is 
no question about that, and as a good lawyer I think that he should 
keep the record straight on these matters of legal interpretation when 

he knows, and I know he does know, what they are. 

Mr. Bomar. I do think this, Mr. Chairman, that this committee has 
a right to exempt—l believe this as a lawyer—small groups or groups 
that have very small impact upon the total picture from regulation. 

Mr. O'Hara. Would you admit also at the same time that it might 
classify them and put them in the position where they would not be 
able to get as good a price for their product if the Macdonald bill was 
enacted, that it would be in effect an economic discrimination against 
them. 

Mr. Bomar. Congressman O°Hara, I don’t know that that would 
be true. I can’t foresee that that would be true. 

Mr. O'Hara. It has been suggested here that is exactly what it 
would do. 

Mr. Bomar. You have made a statement and I can’t say that I 
agree or disagree with it. It seems to me that it would not be true. 

Mr. Youncer. May I ask just one little question at that point / 

Mr. Wituiams. I yield. 

Mr. Youncer. Just one question. 

Would you exempt the local distribution system for a small town 
because it was a small town, and relieve it of regulation from the 
State commission ¢ 

Mr. Bomar. When it is the State commission—I*m not saying that 
you should do it. I say I think that would be one of the ways in 
which this commission—— 

Mr. Youncer. No, no; you have advocated a philosophy here. Now 
following that through in the State of Tennessee, you would agree 
that here is a little distributing system of a small city sar you could 
say in the State of Tennessee all distributing systems of gas with a 
population under 5,000 should be exempted from the State commis- 
sion. That is the same philosophy that you are advocating right here 
and now, and I doubt if you would advocate it in Tennessee any more 
than you would fly, and you know that, Mr. Bomar. 

Mr. Bomar. Because the onus of regulation is not burdensome to 
them. I understood that the onus of regulation on these small pro- 
ducers was so burdensome. 

Mr. Youncer. What do you mean it isn’t burdensome? Of course, 
you are speaking for your clients now. Do you make that speech 
when you go before your State commission that the commission's 
regulations aren’t onerous / 

Mr. Bomar. We don’t have any distribution companies that are 
claiming that the onus of regulation is burdensome; no, sir. 

Mr. Youncer. You don't? 

Mr. Bomar. No, sir. 
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Mr. Younger. You don’t claim that at all? 

Mr. Bomar. No, sir. 

Mr. Youncer. You are an exception, I assure you, when you make 
pleas before a regulating body. 

Mr. Bomar. I don’t think I have ever had oceasion to make that 
kind of a statement. 

Mr. Youncer. That is all, Mr. Chairman. 

The Cuatrman. Mr. Williams, you may proceed. 

Mr. Wiiu1ams. Mr. Bomar, I want to pursue one aspect of this 
that hasn’t been covered yet. This gas comes out of the ground from 
land in most cases owned by indiivduals, doesn’t it, and leased to a 
producer ? 

Mr. Bomar. Well, now, I don’t know. I understand that there is 
all types of ownership. 

Mr. WituiaMs. I said, in most cases. 

Mr. Bomar. There is corporate ownership and individual owner- 
ship, proprietorship, partnerships. 

Mr. Witit1ams. You know that gas is produced from land owned 
by individual farmers ? 

Mr. Bomar. I think there is quite a bit done that way. 

Mr. WituiaMs. I can cite you cases down in Mississippi. That land 
is owned by these farmers. That land is not sold to the person who 
explores for oil or gas, but it is leased to that person for a rental price, 
isn’t it? 

Mr. Bomar. That’s correct. 

Mr. WitutaMs. In the normal course of operations. The farmer or 
the landowner receives a portion of the money that comes from the 
sale of the gas that is produced on his place, doesn’t he ? 

Mr. Bomar. You are speaking of royalty? 

Mr. Witttams. Yes. 

Mr. Bomar. Yes. 

Mr. Wiiutams. Under the lease. Usually in Mississippi I believe 
the farmer receives one-eighth under the standard lease. He receives 
one-eighth of the oil or gas or other minerals that are produced. Now, 
in placing Federal regulation on the sale of this you are also regulating 
the income of that far mer, aren’t you? 

Mr. Bomar. To whatever extent an unjust and unreasonable sale 
would be cut down to a just and reasonable sale, yes, sir. 

Mr. WritiaMs. You are regulating his income. You are saying 
that that farmer does not have a right to sell on a free market the 
products of his own soil. 

Mr. Bomar. I of course personally have never considered gas 
production to be similar to the raising of corn and hogs and shee “p and 
goats and so forth. I have noticed that the farmers who are in gas 
production have generally done right well in the last few years. The 
other farmers have not done so well. 

Mr. WiutAMs. Well, they are the lucky ones. You have good 
farmers and you have bad farmers in Mississippi, and I imagine you 
have good ones and bad ones in Tennessee, don’t you ? 

Mr. Bomar. We don’t have any farmers in Tennessee that have gas 
wells so all of us are not doing so well. | 

Mr. WixtAms. Under this regulation, aren’t you going to penalize 
the farmer on iba land gas is ‘found? Aren’t you ‘putting a ceiling | 
on his income? 
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Mr. Bomar. To such an extent that we in this country have for 
years followed the same rule that whenever that fellow sells gas in 
interstate commerce, that if he is ch: arging an unjust, an unreasonable 
price, that it should be reduced back to a just and reasonable price. 
| am not against his having a fair price for his product. I think he 
is entitled to a fair price, but I think it ought to be tested so that we 
can determine whether or not it is a fair price, and the only way you 
can test it is either through the local regulatory commission or, if it 
is in interstate commerce, through the Federal Power Commission, 
we don’t have any other agency. 

Mr. WiutAms. So long as the distributing companies can deter- 
mine what is a fair price? 

Mr. Bomar. So long as the Federal Power Commission determines 
what is a fair price. I don’t say the distributing companies can 
determine what is a fair price. 

Mr. Wuui1aMs. You represent distributing companies, I believe you 
stated. Let’s get to that. What is the interest of the distributing 
companies in this bill? What is their interest? Now let’s set aside 
for a moment the public interest. The distributing companies paid 
your way up here, I presume, and you are being ps Lid to appear before 
this committee in opposition to the bill. Just what is their reason for 
opposing this bill? What is their interest in whether or not it is 
controlled at the wellhead ? 

Mr. Bomar. Mr. Williams, in answer to that, I assume that the 
closest one to the consumer, the one that has to deal with the consumer 
all the time and the only one we have got here is either the municipal 
system that sells gas to the consumer or the distributing company. 
They are the ones that deal with them directly. It is their duty, and 
I think it is very good duty, for them to try to protect the consumer 
as well as to render him a good service. They have a double duty. 

Mr. Wiiuiams. They are not in the business for their health, are 
they ? 

Mr. Bomar. The sy have a double duty as I view it to endeavor to 
bring to that consumer a good service at the best possib le pr ice com- 
mensurate with all of the risk attended to the business and under 
proper regulation from the wellhead to the burner type, that is the 
way I view it. 

Mr. Wintiams. And with a protected income? 

Mr. Bomar. I didn’t understand you. 

Mr. Wiiniams. And with a protected income guaranteed to them 
by the regulatory bodies ¢ 

Mr. Bomar. If they can earn 6 percent, most of them that I know do 
not earn 6 percent. 

Mr. Witiiams. But with a reasonable profit. If that profit was 
not there, they wouldn’t be in business, would they ? 

Mr. Bomar. I would assume that all utilities that are in business 
naturally are in business for a profit. 

Mr. WitutiaMs. Yes. 

Mr. Bomar. But their profit is regulated and therefore it has to 
be just and reasonable. That is the test of that profit. 

Mr. Wituiams. Yes, that’s right. 

Mr. Bomar. It cannot be an exorbitant profit, and we don’t ask 
that the producers submit to any different test whatsoever. 
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Mr. Wittiams. If the price of gas at the wellhead were dou- 
bled, that would be passed onto the consumer by the distributor, 
wouldn’t it ? 

Mr. Bomar. So long as—in other words, if the purchase—— 

Mr. Witu1ams. What I am trying to get at is, what is the interest 
of the distributing companies in this bill: in whether or not natural 
gas at the wellhead is going to be regulated? What is their concern 
over that? What business is it of the distributing Sages ose 8 

Mr. Bomar. Congressman Williams, I consider it, you asked me 
what business, I consider it a duty of the distetbutitie companies to 
seek to protect the consumers and I think most of the distributi Ing 
companies down in Tennessee operate on that basis and the munici- 
palities selling gas operate on that basis and therefore they feel 1 
is their business to come in here and at least present what is scaale 
ered to be a view that would keep reasonable rates for the con- 
sumer. 

Mr. WituiaMs. Getting back to that farmer that we were talking 
about. a few minutes ago, you have farmers down in Tennessee that 
sell timber, don’t you ¢ 

Mr. Bomar. Oh, yes. 

Mr. Witttams. You have farmers who sell timber that saw it in 
crossties, don’t you ? 

Mr. Bomar. That’s correct. 

Mr. Witniams. And those crossties go on interstate railroads, don’t 
they? 

Mr. Bomar. That's correct. 

Mr. Witatams. I don’t see anybody in here asking that the sale 
of that timber that goes into an interstate railroad operation should 
be controlled by the ICC as part of an interstate carrier operation. 

What is the difference ? 

Mr. Bomar. Once again if the farmer produces something that 
makes a captive market and the pipeline that went from that farmer 
no matter what the product is, to someone else becomes a captive 
proposition, then I think it is in the public interest that that should 
be regulated. Otherwise I do not. 

Mr. Witirams. You go completely on the premise that the produc- 
tion of natural gas is not a competitive operation ¢ 

Mr. Bomar. The sale of it is not. 

Mr. Witiiams. The sale of it ? 

Mr. Bomar. Yes, sir. 

Mr. Witurams. By the producer to the pipeline / 

Mr. Bomar. The sale of it that finally comes to the person that pays 
the bill, the consumer, is not 2 competitive proposition. 

Mr. Wrettams. We are concerned here about the beginning part of 
the operation, the sale of the natural gas at the wellhead to the inter- 
state pipeline, which I personally consider to be purely a local opera- 
tion like the sale of a can of sardines across the counter. I believe that 
we have to stop somewhere in this interpretation of interstate com- 
merce. I think, as I have stated before, and I am going to repeat it 
to you, that you, as the speaker of the house of representatives of a 
ereat sovereign State of this Union should give consideration to the 
principle involved. I know that this may sound trite, but if we 
continue along the lines that we have been going for the past 8 or 10 
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years, accepting these ridiculous Supreme Court decisions and Execu- 
tive orders extending the tentacles of interstate commerce into the 
internal operations of the States, sooner or later we are going to 
destroy our dual sovereignty form of government, and in your position 
as speaker of the House of Representatives i in Tennessee will become 
meaningless. I feel you should be trying to protect, rather than 
advocate surrender of r ights of the States. 

Mr. Hesevron. Mr. Bomar, you ae a list of distributing 
companies which you represent, and I have just run through it hur- 
riedly. I find that 19 of 32 were municipally owned companies, and 
by far ‘the largest bicipibioliin owned company was the Memphis 
Co. having 132,357 of the 240,808 total number of customers in that 
group, so it seems to me you are acting as a public servant in represent- 
ing the municipal governments as well as being speaker of the house of 
representatives. 

Mr. Bomar. Thank you, sir. 

The Cuairman. Mr. O'Hara? 

Mr. O'Hara. I wish, Mr. Bomar, for the record you would insert 
the list of clients which you have and which you represent in your 
testimony today for the record. As I understood from Mr. Heselton’s 
statement, the last time you appended a list of some 32 clients that you 
represent, municipal and private gas distributing utility companies. 
Do you represent more than the 32 today ? 

Mr. Bomar. We do not have any greater number in Tennessee. It 
isthe same group. I agreed a moment ago to furnish the information 
that was requested here as to the number of consumers, number of 
dollars, and the number of people involved and so forth, which IT will 
be glad to do. 

Mr. O'Hara. Then you would also list the companies which you 
represent as their attorney / 

Mr. Bomar. That’s correct. 

(The information requested follows :) 

SHELBYVILLE, TENN., June 4, 1957. 
Congressman OREN HARRIS, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D.C. 

DEAR CONGRESSMAN Harris: On Thursday, May 16, 1957, during the course of 

the cross-examination of the undersigned by various members of your committee 


in connection with the Harris bill (H. R. 6790), I was requested to supply certain 
additional information as follows, to wit: 
(a) A list of gas companies and/or municipal systems which 1 repre- 
sented at the hearing: 
(b) The wholesale and retail natural gas rates of the gas distributing 
companies and/or municipal systems ; 
(c) A suggested plan as to a proper regulation of the producers by the 
Federal Power Commission 
In response to this request, I wish to submit the following : 
(a) At the hearing, I was requested to speak in behalf of the following dis- 
tributing companies and municipal gas systems. 
1. Athens Utilities Board, Athens, Tenn. 
2. Cleveland Natural Gas Co., Cleveland, Tenn. 
3. Elk River Public Utility District, Tullahoma, Tenn. 
4, City of Gallatin, Tenn. 
5. City of Clarksville, Tenn. 
6. City of Springfield, Tenn. 
7. City of Cookeville, Tenn. 
8. City of Fayetteville, Tenn. 
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9. Chattanooga Gas Co., Chattanooga, Tenn. 

10. Tennessee Gas Co., a distributing company, serving Union City, Colum- 
bia, Murfreesboro, Shelbyville, Lynchburg, Maryville, Alcoa, and Mor- 
ristown, Tenn. 

11. Knoxville Utilities Board, Knoxville, Tenn. 

12. Nashville Gas Co., Nashville, Tenn. 


In addition, I was requested by the Tennessee Public Service Commission to 
speak for and represent that commission at the hearing. 

(b) All of the above systems except Nashville Gas Co., city of Clarksville, and 
city of Springfield purchase their gas supply from East Tennessee Natural Gas 
Co., which pipeline company in turn purchases its supply from Tennessee Gas 
Transmission Co. 

The “city gate” rate to each of the said cities (reduced to a flat rate per thou- 
sand cubic feet is 46.65 cents per thousand cubic feet (under bond) until July 
14, 1957, when the rate changes to 50.65 cents per thousand cubic feet (under 
bond). These rates are awaiting approval by the Federal Power Commission, 
and are contingent upon final decisions of that body in two pending rate cases 
of Tennessee Gas Transmission Co. in dockets No. G—5259 and G—11980. 

The resale residential rate of each of these cities varies, but in order that the 
record may be complete, I am attaching herewith for insertion therein a photo- 
static copy of said rates as it appears in the latest printed supplement of Ameri- 
can Gas Association. In addition, I am furnishing a copy of the rates of other 
Tennessee communities for insertion in the record at the appropriate places.* 

(c) With reference to a suggested plan for the regulation of the producers, 
I am mailing a separate letter concerning my proposals. 

I deeply appreciate the courtesies extended by you and your committee. 

Very truly yours, 





JAMES L. Bomar, Jr., 
Attorney at Law. 

Mr. O'Hara. Your public utility commission, State public utility 

commission, have they adopted the set of regulations determining 
rates, any formula? I mean, Mr. Bomar, what is your formula for 
determining rates by your public utilities ¢ ommission 4 

Mr. Bomar. Generally speaking the. formula is a 6-percent return 
on the original cost of investment depreciated plus an allowance for 
working c: apital and I believe some one or two other allowances. In 
other w vords, it is a standard formula that is set out under the Hope 
Natural Gas case. Our commission follows that formula completely. 

Mr. O’Hara. I mean has your State legislature adopted or passed 
a law or have your State municipal utilities adopted rules of the game 
so to speak to determine what rates should be charged 

Mr. Bomar. Just and reasonable rates that do not exceed 6-percent 
return on the capital investment. We know that when we go in 
before our commission, that if we have earnings, any of the dis- 
tributing companies have earnings in excess of 6 percent, that they 
will not ‘be permitted more than th: at by the commission, and as I md 
our commission has pretty well adopted the formula set out of r 
sonableness under the Hope Natural Gas case, and follows it con- 
sistently. 

Mr. O'Hara. How many pipeline companies are now serving Ten- 
nessee? Which was the orignal company first and then what other 
companies ¢ 

Mr. Bomar. I believe the original company to serve gas in Ten- 
nessee—I don’t recall the name of it. It is Texas Gas Transmission 
Co. serves Memphis now, and Memphis is the oldest point of service 
in Tennessee. They will be represented later directly by a witness 
before this committee, but the point is that Texas Gas Transmission 


1 Material has been placed in committee files. 
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service in west Tennessee, we have Texas Eastern Pipeline that comes 
across middle Tennessee, and serves 1 or 2 municipalities, Lebanon, 
Tenn.; Murfreesboro, Tenn.; and probably one other municipality 
is served by Texas Eastern. ‘The remaining gas here sold in Ten- 
nessee comes from Tennessee Gas Transmission Co. That is a pipe- 
line that serves 1 major and 1 minor transmission company, Ten- 
nessee Natural Gas Lines, Inc. which serves the Nashville Gas Co. 
which is a small line, about 18 or 20 miles in length, just a stub line, 
and the other is East Tennessee Natural Gas Co. which serves all of 
middle and east Tennessee. That is a line that gets all of its supply 
of gas completely from TGT. Outside of that 1 don’t think any of 
the other pipelines that cross Tennessee serve any gas in Tennessee. 
We have Gulf Interstate that crosses Tennessee, but 1 don’ t think any 
of the other pipelines actually serve gas to consumers in Tennessee. 

Mr. O'Hara. You have what, four who are being served by——- 

Mr. Bomar. Three m: jor pipelines. 

Mr. O'Hara. Three major pipelines really. Are there pending any 
other applications to serve Tennessee by other companies at this time? 

Mr. Bomar. No, sir. Insofar as the service area is concerned, the 
three major pipelines are of such nature and geographical loc: ition 
that they can serve the entire State through the other pipeline com- 
panies that join in with them. 

Mr. O'Hara. So that you do have three major pipelines generally 
serving your entire State. Are there some cities without gas service 
that want service and that sort of thing? 

Mr. Bomar. Yes; we do have some cities that because of geographi- 

cal location are distant from the pipelines and, for economic reasons, 
apparently have not been able to get natural gas into those cities? 

Mr. O'Hara. Perh: aps because of mountainous conditions it is diffi- 
cult to get effective service. 

Mr. Bomar. We have one pocket in middle Tennessee that is not 
served though it is authorized service now, but they have not yet put it 
in. 

Mr. O’Hara. You made one statement at page 8 (f). You say: 

A 1-cent increase in the field means $1,300,000 increased cost to the consumers 
in Tennessee on a 100 percent load factor. 

Do you mean that would be an annual cost? 

Mr. Bomar. Yes, sir. 

Mr. O’Hara. How do you arrive at that 1 million? 

Mr. Bomar. One hundred and thirty million thousand cubic feet 
of gas was sold in Tennessee last year, approximately. We have ob- 
served pretty consistently, looking at TGT as an example, that every 
time Tennessee Gas Transmission Co. pays any increased field price 
for gas, that it is sought to pass it straight on to the consumer, right 
through the Federal Power Commission down; and in these 2 cases 
I cited a moment ago, 1 of them has come down to the consumer all 
the way, rather, to the distributing company, the municipality. 

The Cuamman. Will you yield at that point? 

Mr. O'Hara. Yes. 

The Cuarman. Mr. Bomar, you are experienced as a lawyer in 
this field, and you observe when there is a slight increase, say, 1 cent, 
you have been explaining to us here and you ‘have just said that that 
1 cent then is passed on to the ultimate consumer 
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Why is it when there is 1 cent which is increased, say to the pro- 
ducer, that when it reaches the consumer it is far beyond 1 cent ? 

Mr. Bomar. I don’t know any answer to your question, because that 
has not been true in our State. 

The Crarman. That was throughout the record on the bill we 
had here 2 years ago. 

Mr. Bomar. All the increases that we have sustained at the local 
level in Tennessee, Mr. Chairman, have been exactly the increases 
that have been passed on to us, and that is all that has been sustained. 

The Cuamman. That is not what the record shows with reference 
to the general situation the last time. I just wanted to see what your 
comment would be. 

Mr. Bomar. I think the main reason was, we couldn’t stand any 
more. I don’t know whether there is any other reason, but I know 
that they could not stand any further increase, so they just tried to 
pass on what they actually had to pay for the purchase of gas. 

Mr. O'Hara. How many increases have been granted since 1954? 
I am thinking in terms of the Phillips case, which I think is the final 
arbiter of whatever came down in October of 1954. How many appli- 
cations for increases have been made by the three major halos 
companies in Tennessee since that time ? 

Mr. Bomar. Congressman O’Hara, all of them have made appli- 

cations for increases. TGT has made 2 applications, 1 in 5259, 
which is now in litigation over in the Commission, has not yet been 
determined. An examiner's opinion has been rendered in that case, 
but it snow before the Federal Power Commission itself. 

The other is 11960, which has just started. 

Texas Eastern has filed or is filing, we received information, for 
a very substantial rate increase, and Texas Gas filed an application 
for a heavy rate increase affecting West Tennessee, which started 
back here about a month ago, and has now recessed until September 
9 before the Federal Power Commission. 

So all of them have had rate increases, and they are all under litiga- 
tion at the present time. 

Mr. O'Hara. Have each of them had at least two increases in 
prices? 

Mr. Bomar. No. Texas Gas, this is their first application for an 
increase; and I believe it is the first one for Texas Eastern. TGT, 
this is the second increase since 1954. 

Mr. O'Hara. I notice that you give credit to the authors of the 
bill. You say you must prov ide a w ay and means of keeping an ade- 
quate gas supply and full incentives to provide the money to obtain 
this supply. 

You say you are in agreement with that position. That has been 
my sincere interest in this legislation over the years, because I come 
from a completely consuming State, and we have had reputable wit- 
nesses here who have testified that the present situation is onerous 
to the independent producer. 

This bill, I think you will agree, completely controls the producer. 
but takes him out of the public-utility class. On the other hand, Mr. 
Kuykendall, the Chairman of the Federal Power Commission, stated 
that the situation which the Phillips decision threw the Commission 
made a burdensome—I have forgotten all the other things he said- 
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a difficult administrative matter with reference to the independent 
producers. 

Do you agree with that? Do you agree that it has made a burden- 
some administrative problem for the Federal Power Commission 

Mr. Bomar. Congressman O’Hara, back in 1955, I know the Fed- 
eral Power Commission came before this body and said that they 
didn’t feel the producers ought to be regul: ited. I have not read 
Chairman Knykendall’s statement. The ‘only thing I have seen is 
what has appeared in the press. 

So, therefore, I am quoting from the press. 

Mr. O'Hara. Would you permit me to say that I think I state it 
accurately when I state he said it was a burdensome and extremely 
difficult administrs ative problem. Would you take my word for it? 

Mr. Bomar. Yes, sir, if you say that is what it is, | know that is 
what he said. 

My view about it is that in spite of that statement, I firmly believe 
that the Federal Power Commission has the ways and means of getting 
effective and proper regulation for the producers in order to come up 
with a just and reasonable price of the product that they sell in inter- 
state commerce, and I think that is borne out by the fact that in 
the last 2 years of regulatory clime, we have begun to see certain 
things evolve in the Federal Power Commission which show a good 
attitude of trying to finally come up with proper formulas. 

We have seen in the complaint cases, they are now, through ad- 
ininistrative processes, testing certain approaches to this problem. It 
has taken a long time. 

Mr. O'Hara. I am speaking now about the individual problems 
that the Commission has, and the individual problems of the inde 
pendent producers. Do you think that it has not been burdensome, 
onerous, on the part of the independent producer to have to come in 
and get a certificate of public convenience and necessity before he 
can sell that gas in interstate commerce? Do you think that has 
been a burden upon him ? 

Mr. Bomar. It may have been some burden; yes, sir. I agree with 
that. I think it is a burden upon everyone to have to appear before 

regulatory bodies. 

Mr. O'Hara. You would not dispute his testimony with reference 
to that, would you? ‘ 

Mr. Bomar. I wouldn't dispute his own statement that that is the 
way he feels. 

I would say this: I feel that the Federal Power Commission, regard- 
less of whether it is Mr. Kuykendall or someone else, does have the 
ways and means of providing proper and effective regulation of the 
producer. 

Mr. O'Hara. Mr. Bomar, you would agree, would you not, that 
quite a number of these independent producers, sometimes they are 
small one day and pretty big the next, if they decide they are not 
going to sell their gas in interstate commerce, they are going to sell 
it in intrastate commerce, that as these contracts run out some people 
someplace are going to be worrying about the supply, are they not ? 
Is that not true? 

Mr. Bomar. That is correct. 
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Mr. O’Hara. You would agree with me, would you not, that cer- 
tainly two things that are of tremendous i importance to the consumers, 
my consumers ‘and your consumers, are an adequate supply of this 
gas and, when that depreci: ites or goes down or the load factor on the 
pipeline goes down, that it is going to start costing the consumers 
more money than it is costing now; is that not true? 

Mr. Bomar. At some time in the future, I would naturally feel that 
there probably is going to be a lessening of the reserves of natural 
gas. I stated in my original statement, I copied it from Gas Facts, 
page 6, it has been my observation from what limited study I have 
been able to make of the matter that the gas reserves have not declined, 
in spite of regulation. 

In fact, they have actually held their own through the years, and 
I do not know whether the time in the future is going to come that 
gas reserves are going to fall off, but most certainly at this time there 
is no indication that they are going to fall off. 

Mr. O'Hara. It is certainly true that the Phillips decision did not 
freeze gas prices, did it? 

Mr. Bomar. No. 

Mr. O’Hara. Those who take the position they just want to leave 
that Phillips decision there and assume the mantle only for the con- 
sumers, should also worry about the future of the supply; is that not 
true? 

Mr. Bomar. That is correct. And from all that I am able to gather 
from geologists and studies that have been made relative to reserves, 
apparently the reserve picture is just as good today as it was several 
years ago, if not better. 

Mr. O'Hara. But the Phillips decision, you will agree, did not freeze 
the price of gas. Prices have been going up right along. 

I think Northern Natural has made application for its sixth in- 
crease in gas prices; I do not know over what period of time. But 
it serves my State of Minnesota, so we are confronted with that prob- 
lem up there as you are in Tennessee. 

I am sure you give some of us credit for having the best of inten- 
tions, do you not—— 

Mr. Bomar. Yes, sir. 

Mr. O’Hara (continuing). When we approach this problem from a 
little different viewpoint than you do? .- 

Mr. Bomar. Congressman O° Hara, I have found that in public life, 
there are always differences of opinion. And I certainly give every 
person who is in public office full faith and credit for his difference of 
opinion if it happens to be different from mine. 

What I have stated here is a philosophy, it is a belief, that I firmly 
think is to the best interests of the people in my State. And I think 
that there can be nothing wrong with a type of regulation of the pro- 
ducer which will see that that produe er will charge only a rate to the 
pipeline company which moves gas into interstate commerce, which 


is just and reasonable. I annot see anything wrong with that 
approach. 


Mr. O'Hara. That is all, Mr. Chairman. 

The Cuatrman. Does anyone else have any questions? 

Mr. Youncer. Just one question, Mr. Chairman, to clear the record. 

Did I correctly understand you to say a while ago, in answer to Mr. 
Heselton, that the municipally owned distributing systems you repre- 
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sent are more zealous in looking after the consumer’s interests than 
the privately a distr ibuting systems which ee represent ? 

Mr. Bomar. I said there were more of them. I don’t know how I 
stated it, but I said there were more of them in Tennessee. 

Mr. Youncer. Let’s get that point clear, then. 

| understood you to say and agree with Mr. Heselton that the muni- 
cipally owned distributing systems were more zealous in looking after 
the consumer's interests than the privately owned. 

Will you answer whether they are equal, or what? 

Mr. Bomar. I have not observed that there is any difference at all. 

The CHarrman. Mr. Heselton ? 

Mr. Hesevron. Are you a member of the Tennessee Municipal 
League, Mr. Bomar ? 

Mr. Bomar. No, sir, I am not. 

Mr. Heseuron. Do you know how many members there are of that 
league / 

Mr. Bomar. Mr. Heselton, it is purely a statement that I couldn’t 
be sure of. 

Mr. Heseiron. Mr. Bingham said in his statement there were 231 
members. 

Mr. Bomar. I was going to suggest you had stated I could read his 
statement or put it in the record after mine, and I have not yet done so. 

Mr. Hesevron. Did they at a meeting on May 7, 1957, with 450 dele- 
gates present, at their annual convention, pass a resolution opposing 
H. R. 67904 

Mr. Bomar. That iscorrect. That was passed in Chattanooga, Tenn. 

Mr. Hesevron. That isall. 

Mr. Bomar. Mr. Chairman, would this be the time to get his state- 
ment into the record ¢ 

The Cuatrman. I think it would be, after you give me a few min- 
utes. I have given time to everybody else. 

Mr. Wiiuiams. Mr. Chairman, may I have 1 minute more? 

The CuarrMan. Yes, Mr. Williams. 

Mr. Witiiams. Mr. Bomar, Mr. Dies made mention of a chart 
which was in the hearings last year, giv ing a breakdown on the cost 
to the consumer of gas sold in Knoxville, Tenn. That is a total of 
$1.11 per thousand cubic feet. The cost of distribution, out of that 
$1.11, 1s 77 cents. 

If the cost of distribution went up 10 percent, it would go up 7.7 
cents; would it not ? 

Mr. Bomar. That is correct. 

Mr. Witutams. And if all of that were passed on to the customer, 
it would amount to $1.11 plus 7 cents, which would be $1.18 and a 
fraction ; would it not ? 

That 77 cents is the part which goes to the people that you represent, 
the cost of distribution ? 

Mr. Bomar. The increased cost ; yes. 

Mr. Witttams. The cost of transportation from the field to the 
distributor is listed as 24.5 cents. 

Mr. Bomar. I don’t know where you are reading from. 

Mr. Witiiams. I am reading from page 1327 of the hearings of last 
year, and I believe this was submitted by—— 

Mr. Bomar. The actual cost is 46.65 cents. I don’t know why you 
have that figure, but the actual cost to Knoxville at the city gate is 
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46.65 cents under bond at the present time, and under the new rate 
it 1s 50.65 cents. 

Mr. WitutaMs. This was apparently the rate at the time this went 
into the hearings. 

Mr. Bomar. No, sir; that wasn’t the rate even then. I don’t know 
why that is in there like that. The actual cost at the city gate at 
Knoxville started out at about 39 cents originally, or 40 cents; and 
it is now 46.65 cents under bond, and under the new rate that has been 
brought about by docket 11980, it is 50.65 cents at the city gate of 
Knoxville. There must be some error there. 

Mr. Witutams. This lists the cost of transportation, this is 1953, 
this lists the cost of transportation from the field to the distributor 
as 24.5 cents. It lists the price paid to the producer in the field as 
9.5 cents. 

Do you know whether that still prevails or not / 

Mr. Bomar. No, sir. The price paid in the field is somewhere in 
the neighborhood of 12.5 cents at the present time, because we pur- 
chase all of our gas in east Tennessee from TGT, and TGT filed in 
docket 5259 for a rate increase of $8,616,000 based on that jumped-up 
price. 

Mr. Wiiu1ams. Then you should be able to give us a breakdown 
on Knoxville on these various costs. For the present, if you have it, 
could you tell us what the average price received by the distributing 
company per thousand cubic feet is, if it is not $1.11? 

Mr. Bomar. I am not questioning that statement. The only thing 
I said was, the cost to the distributor was different from what you 
had read. 

Mr. Wittrams. I do not know about that. These were submitted 
for the record 2 years ago. I assume they are accurate. These are 
1953 prices. 

But that is generally the proportion, is it not, about 9.5 cents paid 
to the producer, and about 24.5 for the transportation, and about 77 
cents for the distribution? Is that not generally the ratio / 

Mr. Bomar. Mr. Williams, I don’t know what the present price in 
Knoxville is, I would have to check it, for residential consumption. 
But I do know this: The price that the Tennessee Gas Transmission 
Co. is paying in the field is about 12.5 cents, approximately. That is 
under docket 5259. 

Then the price that the city of Knoxville is paying at its city gate 
at the present time is 46.65 cents. 

Mr. Witiiams. What does the consumer pay? He is the one you 
are interested in. 

Mr. Bomar. That is the point that I said I don’t know the exact 
figures on at the present time. Usually, gas in Tennessee in most 
places starts out, for the first 100 therms, at about $1 to $1.10. Then 
it goes down—I think it has gone up a little bit in some of the cities 
then it goes down to about 90 cents, depending on consumption, down 
to 80 cents on increased consumption, down to 70 cents. 

I think about the least that firm gas is being sold for in Tennessee 
at the present time which is being bought at 46.65, is being sold for 
about 60 cents. 

Mr. Wititams. And if the cost paid to the producer should go up 
as high as 10 percent, it still would not add but a penny to that 69 
cents, would it ? 
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Mr. Bomar. That is true. 

Mr. Witiiams. Or 70 cents that the consumer pays; and that is 
what you are concerned about, is that penny, and not the other 50 
or 60 cents that goes to the distributor and the pipeline. 

Mr. Bomar. I am concerned about the price all the way through 
that he pays being a just and reasonable price. 

Mr. WinniaMs. All right. But this bill deals with the smallest 
and most insignificant of those items, does it not / 

Mr. Bomar. Insofar as total cost, yes. 

The CuatrmMan. Does anyone else wish a minute? 

Mr. Bomar, I want to say that I hesitate at this time to take any 
further time whatsoever, but in view of some of the statements you 
have made in a very emphatic manner, I think that there are a few 
things I should inquire into. 

I want to say, in the first place, that I met you first 2 years ago, 
I believe, when you were introduced to me by our late and beloved, 
distinguished colleague who was chairman of this committee at that 
time, Percy Priest. 

I have the greatest admiration and esteem for you and for your 
ability as a lawyer as I have observed in your presentation 2 years 
ago and now. 


Do you represent any long lines, also, and natural-gas companies? 
Mr. Bomar. No, sir. 


The CHarrman. You do not represent anything but distributing 
companies / 

Mr. Bomar. That is correct. 

The Crarrman. What do you mean by “natural gas system” dif- 
ferentiating it from distributing companies? 

Mr. Bomar. When you talk about natural-gas systems, we do have 
stub lines in Tennessee which serve the cities. For instance, we have 
several stub lines. They are natural-gas systems as such, but they 
are not actually part of the distribution system. 

The CuarrmMan. But they are owned by the distributing companies ? 

Mr. Bomar. Well, in most instances I think they are affiliates. 

For instance, some are owned by the cities. There is one at Union 
City, Tenn., a 7- or 8-miles stub line, that actually is owned by the 
city, between Texas Gas Transmission Co. and the distribution system, 
which is a private distribution system. 

We have varying systems and arrangements that have been worked 
out to get gas from the pipeline companies to the distributing com- 
panies and municipal systems. 

The Cuatrman. In addition to being a lawyer, an attorney repre- 
senting your clients—and, by the way, did I ‘understand you to say 
you were not here as the speaker of the house in-your own State? 

Mr. Bomar. That is correct. The only thing I have said was that 
as speaker of the house, I did identify this resolution that had been 
passed in 1955. 

The CuatrmMan. But that resolution was long before this bill ever 
saw the horizon; was it not ? 

Mr. Bomar. That is correct. 

The Cuatrrman. And the legislature could not have had any intent 
or idea of it being applicable to what we have before us today; could 
it ? 
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Mr. Bomar. Only to such extent as the philosophies are expressed 
in the resolution. 

The CHarrmMan. You know the two bills are different do you not? 

Mr. Bomar. To some extent, yes, sir. 

The CHarrMANn. Well, to a radical extent they are different, do you 
not know that! 

Mr. Bomar. Mr. Chairman, when you go to looking at the language 
of the two bills, I would say to you that both bills, in my opinion, 
when finally put together, will exempt the producer from regulation. 

The Cratrman. You have studied the bills, have you not ; 

Mr. Bomar. Yes. 

The CuarrmMan. And you have read meticulously the bill we had 2 
years ago, have you not? 

Mr. Bomar. Not in some time, but I have read it. 

The CHatrmMan. You know that bill did actually exempt the pro- 
ducer, did it not? 

Mr. Bomar. Yes. 

The Cuamman. In effect. The only controls or regulations under 
that were indirect. 

Mr. Bomar. Through the pipeline company. 

The CHarrmMan. That is right. 

You have the present bill before you, do you not ? 

Mr. Bomar. Yes, sir; I do. 

The CuatrMan. You have looked over it, have you not ? 

Mr. Bomar. That is correct. 

The CHatrMan. Does that not extend or amend the Natural Gas 
Act of 1938, as amended, by establishing a regulatory procedure for 
the producers of natural gas? 

Mr. Bomar. It does do that. But when you get to the end—— 

The Cuatrman. All right. It does est: ablish a regulatory proce- 
dure, does it not? 

Mr. Bomar. Yes. 

The CuarrMan. Then you say it frees the gas producer from Fed- 
cral regulation. How can you justify those statements ? 

Mr. Bomar. I say in my opinion it will do just that, for the simple 
reason that the test by which the price shall be established, the vard- 
stick by which the price shall be established by the Federal Power 
Commission, is the yardstick of a reasonable market value. 

We have no court test for reasonable market value. 

The CHatrMan. Let’s just stop right there. Then you do admit 
that this establishes a regulatory proc cedure under which the Federal 
Power Commission would determine the price under the criteria for a 
reasonable market price; is that not right? 

Mr. Bomar. To that extent, yes, sir. 

The CHarrman. All right. Then it does not free the producer, 
does it? 

Mr. Bomar. Technically, no, sir. 

The CHarrMan. Have you read section 13C? You talked about it. 
‘That is on pages 14 and 15 of the bill. 

Mr. Bomar. That is right. 

The Cuarrman. You have read that provision, have you not ? 

Mr. Bomar. Yes, sir. 

The Crarrman. If the word “costs” were to be deleted at page 14, 
line 24, then the Commission would have broad authority to do just 
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about what the Commission would want to do except to establish a 
price under the public utility rate base cost-of-service concept, would 
it not 

Mr. Bomar. As I understand—I heard someone yesterday ask that 
question, and I tried to see what you were doing to the bill—the way 
you would finally make that provision read would be: 

The Commission shall recognize the fact that natural gas is a commodity, and 
shall not use the public utility rate base cost-of-service concept or formula. 

The CuarrmMan. Yes. 

Mr. Bomar. Is that the way it would finally read ? 

The Cuairman. I am not saying that is the way it will finally read. 
I am just asking, assuming that that were to be deleted, that is the 
way it would read, then the Commission would have broad authority, 
reading from subparagraph (2) there, (a), (b), (c), (d), and (e), the 
Commission would have broad ces to do just about what it 
would want to do that the facts would show, exe sept establish a price 
based on the public utility rate base cost-of-service concept ¢ 

Mr. Bomar. If I read it right, I would view that it would not be 
mandatory upon the Commission to look at costs. 

The Cruamman. That is right. But it could consider costs. 

Mr. Bomar. And I think it ought to be mandatory upon the Com- 
mission to look at costs. 

The Ciairman. Do you agree, then, that this is a regulatory bill 
under this criteria? 

Mr. Bomar. Oh, yes 

The CHairMan, And yet you state, time after time, in your state- 
ment here, that it would free producers, not one time but a number 
of times. I just wondered, when you wrote this statement, if you 
had read the bill. 

Mr. Bomar. I had read the bill, and the end result of this bill, in 
my opinion, will free the producers, as far as all practical effect is 
con erned, relative to the prices they charge the pipeline companies. 

The Cuamman. Eventhough the Feder ‘al Power Commission would 
have authority to determine what that price should be? 

Mr. Bomar. Because the price, the yardstick that the F ng ‘al Power 
Commission will have to use, will be the yardstick of a “reasonable 
market value,” and I cannot see any yardstick of that wal doing any- 
thing but permitting the producers to charge the highest price that 
the by can get for the gas. 

The Cuamman. And you know, as a matter of fact, that there is 
a difference between giving the authority of a Federal regulatory 
agency, and no authority at all, do you not ? 

Mr. Bomar. That is true. But the authority is going to have to 
be clothed or limited to the statutory language, and the C ommission 
is not going to be able to go beyond the rules laid down. 

The CuarrmMan. You appear before the public service commission 
of your State, do you not? By the way, that reminds me, is it not 
rather strange that an attorney who has some business and clients 
before the public service commission of a State would appear in the 
position that you are in today, representing that public service com- 
mission on a mi ote as important as this? 

Mr. Bomar. I don’t know that it is. The Public Service Commis- 
sion of the State of Tennessee, I presume, was here yesterday to be 
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represented. They asked me to present their statement, and I have 
done so here today. They were here yesterday and could not get on 
the witness stand. 

The CuHarrMan. Now, back to that cost of service. 

Mr. Bomar. And I might say further that, if it is necessary, I 
imagine they all three would be up here and would be glad to testify, 
from some observations that I have heard they made about this bill. 

The Cnairman. Of course, they have that privilege, and we will 
be glad to hear them any time. Now, you are talking about the man- 
dator y-cost provision. Are you familiar with the fact that there are 
several applications pending before the Federal Power Commission 
whereby companies have asked for a division in business operations, 
that a certain percentage of it be allocated to the natural-gas business 
and a certain percentage of it to the oil business 4 

Mr. Bomar. To some extent, Mr. Chairman. I am not familiar with 
the details. 

The CnHarrman. Are you aware of the fact that one particular com- 
pany is requesting that a certain percentage of their operations be 
allocated to the gas business, and another percentage to the oil busi- 
ness, and, should they present facts to justify that ‘division, that the 

rate-increase request that they have had before the Commission, be- 
tween $8 mililon and $9 million, would automatically give them the 
right, under the mandatory cost theory, to a $32-million increase / 

Mr. Bomar. No, sir; lam not aware of the details of that. 

The Cuarrman. I would suggest that you look around a little bit 
and find out just what the effect might be. 

Mr. Bomar. That has not been ruled on by the Federal Power Com- 
mission yet, I don’t think. 

The CHatrman. It is pending before the Federal Power Com- 
mission. 

Mr. Bomar. But I do not believe any decision has been made. 

The Cuarrman. No; no decision has been made. But, just in case 
they are able to prove that, as a matter of fact, under the law, the Com- 
mission would have to rule, and the courts would uphold them in it. 

1 would suggest that your interest in the consumers had better be 
looking toward what is actually pending before this agency. 

In Michigan- Wisconsin situation, it is all right with them if they 
go themselves, under their own affiliate or subsidiary, to south Loui- 
siana and take 20 cents to start with, and escalate up to 27 cents, they 
they are perfectly willing to do that. But they want somebody else 
who can give it to them at a much reduced price, just because of the 
operation. 

That just does not make sense to me, if we are interested in the con- 
sumers, as is being stated here. 

That reminds me of another thing. Do you not think that the in- 
dustry itself has an interest in the consumers ? 

Mr. Bomar. Are you talking about the production industry / 

The Cuatrman. The entire industry, production, the natural gas 
companies, as well as the distributor companies. 

Mr. Bomar. Yes, sir; I do think that. I think that all of them 
should have an interest in the consumers. 

The Cuarrman. I agree with you that they should. But do you 
have any doubts as to ‘whether the producing industry or the inter- 
state pipelines have an interest in the consumer ? 
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Mr. Bomar. Let’s put it this way, Mr. Chairman: I would say that 
I would be assured that the interest was maintained at a high level 
as long as I knew that the rates they charge were regulated by a proper 
regulatory body. 

I have seen the time when I really believe that some of the elements 
that make charges in this country, some of the industries, maybe have 
not always been so interested in the consumers. 

I think that is the reason we put in the Natural Gas Act in 1938, 
because of that situation. 

The Cuarrman. Yes, and I want to get to that in just a minute, too. 

You said you seek to protect the interests of the consumers. That 
is the purpose of the distributing companies that you represent in 
that area. Do you think that your distributing companies you repre- 
sent have any greater interest in the consumers ‘than other distributing 
companies throughout the United States? 

Mr. Bomar. I don’t say they have any greater; no, sir. 

The Cuamman. Should a rather large number of distr ibuting com- 
panies come in here next week and testify in favor of this legislation, 
do you think that they are representing the interests of their con- 
sumers as well as you 

Mr. Bomar. Mr. Chairman 

The CuamrmMan. From their own viewpoint ? 

Mr. Bomar. I would be interested in hearing their testimony. 

The Crarman. You have an invitation to be here Monday and 
Tuesday, because I think you are going to hear it. 

Mr. Bomar. I couldn’t pass on it, as to whether they are represent- 
ing their consumers or not. All I can say is, I think that is the duty of 
a distr ibuti ing company to take steps to ‘protect its consumers. 

The Cuamman. You would not say that you represent the dis- 
tributing companies any more reliably than the witnesses who come, 
if they do come, in next week representing many, many other dis- 
tributing companies throughout the various sections of this country, 
would you? 

Mr. Bomar. I am not going to try to impugn the motives. I assume 
all their motives are good. 

The CHatrMan. Yes. 

Well, I think that is a very good statement. 

Now I must inquire about this: Of course, you have made a lot of 
statements here which could be characterized, as I see it, as epithets, 
great, glowing phrases, glittering terms, about the sleeper provision, 
the 1957 model, and all such type ‘of phrases. 

Of course, I do not imagine any of that is going to get in the news- 
papers down in Tennessee. I imagine it would not be made public 
down there. 

But to start off with, you refer to, quoting you: “after a rather color- 
ful shakedown cruise.” 

What was the real purpose for including that statement ? 

Mr. Bomar. If it please the chairman, I think the statement speaks 
for itself. 

The Carman. If it speaks for itself, do you say that that was an 
industry shakedown ? 

Mr. Bomar. When I say a “shakedown”—no, sir. 


The CHarrman. Do you say that those of us who were supporting 
that participated in that ? 
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Mr. Bomar. No, sir, I do not. 

The CHa a All right, explain it, then. 

Mr. Bomar. I do say that the hearing which was conducted in the 
Senate was rather colorful, and I think everyone in the country will 
say that. 

The Cuarrman. Was the hearing a “shakedown” in the Senate ¢ 

Mr. Bomar. No, sir. 

The CHarrmMan. You said “colorful shakedown.” 

Mr. Bomar. I am not saying that there was any shakedown any- 
where. I think the words “shakedown cruise” mean the preliminary 
trial run, and that is what it did. It was a trial run through the 
Senate. 

The Cuatrman. Well now, after all, did you not have in mind the 
reference to the $2,500 item ? 

Mr. Bomar. No, sir. I had in mind that it was a colorful hearing, 
and I think the words speak for themselves. 

The Cuatrman. And you still use the adjective “shakedown” ¢ 

Mr. Bomar. I say “Shakedown cruise,” and I think the words 

“shakedown cruise” relate to a preliminary trial run. That is the 
way I have always understood it, and I still do. 

The Cuamman. That is your interpretation of a “shakedown 
cruise” ? 

Mr. Bomar. Yes, sir. 

The CHarrman. I wanted to get that for the record, too. 

Have you a copy of the Natural Gas Act of 19387? 

Mr. Bomar. No, sir, I do not. 

The Carman. Are you familiar with it? 

Mr. Bomar. Yes, sir, generally. But I do not know that. I know 
the detailed words of it. 

The Cuatrman. Your contention is here, as a lawyer, that the 
only way that this matter of production can be handled is that the 
producers remain as a public utility. 

Mr. Bomar. I think that is probably the only way that it can be 
properly handled, yes, sir. 

The CyarrMan. Section 1 of the Natural Gas Act of 1938, (a), of 
course, is a policy statement; (b) is the jurisdictional section, is it not? 

Mr. Bomar. If I could get a copy of the act. I know you are 
quoting it correctly. 

The Cratrman. And section 2, then, contains definitions. You 
are familiar with that? 

Mr. Hesevron. I wonder if the witness might have a copy of the act. 

The CHatrman. I am not misquoting, I assure you of that. 

Mr. Hesexton. I did not say that. 

The Cuatrman. And section 3, which you will find on page 2, has to 
do with the exportation and importation of natural gas, as you can 
see. 

Mr. Bomar. Yes. 

The CuHarrman. That is a fact, is it not? 

Mr. Bomar. Yes. 

The Cuatrman. Section 4, since you are familiar with this act, 
it not true that section.4 and all other sections through section 13 
pertain to the regul: otea, and control of the natural gas companies, 
the long lines, : public utilities ? 

Mr. Boar. I did not understand the last part of your question. 
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The Cuatrman. Which was the long line, the interstate company, 
interstate pipeline ¢ 

Mr. Bomar. It applied to all the natural-gas industry as defined 
in the act. 

The CuatrmMan. Now, will you tell me, under (b), section 4 (b): 

No natural-gas company shall, with respect to any transportation or sale of 
natural gas subject to the jurisdiction, make or grant any undue preference or 
advantage to any person or subject any person to any undue prejudice or dis- 
advantage. 

How can that actually be applied to a producer ? 

Mr. Bomar. Mr. Chairman, I think that the Federal Power Com- 
mission can certainly regulate the producer and not make or grant 
any undue preference or ‘adv: antage to any person or subject any per- 
son to any undue prejudice or disadvantage. I think they can “do it. 

The Cuatrman. Do you think they can : chi inge the price of gas to 
2 cents whereas in south Louisiana it is 20 cents? Would you say 
that was any undue advantage or preference 4 

Mr. Bomar. I don’t think that that situation would arise, but if 
it actually turned out to be that in both instances it was an unjust 
and unreasonable price, 1 think they could put it back to a just and 
reasonable price. 

The CuarrmMan. You think, then, that the Federal Power Commis- 
sion under this ought to go back out there, and these contracts that 
have been caught for a long time at extremely low prices ought to 
be brought up and equalized with what the average cost would be? 

Mr. Bomar. Mr. Chairman, I want to insist that 1 don’t think 
anyone should be permitted to charge more than a just and reason- 
able price, and that has been tested. 

The Cnarrman. Is it just and reasonable to obtain for your gas 
in one section of the country under a contract that was issued some 
time ago, which the Federal Power Commission by the Supreme 
Court decision has said it has to say is not valid, is it reasonable and 
equitable and right for that producer to get 3 cents and 4 cents when 
they permit other producers to have 20 cents and 22 cents ? 

Mr. Bomar. I don’t know that that situation actually exists. 

The Cuarrman. I am telling you it does. 

Mr. Bomar. It may be that 1t does. 

The Cuarrman. I can tell you that it does. 

I can also tell you that by far the large percentage of the contracts 
that bring to you the gas are in the lower echelon of the prices instead 
of the highe r ones, as some have been talking about. 

And you know you would never agree, you would be before the 
Federal Power Commission, if any such attempt were made to equal- 
ize that situation, would you not ? 

Mr. Bomar. Yes, I would. 

The Carman. So we will not take any more time with this now, 
will you look over the act, beginning with section 4—I will be glad 
to give you that copy you have there if you do not have it—take it 
home with you, and will you read these next 11 sections. And then, 
even though you do not know anything about the producing indus- 
try— do you? 

Mr. Bomar. No, I don’t profess to know a great deal. 

The Cuamman. You do not know anything about the producing 
industry, but from what anyone would naturally absorb by being 
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associated with the business as you have in the last few years, would 
you then write me your explanation of how the producing company 
can be applied to in these 11 sections / 
I would like to have that for the record, if you do not mind under- 
taking that. If it is too great a task, why, of course, I will not insist. 
Mr. Bomar. I will certainly be glad to give you what, in my opin- 


ion, I think is the way it can be done. I certainly do not mind doing 
that. 


The Cuamman. I will be very glad to have it. 


Mr. Bomar. We might not be in agreement, but I do not mind 
doing it. 


The Cnarrman. All right. I think the Federal Power Commission 


would like to know that, too, because they have been looking for 
those answers, too. 

Mr. Heserzon. Will the chairman permit me to ask the witness to 
supplement that by also reading the majority opinion of Mr. Justice 
Minton in the Phillips Petroleum case, and furnish us with the an- 
swers in the light of that, too / 

Mr. Bomar. Thank you, sir. I will be glad to. 

(The information referred to is as follows:) 


SHELBYVILLE, TENN., June 4, 1957. 
Hon. OREN HArRRIs, 
Chairman, Interstate and Foreign Commerce Committee 
House of Representatives, Washington, D.C. 


DEAR CONGRESSMAN HARRIS: On May 16, 1957, I testified in opposition to the 
Harris bill (H. R. 6790) and I stated at that time that the Federal Power Com. 
mission could regulate the producers fairly and equitably without the necessity 
of the passage of the Harris bill or any related legislation. 

You requested at transcript 1140 that I give my opinion as to how regulation 
of the producers could be made effective. You stated that you would like to 
place my remarks in the record. I am more than happy to give to you my 
suggestion for legislation which I think would help solve the present problem 
of regulation of the producers of natural gas. Therefore, I wish to submit the 
following remarks: 

1. The Natural Gas Act should be amended as proposed by Congressman Mac- 
donald (H. R. 6813) so as to exempt completely from all regulation under the 
Natural Gas Act producers selling less than 2 million M ce. f. of natural gas per 
year. It is my understanding that a similar bill has been introduced by Congress- 
man Heselton. 

Comment: According to statistics reported by the Federal Power Commission 
for the year 1955, there were 4,817 producers who made sales in 1955 to inter- 
state pipeline companies. Of this number 201, or 4.6 percent, sold 5.108 trillion 
cubic feet of gas or 91 percent of the gas sold to interstate pipeline companies 
in that year. Based on average price of 10 cents per M ce. f., the jurisdictional 
breaking point would approximate revenues of about $200,000 per year. I do 
not believe that the objections of the present Commission, and particularly those 
of Chairman Kuykendall, to this type of exemption are well taken. The Federal 
Power Commission now classifiies producers and pipeline companies by size and 
apply different rules to each without any particular difficulty. In the testimony 
of Senator Douglas before the Senate Interstate and Foreign Commerce Com- 
mittee in 1955 on the Fulbright bill, there is considerable discussion of this sub- 
ject and also excellent documentary matter which will shed favorable light 
on this recommendation. If said amendment were adopted, it would leave ap- 
proximately 200 producers subject to regulation. These include the major oil 
companies who are well equipped to make the necessary filings of applications for 
certificates of public convenience and necessity. However, I believe that it would 
be possible to dispense with that requirement without doing any material damage 
to the public interest. Inasmuch as each pipeline company must file an applica- 
tion for a certificate to take gas from a producer if facilities for that purpose 
are required, the Commission has a measure of control as to gas reserves, etc. 
The only thing that would be lacking would be the initial rate filing by the pro- 
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ducer where the Commission deems such rate to be excessive. The Commission 
could then start a section 5 (a) proceeding. 

An amendment to the act to accomplish exemption from certificate authority 
could be worded substantially as follows: 

“That subsection (c) of section 7 of the Natural Gas Act, as amended, is here- 
by amended by adding the following thereto: 

“*The provisions of this subsection shall not apply to a person who is engaged 
in the production or gathering of natural gas but who is not principally engaged 
in the transportation and sale of natural gas for resale in interstate commerce 
by reason of the operation of an interstate pipeline.” 

I do not believe that amendments to any other sections of the act would be 
required to accomplish this purpose with respect to certificates of public con- 
venience and necessity. 

2. I have given considerable thought to the suggestion that the Commission 
be given authority to adopt a group basis of regulation by fields or producing 
areas. This suggestion was incorporated in the statement of Memphis Light, 
Gas and Water Division presented by Mr. Reuben Goldberg. This idea is not an 
unusual approach but is comparable to railroad ratemaking where the trans- 
portation costs of the competitive roads are combined to produce an average cost 
which would form the basis for the uniform rates charged by all companies in the 
group. If this were done an amendment to the Natural Gas Act might be adopted 
which would alleviate one of the criticisms of the cost method which is that the 
cost of producing gas in a particular field will vary from producer to producer. 
There is nothing wrong about this fact as prices within the fields now vary but 
it is used to appeal to those not informed on the subject matter. 

Therefore, I would suggest an amendment to the act as follows: 

“Amend 5 (a) by inserting before the period at the end thereof ‘Provided fur- 
ther, That in determining just and reasonable rates for the sale of natural gas 
subject to the jurisdiction of the Commission which occurs in or within a pro- 
ducing field or area, the Commission may treat as a group all natural gas com- 
panies so engaged and prescribe a uniform rate or charge for the sales made by 
all members of such group, with due regard to the comparability of such sales.’ ” 

I do not think this second amendment will be so important if the first amend- 
ment is adopted because if the number of producers subject to Federal Power 
Commission jurisdiction can be reduced to approximately 200, the Commission 
‘an act on a case-by-case basis. It has become quite evident that the tremendous 
interest which has been developed in the Harris bill as relieving the producers 
from the onus of regulation has been fostered by the large producers who have 
appealed on it for a favorable public reaction by discussing the many compli- 
cated problems affecting the small producers. In other words, the small pro- 
ducers have been used as a front for a relief of regulation of the big producers. 
If the suggestions above outlined are carried out, the problems of the small 
producers will be clearly and greatly minimized and alleviated and the rates 
which the big producers charge will still be regulated in the public interest. 

In my view, this is the purpose and intent of the Natural Gas Act of 1938 as 
interpreted by the Supreme Court of the United States in the case of Phillips 
Petroleum Co. v. State of Wisconsin, et al. (347 U. S. 672.) 

I deeply appreciate the opportunity of having these comments spread upon the 
record. 

Very truly yours, 
JAMES L. BoMAR, Jr. 

The Cuairman. Now, you are talking about the growth of reserves. 

There is a difference in reserves and what goes into interstate com- 
merce; you are familiar with that? 

Mr. Bomar. Yes. 

The Cuarrman. Reserves are one thing, and what goes in interstate 
commerce is another thing. 

Mr. Bomar. I don’t know the exact. breakdown. 

The Cramrman. Do you know that in 1955 there was 9.4 trillion 
cubic feet of gas of marketed production and did you know that 5.1 
trillion moved in interstate commerce, and 4.3 trillion was in intra- 
state, used in the States where it was produced ? 
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Do you know whether or not that percentage has increased, and 
whether or not since 1953 there has been any great increase of the 
marketed natural gas that has gone in interstate commerce with these 
increased reserves that you have been t: alking about? 

Mr. Bomar. I do not know the breakdown as to going into interstate 
commerce, no, sir. I don’t have available to me any figures except 
the ones that I got out of Gas Facts. 

The Cuarrman. You can find the figures that you want apparently 
by reading your statement here. I am asking you as a matter of con- 
sumer interest if you will not go back, and you can find that record, 
you can get it from the Bureau of Mines, and find out just whether 
this natural gas is going in interstate commerce in increased quanti- 
ties, and then stop and take a look at the bill. 

You said there were 20 million consumers in America today. Those 
are the ones that have gas? 

Mr. Bomar. That is correct. 

The CHatrman. Do you have any people in your State that want 
gas now that can’t get it? 

Mr. Bomar. We have at the present time, as I stated in answer to 
some question by a member of this committee, some areas that are 
more distant from the lines that have not yet been able to get gas, 
but that is for economic reasons. 

There is a gas supply : available. There is a gas line available that, 
if they could stand the economics of it, they could get it. 

The Cuamman. You do know that there are millions and millions 
of consumers in the country that are pleading for natural gas that 
can’t get it because it is not available in interstate commerce? 

Mr. Bomar. I would assume that you are referring to the applica- 
tions that are pending before the Federal Power Commission where 
pipelines have not been certificated. 

The Cuatrman. I am assuming about the demand. Not only that, 
but in Chicago where they have 300,000 applications on file that can’t 
be approved now because they do not have the supply, and the demand 
is growing every day, and this same situation prevails throughout the 
country. 

Don’t you think those people who don’t have it should have an op- 
portunity for this premium-type fuel at reasonable prices? 

Mr. Bomar. I don’t have any objection to anyone having that oppor- 
tunity. The only thing that I say is that they should not pay any 
more for it than what is a just and reasonable price that is tested under 
a regulatory body. 

The Cuatrman. I have a statement which I have prepared which 
is a complete, full, and brief explanation of this bill that I would 
like, if you would permit me, to give you a copy of and let you take 
home with you, and then I think that when you do that and look over 
and read this bill, you will revise your thinking as to whether or not 
it does set up a w orkable regulatory procedure ‘that will protect your 
consumers. 

Let me thank you very much for your attendance here in behalf of 
the committee. “You can see from the questions that have been asked 
of you here that there is a lot of interest in this subject. 

Mr. Bomar. Thank you, Mr. Chairman. I want to state this. I 
appreciate the courtesy that has been extended to me by every member 
of the committee. 
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Mr. Hesetron. Mr. Chairman, was there another statement? 

Mr. Bomar. Yes, sir; I have a statement that I have been requested 
to put in the record by Mr. Herbert J. Bingham. If you will give 
me about a minute or two, I will read it. 

The CuAtrman. I wish you would. You can just put it in the 
record if you like. 

Mr. Bomar. Briefly I will state this: That the statement carries 
out the fact that Chattanooga, or rather at the annual convention on 
May 7, 1957, a resolution was adopted by the Tennessee Municipal 
League which is as follows: 

The Tennessee Municipal League urges the Congress to refrain from dis- 
turbing the present authority of the Federal Power Commission to regulate 
natural gas from the producer to the consumer. The Harris bill (H. R. 
6790) currently sponsored in Congress by the oil industry, to eliminate effec- 
tive Federal regulation of the field prices of natural gas charged by the huge 
oil companies, is an invitation to outrageous monopoly pricing and drastic in- 
creases in consumer prices of natural gas. Continued Federal regulation, on 


the other hand, promises fair and reasonable treatment for producers and 
consumers. 


That resolution was adopted, and the Tennessee Municipal League 
is taking a position in this statement of outright opposition to this 


bill. 


(The prepared statement submitted by Mr. Bingham is as follows :) 


STATEMENT OF HERBERT J. BINGHAM ON BEHALF OF THE TENNESSEE MUNICIPAL 
LEAGUE OPpPoOsING THE HARRIS Brix (H. R. 6790) 


My name is Herbert J. Bingham. I am executive secretary of the Tennessee 
Municipal League composed of 231 member municipalities throughout the State 
of Tennessee and located at 228 Capitol Boulevard, Nashville, Tenn. 

My appearance is on behalf of the Tennessee Municipal League which adopted 
the following resolution opposing the Harris bill (H. R. 6790) by action of 450 
delegates at its annual convention on May 7, 1957. The resolution follows: 

“The Tennessee Municipal League urges the Congress to refrain from disturb- 
ing the present authority of the Federal Power Commission to regulate natural 
gas from the producer to the consumer. The Harris bill (H. R. 6790) ecur- 
rently sponsored in Congress by the oil industry, to eliminate effective Federal 
regulation of the field prices of natural gas charged by the huge oil companies, 
is an invitation to outrageous monopoly pricing and drastic increases in con- 
sumer prices of natural gas. Continued Federal regulation, on the other hand, 
promises fair and reasonable treatment for producers and consumers.” 

Expert attorneys advising the municipal gas distributors of my State ex- 
press the opinion that the provisions of section 13 C and other related provi- 
sions of H. R. 6790 accomplishes the objective long sought by the oil lobby- 
drastic and rapid increases in the field prices of natural gas. With substan- 
tial monopoly conditions prevailing in many of the gas-producing fields and 
resultant monopoly pricing, the long-term effects of this bill is to permit prices 
raised to the level of what the market will bear. sv eliminating such cus- 
tomary and necessary factors for utility regulation as cost of production, and 
concentrating all regulation on the rule of “reasonable market prices,” cut- 
throat competition will break out among various gas consumers and gas con- 
suming areas to secure limited supplies available. 

The effect upon the gas consumers and the public and private transmission 
and distribution systems of Tennessee will be genuinely catastrophic. With cut- 
throat competition among consumers and rising prices, many of the distribu- 
tion systems and the communities now utilizing natural gas will be priced out 
of the market. This will mean bankruptcy for many of our municipal and private 
systems serving smaller communities and denial of the benefits of natural gas 
to the great hinterland of Tennessee and the Nation as a whole. 

The attention of the committee is particularly invited to the fact that trans- 
mission and distribution systems endeavoring to serve some 60 smaller com- 
munities in Tennessee are highly marginal. Operation costs are relatively high 
and per customer gas consumption low, due to many factors, among them rela- 
tively low per capita income and purchasing power. Other fuels—electricity, 
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coal and wood—already offer strong competition. Rising gas prices and falling 
consumption will bankrupt many of these systems. 

Some 40 municipalities in Tennessee operate muicipally owned gas distribu- 
tion systems, and an additional 20 communities are served by publicly owned 
utility districts. Virtually all of these systems have been constructed since 1950, 
and were financed 100 percent with revenue bonds. A number of communities, 
in order to support the revenues and bonds of marginal gas distribuation systems, 
were required to pledge the general revenues and debt capacity of the municipal 
government. A number of additional municipally owned and utility district 
systems are under construction or being planned. 

Not only is the debt of these systems high, with heavy amortization payments, 
but the steady 4-year rise in interest rates, particularly during the last 12 months, 
has placed extremely heavy financial obligations upon them. 

A number of these systems have advised that rising prices will bring about 
their bankruptcy with loss to their bondholders and communities. 

These municipalities, their gas consumers, their citizens, and their bond- 
holders, who undertook to finance and operate gas systems on the assumption 
that Federal regulation would continue to assure them their just right of pro- 
tection from monopoly prices, petition this community and the Congress for 
continued protection from being victimized by unanticipated changes in the 
rules of the game and from exploitation by those whose only motive is exorbitant 
monopoly profit. 

Consideration of the genuine and serious problems of these small gas systems 
and protection of great areas of this country from being effectively eliminated 
from the use of natural gas through monopoly pricing and cutthroat compe- 
tition is respectfully presented as a worthy objective of this committee. Surely, 
the tested and traditional techniques of utility regulation using the criteria of 
cost of production can be successfully and fairly applied by this great National 
Government to the huge and aggressive oil industry and the powerful lobby 
which supports it demands. 

If the oil lobby win, it will be the first in the modern history of the 48 States 
and this National Government that great private monopoly has been allowed 
to escape proper regulation and turned loose to victimize the American people 
with unrestrained monopoly pricing. 


The Cuarmman. Thank you very much, Mr. Bomar. 

Mr. Bomar. Thank you, Mr. Chairman. 

The Cuarmrman. The next witness to appear before us is Mr. H. 
Lester Hooker, the commissioner of the Virginia State Corporation 
Commission, of Richmond, Va. 

May I say that Mr. Hooker advised me early this morning that he 
had about a 10-minute statement that he was very anxious to get in, 
a presentation of his views, today, because he had a most important 
conference at which he must be in attendance. 

I told him we would do our best to meet his convenience, and I 
thought the committee should know what his situation was. 

Now, Mr. Hooker, you may proceed. 


STATEMENT OF H. LESTER HOOKER, COMMISSIONER, VIRGINIA 
STATE CORPORATION COMMISSION, RICHMOND, VA. 


Mr. Hooxer. Mr. Chairman, I am perfectly willing to submit my 
small statement here, put it in the record, and submit myself to any 
questions that might be desired, to save time; or, I can read it, as you 
wish. 

The CuarrmMan. Well, of course, you may, if you desire, Mr. Hooker; 
proceed as you wish. 

Mr. Hooker. I have got about 5 minutes here. 

The Cuatrman. It is a very brief statement, and if you would like 
to give the committee the benefit of it, you may tell us what your 
position is. 
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Mr. Hooker. I will start with the third paragraph on page 1. 

One of the principal duties of the State Corporation Commission of 
Virginia is to fix the rate charged by public-service companies, includ- 
ing, of course, natural-gas companies, and to see to it that those rates 
are reasonable and just. Rates must necessarily be high enough to 
cover all the company’s operating expenses, and one of the items of 
expense is the cost of the gas it buys. 

All of this gas comes to Virginia through pipelines in interstate 
commerce, and therefore the price that our Virginia companies have to 
pay for it is fixed by the Federal Power Commission, and neither we 
nor they have any control over it. The price fixed by the Federal 
Power Commission must be paid. 

Thus, the price of gas in Virginia depends on the price charged by 
the interstate pipeline companies, and the price charged by the pipe- 
line companies depends on what they pay the producers for the gas. 
If the price paid the producer is not regulated, it will be impossible 
to secure gas for the consumer at a just and reasonable price; and 
the regulatory process breaks down at the source of supply. What- 
ever price is reasonable is the price that should be allowed and this 
can only be ascertained by regulation. 

If, at any point, regulated profit is permitted, at that point excessive 
profit will be sought and found. It is obvious that, if the price the 
producers may charge is unregulated, the price to all pipeline com- 
panies will be the price offered by the highest bidder. The market 
price will be the highest price that can be obtained by the producer. 

The inevitable consequences of continued price increases are not 
hard to foresee. The people who have put their money in the securities 
issued by distributing companies, and the cities that have converted 
their plants from manufactured to natural gas, and the industries that 
have come to depend on natural gas for fuel, and the homeowners who 
have installed gas furnaces and stoves, in the belief that here is the 
cheapest and best of fuels, will find that they have been woefully 
misled. 

I do not believe anyone will tell you that if the price the producers 
of gas may charge is exempted from regulation, that the cost of gas 
to the pipeline companies will not increase and, in my opinion, will 
increase rapidly and substantially, and this must be the belief of the 
gas companies in Virginia because I personally know that they are 
opposed to this legislation. 

Can you imagine a more illogical, a more inconsistent, and a more in- 
defensible position to take than to pass a law stating that the natural- 
gas industry should be regulated in the public interest, and exempt the 
producer ? 

If you are to have efficient and economical regulation of a utility, 
you of necessity must regulate its entire business. 

It is imperative that you regulate the base price to ascertain whether 
or not the price proposed is fair and reasonable. Unless the base 
price is reasonable, it is obvious that the price the consumer must pay 
will be unreasonable. ; 

Thank you. 

The Cuatrman. Mr. Hooker, thank you very much for your very 
brief statement of your position in the matter of some type of regula- 
tion throughout this entire field. 
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May L inquire if there are any questions of Mr. Hooker ? 

Mr. Mack? 

Mr. Mack. I just have one short question : 

You are the representative, officially, of the State of Virginia ? 

Mr. Hooker. Yes, sir; the State of Virginia, the State C orporation 
Commission, that regulates all utilities. 

Mr. Mack. In your statement you stated that the price would un- 
doubtedly increase under the provisions of this bill. 

I presume that you have several facts or something to back up that 
position. 

Mr. Hooxer. Well, my statement speaks for itself, I said, “in my 
opinion.” 

Mr. Mack. I was just—— 

Mr. Hooxer. I said in my opinion the price of gas would increase 
substantially. 

Mr. Mack. You don’t seem to be alone in that thought because I 
have been deluged recently by stockbrokers who think that it will be 
a tremendous investment to purchase stocks in some of these produc- 
ing companies, so I think it is a fairly good indication that many 
people feel th: at the passage of the legish: ation will increase the price 
of natural gas. 

I have no further questions. 

The Coarrman. Mr. O'Hara? 

Mr. O’Hara. Mr. Hooker, do you take the position that the bill 
before us for consideration exempts the producer from control—do 
you take the position, from your statement, where you speak of the 
“illogical, a more inconsistent, and a more indefensible position to 
take than to pass a law,” that would take the producer out of regula- 
tion, out of proper control? You didn’t assume that that was what 
was in the bill, did you? 

Mr. Hooker. That certainly is what it exempts. 

Mr. O’Hara. It just exempts them from the category of a public 
utility, but regulates the cost that the producer may be paid for his 
product. 

Mr. Hooker. Who is going to regulate that cost ? 

Mr. O'Hara. That is what the bill says. 

Mr. Hooker. Who is going to regulate it? 

Mr. O'Hara. The Federal Power Commission. 

Mr. Hooker. Going to regulate the cost ? 

Mr. O'Hara. Yes, sir, the price which will determine the cost, of 
course. 

Mr. Hooker. I don’t see why you want that legislation, if that’s 
true. 

Mr. O’Hara. Judge, that is what the bill does. 

Mr. Hooker. Why pass this legislation to give the Federal Power 
Commission the same authority it has now ¢ 

Mr. O’Hara. Are you aware of the difference between this bill 
and the bill which was passed in the last session of Congress ? 

Mr. Hooker. I testified before, yes, sir. But as far as its effect 
on the public i is concerned, I don’t see there is any difference. 

Mr. O’Hara. Do you feel that it is any different from the bill of 
last time ? 

Mr. Hooker. It is different language but I think the effect on the 
public will be the same—an increased gas rate. 
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Mr. O*Hara. I want to respectfully differ with you on the effect 
of it, because I think there is all kinds of control here on producers. 

The only exception is, it takes him out of the burdensome position 
that he was placed in by the Phillips decision of making every little 
independent producer a public utility. 

Mr. Hooker. You are talking—— 

Mr. O’Hara. Let me finish, first, sir. 

He has to come in now, before he can sell the gas, and get his certifi- 
cate of public convenience and necessity from the Federal Power 
Commission. 

Now, isn’t that quite a change from the last bill? 

Mr. Hooker. They have got to get an exemption now 4 

Mr. O'Hara. He has to get a certificate now. 

Mr. Hooxer. If he is exempted, and suppose- 

Mr. O'Hara. That isn’t an exemption, it’s a certificate. 

Mr. Hooker. A certificate, but they don’t pass on the rate, the 
price that the pipeline company has got to pay that producer in 
Texas. 

Mr. O'Hara. Yes, sir, they do. That is where you are mistaken, 
they certainly do. 

Mr. Hooxer. Then why yo you want to exempt them ? 

Mr. O’Hara. The only exemption is to take them out of the oner- 
ous category of being a public utility. 

Mr. Hooker. What is so bad being a public utility or not being one ? 

Mr. O'Hara. I don’t know, Judge. There might be a lot of peo- 
ple that differ on that, I don’t know. 

Mr. Hooker. I don’t think that part is important, in my own 
thinking, because we in Virginia regulate the insurance people, we 
regulate banks, and they are certainly not public utilities. 

Mr. O’Hara. Of course, maybe everybody ought to be regulated, I 
don’t know, I have never gone on that theory. I think you have a 
mistaken idea of what this bill is, and I say that respectfully because 
I have a very high regard for you, sir- 

Mr. Hooker. I appreciate that. 

Mr. O'Hara. And I know the very high regard you are held 
your State, and by all who know you, but I think you have a mis- 
taken idea of what the import of this bill is. 

Mr. Hooker. Well, that isn’t my thought of what the bill will do. 
It. is my opinion that if these producers are going to be, as I under- 
stand it, able to go in to what is the highest market—(for oo 
rate ) ‘that they can charge to a pipeline company, the price of g 
will increase. 

Mr. O'Hara. You have a mistaken idea on that, Judge, in my view 
of the bill, and I respectfully submit that, sir. 

That’s all, Mr. Chairman. 

The Cuamman. Mr. Rogers / 

Mr. Rocers. No questions. 

The Cuatrman. Mr. Hale? 

Mr. Hare. Judge, would your feeling be different if the bill were 
amended to permit an examination of cost by the Federal Power Com- 
mission in fixing the prices ? 

Mr. Hooker. I think the cost factor would be important but I 
think the important thing is: What is that producer going to be 
permitted to charge the pipeline company that is going to transport 
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that gas into Virginia? That is the thing that we in Virginia, as a 
consumer State, are interested in. 

Mr. Hate. I ‘don’ t think you understood my question. 

If you will turn to page 14 in the bill 

Mr. Hooxer. I haven’t seen this bill before. 

Mr. Hate. Now, a suggestion has been made 

Mr. Hooker. This is a new bill, isn’t it? 

The CuHarrman. Do you have H. R. 6790 before you? 

Mr. Hooker. I have got it now, yes; but the one I formerly had 
was nothing like this. 

Mr. Hare. Are you aware that that bill was radically different 
from the bill we passed i in the last session ? 

Mr. Hooker. I just answered that. I think that in my opinion, 
from what I know of it, that the effect on the public, or to the 
consumer, would be the same, the ultimate effect, and that is what 
I am interested in as a regulatory commissioner, to see that the con- 
sumer doesn’t have to pay an unreasonable price for gas and I am 
likewise interested to see that the producers or utilities get a rea- 
sonable price. 

Mr. Hate. May I ask this; if you will look at the bottom of page 
14 of the bill, the suggestion has been made that the last three words 
in line 24 be omitted, and I would like to know how you feel that 
would affect your opinion of the legislation ? 

Mr. Hooker. You want me to delete—page 24, what line? 

Mr. Hate. Delete the last three words in line 24 of page 14. 

Mr. Hooxer. Well, I say that would be helpful to the consumer. 

Mr. Hate. Would that remove your objection to this legislation ? 

Mr. Hooxer. Well, my objection is, I don’t know whether that 
would give the Federal Power Commission the authority to say what 
price the producer in Texas could charge to the pipeline company 
that is going to transport that gas into Vi irginia. That is what I 
was interested in, who is going to pass on thi at price? 

Now, cost is a very material factor of establishing that price, and 
on top of that cost should be added a reasonable profit, of course, 
to the producer. 

Mr. Hare. Do I understand that you are opposed to any change 
whatever in the existing law under any circumstances ? 

Mr. Hooker. Well, I think the existing law is probably as good 
as you are going to get. 

The Cuarrman. May we have order, please? 

Mr. Hooker. I think the existing law is probably as good as you 
will get from the standpoint of the consumer, speaking for myself. 

Mr. Hate. What we would like to do in this committee, and what 
I should like to do, would be to get some legislation that protects the 
producer from an unfair type of regulation, and at the same time 
protects the consumer. 

Mr. Hooker. I agree with you on that; our minds meet on that. 

We certainly don’t want the consumer to be placed in an unfair 
position, nor the producer. 

Mr. Hatz. Have you studied this particular bill? 

Mr. Hooker. Not the one that they just handed me; no, sir. 

Mr. Hatz. I wish you would study it intensively and particularly 
the provisions at page 15. I think the committee would be interested 














NATURAL GAS ACT 515 


in having you consider the provision for regulating the price and 
letting us have your comments. 

Mr. Heseitron. Would the gentleman yield for a question? 

Mr. Hooker. That is on page 15, you are talking about, the things 
the Federal Power Commission must take into consideration ? 

Mr. Hate. That is right. 

(The following letter was later received from Mr. Hooker :) 


COMMONWEALTH OF VIRGINIA, 
STATE CORPORATION COMMISSION, 


Richmond, May 23, 1957. 
Hon. Roserr Hare, MC, 


House Office Building, Washington, D. C. 


DEAR Mr. HALE: In compliance with your request when I testified on the 15th, 
that I study and give you my opinion of H. R. 6790 as set forth on pages 14 and 
15, ete. 

Section 13C: Subject to provisions of sections 13F, makes the market price of 
natural gas as the major, if not in fact, the determining factor in arriving at the 
cost of gas to pipeline companies. 

Item (1) means only that natural gas is a commodity. 

‘(2) The Commission shall consider’— 

(a) How can a guarantee be made that the supply of gas will continue to be 
adequate? The price paid for gas will not insure plenty of gas. This must 
necessarily depend on there being plenty of gas, rather than what price may be 
received for it. 

(b) The determination of whether the contract price was arrived at com- 
petitively and at arm’s length is a misnomer. The pipeline company must have 
the gas whether it likes the price or doesn’t like it. 

(c) This simply requires an ascertainment whether the contract is reasonable 
as related to the pricing clause. There is certainly little room for the Federal 
Power Commission to use its own discretion or judgment under this provision. 

(d) and (e) These are matters that should be given proper consideration in 
passing upon the price to be paid for the gas and the cost to be considered in 
the operational overhead. 

(3) This section can only lead to confusion, it gives too much room for 
argument without any real benefit to be determined by it. You do not pre- 
scribe rates by comparison, but regulatory commissions must prescribe rates by 
the facts, as developed in each specific case—in other words, each case must 
stand on its own bottom. 

(4) The market price for establishing the price for the sale of gas, regardless 
of how or what may be said as herein set forth, means without any real room 
for contention the highest price for which the producers can get for the gas. 
The pipeline company must have gas if it is to meet the demands of its con- 
sumers, regardless of the price to be paid for the gas. It is in no position to 
hedge or bargain for it. It must accept the producers prices. It has no alter- 
native like people who need coal can go from one market to another. It is 
obvious that natural gas pipeline companies cannot do this. Their operations 
are such that it is not only impractical but impossible. 

This legislation as proposed will have the ultimate effect, as I stated on the 
15th, of exempting the producers from regulation. While I haven’t the slightest 
doubt that those who sponsor and favor this legislation are just as sincere in 
their views as I am in mine, however, having been a regulatory commissioner 
for more than 30 years I am of the considered opinion that the proposed legis- 
lation will not be to the best interest of the consumer. 

Sound and sensible regulation, in my opinion, will be advantageous to the 
gas producers. It would stabilize the business and give reasonable assurance 
to those investing their money in it of receiving a reasonable return. If, for 
example, a producer drills 5 wells, 2 of which were dry, under regulation this 
producer would be permitted to price his gas sufficiently to cover the cost of all 
five wells. The regulatory commission would permit such cost to be capitalized 
or written off on the amortization plant. The producer would not run any risk 
of losing money in this matter. This is similar to water companies which 
serve the public by water from wells. The water gives out and other wells 
have to be drilled—all are added to the cost of the water to the water users. 
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A business that is regulated is better stabilized and has a smaller risk than 
does an unregulated business, and at the same time the public’s interest is 
protected. 

Sincerely yours, 
H. Lester Hooker, Commissioner. 

Mr. Hese.ron. Will you yield for a question ? 

The CuarrMan. May I first say that the bell has rung—— 

Mr. Hesetron. I know the bell has rung. 

The Cuarmrman. May I say for the benefit of the committee, we will 
not’ be able to meet this afternoon because the House will be con- 
sidering the agricultural appropriations bill under the 5-minute 
clause, and the members should be on the floor. 

Mr. Hesetron. If the gentleman will yield for a question. 

Mr. Hate. I will yield. 

Mr. Hesevron. In 1955, Mr. Hooker, you furnished at Mr. Harris’ 
request a short statement, a summary which appears at pages 1630 and 
1631 of the record of the hearing then showing that the average field 
price of gas in Virginia had increased 192 percent between 1950 and 
1955. 

Would you be willing to bring that up to date and submit it to the 
chairman ¢ 

Mr. Hooker. Bring that statement up to date? 

Mr. Hesston. Yes. 

Mr. Hooker. I will be glad to do that for you. 

(The information requested above, when supplied, will be placed in 
the committee files. ) 

Mr. Macponap. Will Mr. Hooker be here tomorrow ? 

The CuarrmMan. He will not be present tomorrow because of press- 
ing obligations. 

Mr. Hooker. I have to go back to Richmond. 

Mr. Macpona.p. If I could, in 2 minutes, I would say that Mr. 
O’Hara expressed an opinion that you are incorrect about the effect of 
this bill, and I would like to point out that Mr. O’Hara’s opinion is 
not the unanimous opinion of this committee at all, and that I agree 
with your statement and ask you if, in your experience of regulation, 
if there are any reasons in your opinion why the cost of production of 
gas should not be considered ? 

Mr. Hooxer. No; I think it should be considered, of course I think 
it’s a material factor to be considered. 

Mr. Macponarp. And do you think such consideration would bene- 
fit the consumer ultimately ? 

Mr. Hooker. It would benefit the consumer ; yes. 

Mr. Macponaup. Would it benefit the consumer if it were made 
mandatory on the Federal Power Commission that they consider cost? 

Mr. Hooker. Well, I think that they certainly should consider cost 
if they are going to regulate in the interest of the consumer—as to 
whether or not it is mandatory, I think, probably the Federal Power 
Commission would, if it had an expression from the Congress that it 
should be an element that should be taken into consideration, would 
do it without it being made mandatory. 

Mr. Macponatp. I have introduced a bill that exempts from regu- 
lation anybody who does not produce over 2 billion cubic feet per year, 
and that takes out 97 percent of all the producers, and yet keeps under 
control, roughly, 80 to 90 percent of the gas. ; 
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I would appreciate it if you would call that tu the attention of the 
members from Virginia, and give them your opinion as to the worth- 
whilness of that bill which keeps the majority of the gas under con- 
trol, frees the truly independent producer from Federal regulation, 
and protects the consumer, and I certainly would appreciate your 


valling the official position of the State of Vi irginia toward this bill to 
attention. 


Mr. Hooxer. What is the number of that bill ? 

Mr. Macponarp. He will hand it to you. 

What is the number of the bill ? 

Mr. Hooxer. I have it. 

Mr. Macponarp. I would appreciate that, sir. 

Thank you very much, Mr. Chairman. 

The Crratrman. Mr. Hooker, speaking for the committee, we want 
to thank you very much for your appearance here again, and stating 
your position as you see it in regard to this legislation. 

Mr. Hooxer. Thank you very much, sir. 

The Cuarrman. I would like to see you before you leave, Mr. 


Hooker. 


At this time, the Chair has a request from the Governor of Michigan 
which states: 


Secause of continuing heavy Michigan Senate calendar, impossible for Lieu- 
tenant Governor Hart to testify. In view of this ask permission statement be 
filed and made a matter of record— 


The Lieutenant Governor may file a statement and it will be re- 
ceived for the record at this point. 

(Statement of Governor and Lieutenant Governor of Michigan is as 
follows:) 


JOINT STATEMENT By G. MENNEN WILLIAMS, GOVERNOR OF THE STATE OF MICHIGAN, 
AND Puiuip A. Hart, LIEUTENANT GOVERNOR OF THE STATE OF MICHIGAN 


Mr. Chairman, on behalf of the 1,300,000 natural-gas consumers in Michigan, 
we, G. Mennen Williams, Governor of the State of Mic higan, and Philip A. Hart, 
Lieutenant Governor of the State of Michigan, wish to present this statement in 
opposition to H. R. 6790. 

These natural-gas consumers last year used some 240 billion cubic feet of 
natural gas. Most of this gas was used in the households in the State, the 
balance by the industries that, together with the traditional skills of our 
people, are the foundations of Michigan’s prosperity. Every penny that is added 
to the price per thousand eubic feet of this gas costs the people of our State 
$214 million a year. Such increases in cost to those who live in Michigan and 
to the industries which make Michigan great are a matter of substantial concern 
to the people of Michigan and to their elected officials. 

It is the threat of such increases which prompts us to speak in opposition to 
H. R. 6790, the bill now before your committee. The Michigan Public Service 
Commission is powerless to protect our consumers against such increases. 
Since 1938, when the Natural Gas Act was passed, this protective role has been 
the function of the Federal Government. Our consumers are captive consumers, 
both by their investment in gas appliances and equipment, amounting to about 
$500 million, and by the physical conditions of service which require them to 
buy from their local utility, which in turn must buy from the pipeline serving 
that community ; and so on back to the gas field. Only the Federal Power Com- 
mission stands between them and the few giant oil companies in control of the 
bulk of the gas supplies and the companies’ not surprising desire for higher 
profits. 

Now the Federal Power Commission is again threatened in its power to protect 
the consumer interest. Michigan cannot stand by idly and see this happen. 

Our opposition to relaxation of the vigilance of the Federal Power Commission 
in keeping gas prices reasonable, is a matter of history. It was the opposition 
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of this State and its neighbor Wisconsin which resulted in the now famous 
Phillips decision which reasserted the right of the Federal Power Commission 
to consider the field price at which natural gas is sold in interstate commerce. 

It was the city of Detroit case which established the fact that the Federal 
Power Commission must use the cost of production as the starting point in 
arriving at what is a fair price for gas produced by a pipeline company. 

The present legislative effort to exempt producers from effective regulation is 
part and parcel of a long campaign to render ineffective the control which is now 
being exercised to keep gas prices reasonable. First there was the Moore- 
Rizley bill, then the Kerr bill, vetoed by President Truman, and most recently 
the Harris-Fulbright bill, vetoed by President Eisenhower because of arrogant 
lobbying practices by the gas lobby. The oil and gas industry is certainly per- 
sistent, but we are determined to be equally persistent in exercising our consti- 
tutional right to petition Congress to reject such efforts to charge gas consumers 
all that a few giants in the industry want to charge. 

Others will discuss the deficiencies of the current bill, H. R. 6790, including 
proposals to— 

Abolish utility type regulation needed to insure provision of a service 
(not just a commodity) at a just and reasonable price; and to 

Reduce the Federal Power Commission to a mere validating and recording 
agency that, in practice, would merely give Federal Government sanction 
and authority to whatever prices a complex of monopolistic oil, gas, and 
pipeline companies can extract from gas consumers. 

Outlaw the so-called escalator and favored-nations clauses only in new 
producer-pipeline contracts, allowing the evils in the old agreements to 
continue to offend. 

Others, I am confident, will demonstrate that cost must continue to be a 
measurement used in determining just and reasonable prices to be charged by 
gas producers, if consumers are to have any assurance at all that prices will in 
fact be just and reasonable. Likewise, it will be made abundantly clear, I am 
sure, that costs do not justify the price increase that is anticipated if H. R. 6790 
is enacted by the 85th Congress and signed by President Eisenhower. 

It is my principal purpose here to register with you the great concern of the 
State of Michigan that you do not destroy the effectiveness of the one regulatory 
body which can protect consumers against unjust and unreasonable prices. 
Unless the rates from the producer to the pipeline are regulated, it is an 
ineffective if not empty gesture to go through the motions of regulating the 
rates of the pipeline and distributing utility. Exempting the producer results 

| in the pipeline and distributing utility merely passing along the rate increases 
with the approval of the regulatory body, whether the latter be the Federal Power 
Commission or the various State utility commissions. We doubt whether either 
the Federal or State laws intended that the regulatory agencies perform such 
an innocuous function. We concede that a diligent regulatory agency should 
require other proofs to substantiate a rate increase, but it is inescapable that if 
the price at the source of supply is raised, the regulatory body has little alter- 
native except to permit the increase to be passed on to the customer. 

Those who seek passage of this legislation make much of the fact that what 
Michigan pays for natural gas in the field only comes to a “few cents a day” 
for each consumer. Suppose the price paid in the gas fields were doubled; 
they say, it would only add 5 cents a day to each consumer’s gas bill. But 5 
cents a day is more than $18 a year, which is more than enough to buy a good 
many quarts of milk even at present hig retail prices or help with the family’s 
clothes allowance. However, we are not concerned only with the issue of in- 
dividual consumers. Our concern is for all the people of Michigan, and to see 
to it that millions of dollars of their hard-earned wages are not siphoned off 
unnecessarily to increase the already handsome profits of the great oil com- 
panies which produce most of the gas. 

In sum, we in Michigan are powerless to determine the reasonableness of cost 
increases in the natural gas we buy. Regulation of the interstate movement of 
gas has long been wnder the supervision of the Federal Government. We ask 
you to see to it that the agency which Congress has created to determine the 
fairness of natural-gas prices, your own Federal Power Commission, not be 
hamstrung by further restrictive legislation from doing the job which you set 
it up to do, and which we count on the Commission doing fairly. The Com- 
mision has made a good beginning, and the public interest, in our judgement, 
certainly calls for its being permitted to continue the job. 

Very respectfully, but nonetheless vigorously, we urge this committee that 
in the public interest the proposed legislation not be adopted. 
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The CHarrMan. I have a wire from the Honorable Averell Harri- 
man, Governor of the State of New York, for the record. 

(The telegram from Hon. Averell Harriman, Governor of the 
State of New York, is as follows:) 

ALBANY, N. Y., March 14, 1957. 
The Honorable OREN Harris, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C.: 

Speaking for the people of New York State, and particularly for the families 
who use natural gas, constituting more than one-half of our total families, I 
urge the defeat of H. R. 6790 and 6791. 

This proposed legislation shows no substantial improvement over that before 
Congress in 1955 and again last year, which I strongly opposed in the interests 
of our natural-gas consumers. While purporting to provide for regulation of 
producer prices, the present bill would, in fact, be a raid on the consumer 
pocketbook by legalizing price increases in the field and nullifying to a large 
extent the efforts of Federal and State regulating agencies to establish reason- 
able control over transmission and distribution rates. 

The families of our State who have converted to natural gas at considerable 
expense on representations that it would be both plentiful and cheap, are 
now depending upon it; they must have protection against special interest 
legislation at the Federal level that would certainly tend to revert this indusry 
to the situation of rising and chaotic prices prevailing in the past. I urge that 
you give them this protection. 

The Public Service Commission of the State of New York is filing with your 
committee a statement of New York State’s specific objections to the proposed 
legislation. AVERELL HARRIMAN. 


The CuarrMan. I have a wire from the Governor of Oklahoma, the 
Honorable Raymond Gary, who was to appear as the first witness and 
found that he could not possibly be here yesterday, and now wires 
that he will not be able to be here to testify. In order that the record 
may include his remarks, the wire will be included in the record stating 
that there is one provision of the bill he objected to, and he suggested 
an amendment, and then his objection being removed, then support of 
the bill, if that is acceptable. 

(The telegram from Hon. Raymond Gary, Governor of the State of 
Oklahoma, is as follows :) 


OKLAHOMA CITY, OKLA., 
May 14, 1957. 
Hon. OREN HARRIS, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C.: 

I am deeply grateful for your generous consideration in making time available 
for me to express my views in opposition to H. R. 6790 as now written. Since we 
are in the closing days of the Oklahoma Legislature, however, I find it impossible 
to appear personally. The section of H. R. 6790 to which I strongly object is sec- 
tion 2, beginning with line 21, which reads: “and no State or local authority 
shall regulate the sale price of natural gas either at or before the commencement 
of the transportation of such natural gas in interstate commerce. This clause 
could be interpreted to mean that the State of Oklahoma would be forbidden to 
tax in any way this natural resource which is being transported out of Oklahoma 
for use elsewhere. If so interpreted, it would pose a major crisis in Oklahoma 
government and place undue tax burdens on the rest of the State’s economy. I 
respectfully urge that this section be amended to add the following: “But the 
taxing power of any State or local authority shall not be impaired by this act.” 
Should this amendment be acceptable, I would have no further objection to 
H. R. 6790. 


RAYMOND GAry, Governor. 
The Cuarrman. Mr. Harriman’s wire, I might say, for the benefit 
of those here, is in opposition to the bill. 
Now IL havea wire that comes from Lansing, Mich., signed by several 
governors, those of : Michigan, Wisconsin, Connecticut, Iowa, Maine, 
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New York, Pennsylvania, Rhode Island, Tennessee, and Minnesota, 
which was received yesterday and will be included in the record. 
(The joint telegram from the governors mentioned, is as follows :) 


LANSING, Micu., May 138, 1957. 
Hon. OREN Harris, 
House of Representatives, Washington, D. C.: 

Renewing the opposition expressed last year by governors of 12 States to 
the enactment of the Harris-Fulbright bill that would have amended the Gas 
Act of 1938, we, the undersigned governors, hereby state our unalterable opposi- 
tion to the new Harris bill, H. R. 6790, on which your committee is holding 
hearings that began May 7 and are scheduled to continue through May 17. H. R. 
6790 of 1957 is even harder on the consumer than the Harris-Fulbright bill of 
1955-56. It purports to provide for regulation, but, by outlawing costs as a 
factor in determining prices and by substituting “reasonable market price” for 
“just and reasonable price,” it would legalize unconscionable increases in gas 
producers’ prices. Such increases would be passed all along the line to the 
ultimate consumer. The record plainly shows that ‘reasonable market price” 
will mean charging all that the market will bear. Additional hundreds of 
millions of dollars annually in increased natural gas bills will have to be paid 
by consumers if effective Federal regulation of sales by gas producers in 
interstate commerce is ended by enactment of this bill. The effectiveness of 
regulation of local gas rates by our State regulatory commissions would be 
largely nullified if field gas prices were exempted from effective Federal or 
State regulation. In the absence of effective Federal regulation, producer prices 
will continue skyrocket. Increasing gas prices invite increases in already high 
prices for competitive fuels. We call upon the members of the House Inter- 
state and Foreign Commerce Committee to reject H. R. 6790. 

G. Mennen Williams, Governor of Michigan; 
Vernon Thomson, Governor of Wisconsin; 
Abraham A. Ribicoff, Governor of Connecticut ; 
Herschel C. Loveless, Governor of Iowa; 
Edmund §S. Muskie, Governor of Maine; 
Averell Harriman, Governor of New York; 
George M. Leader, Governor of Pennsylvania; 
Dennis J. Roberts, Governor of Rhode Island; 
Frank G. Clement, Governor of Tennessee; 
Orville L. Freeman, Governor of Minnesota. 


The Cuatmrman. Since the committee will not be able to meet this 
afternoon, we will adjourn until 10 o’clock in the morning, at which 
time Mr. James H. Lee, of the Michigan Public Service Commission, 
will be the first witness. 

(Whereupon, at 12:15 p. m., the committee stood in recess until 10 
a. m., Thursday, May 16, 1957.) 
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(Regulation of Producers’ Prices) 


THURSDAY, MAY 16, 1957 


Houst or REPRESENTATIVES 
ComMirrer ON [INTERSTATE AND FOREIGN ComMErce, 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office B uilding, Hon. Oren Harris, chairman, presiding. 

The Cuamman. The committee will come to order. 

Mr. Lee, I announced yesterday when the committee adjourned that 
you would be the first witness called this morning. 

I understand there is some a about your desire to testify 
this morning, and Mr. Dingell, I think, has been endeavoring to work 
it out. 

Mr. Dincetn. Yes, Mr. Chairman. Mr. Lee informs me, and | 
believe he is able to speak for himself, that it is extremely important 
that he return to Lansing at the very earliest possible moment, because 
he has several cases pending before the commission of which he happens 
to be a member, and for that reason he is anxious to file his statement 
and to return to Lansing. 

Mr. Ler. I would like to say, Your Honor, if you will pardon me 

The CHarrMan. You may come around. 

Let the record show that this is Mr, James H. Lee, of the Michigan 
Public Service Commission, of Lansing, Mich. 
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SERVICE COMMISSION, LANSING, MICH. 


Mr. Ler. That is right, Your Honor. 

We are a 3-man commission with only 2 commissioners, and we are 
just swamped. I made arrangements to be here, and have been here 
rightalong. I filed my statement. 

Now, Your Honor, we have a rate case on tap, and we cannot proceed 
without the consent of the company with only 1 member; and yester- 
day I was requested in the afternoon to confer with the representative 
of the Conference of Mayors, and they requested that I accommodate 
3 or 4 of the mayors by stepping aside this morning. 

[ said I would do everything in my power to accommodate them. 

sut I understand they cannot step aside; they have cause for returning 
to their home State for some reason. But they insist on going ahead. 
They have to go ahead. 

My situation, Your Honor, is very critical in this respect: Due to 
the fact we have only two commissioners at this time, and we have got 
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this important rate case coming forward and an important case re- 
specting refinancing of a large “utility in Michigan, I must get back, 
Your Honor. 

I am willing to come back anytime in the future that you may say, 
and I want to come back. As Your Honor recalls, 1 am quite familiar 
with this issue, I really started this Phillips for the city of Detroit in 
1947, and I want to make every contribution that I can to this hearing. 
I know you want to get every contribution. I regard Your Honor’s 
attitude as being such, and I know it is such: 

But I would “ask you to ples ise excuse me today, and I will come 
back whenever you say, any time after the first of next week, or the 
following week, at any time the following week. 

The Cuatrman. Commissioner Lee, I can very well appreciate your 
situation. I have recognized this from the outset, and I have so ad- 
vised members of this committee heretofore, that we have many pub- 
lic officials, State and municipal officials, who are here, anxious to 
testify, and I know they want to make a contribution, all of them, 
from their viewpoint about it. 

It is my desire to get to each of you as expeditiously as possible, 
and I fully recognize that, and I recognize the importance of the 
people in your capacity and others who have public duties, to get 
back to your own work. I know you are aware of that. 

Due to the situation, I am going to receive your statement for the 
record in order that you might proceed back to your own duties at 
home which call you there. This statement will go in the record. 
And “ there is such a time later on that you would desire to come 
back, or someone else would desire that you come back, the members 
of the caus, for questioning, of course we would give that op- 
portunity to you. 

Not that we would want to make it inconvenient or burdensome on 
you. As I said, we will do the best we can. We will try to work it 
out with the greatest convenience. 

Mr. Ler. Yes. 

The Cuarrmman. I know you are familiar with this subject. You 
have given a lot of years and time and study to it. 

I am sure, recognizing the situation, the members of this committee 
would agree with me that we would receive your statement at this 
time in order that you might go along, and we will keep in mind the 
urgency of other officials who are here in their great desire to get back 
to their work. 

Mr. Ler. May I just say one thing more, Your Honor? 

As I understand, the schedule for next week is that the proponents 
go back on; is that it ? 

The CHatrman. Yes. 

Mr. Lee. Then, as I understand it, for the following week the op- 
ponents who desire to be heard will be accorded an opportunity; is 
that correct ? 

The Cuarrman. That is my intention. 

Mr. Ler. Now then, during that week, which I understand is the 
week of the 27th—— 

The CHarrMan. Yes. 

Mr. Ler (continuing). I will be glad to be back here all that week, 
if I can get an opportunity to be heard. 
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The Cuarrman. We appreciate your attitude. Certainly as far as 
I am personally ona. I think it would be unfair to require you 
or any other official to stay a whole week, but we will on be 
glad to accommodate your ‘desire and convenience in that regarc 

Mr. Ler. Thank you, sir. 

The Cuamman. Thank you, Mr. Lee. 

(Mr. Lee’s prepared statement is as follows :) 


Proposep AMENDMENT TO NATURAL GAS ACT AND THE POSITION OF THE MICHIGAN 
Pupsiic SERVICE COMMISSION IN OPPOSITION TO SAID PROPOSED LEGISLATION 


Statement of James H. Lee, commissioner, Michigan Public Service Commission, 
Lansing, Mich. 


I am here today to advise this House Committee on Interstate and Foreign 
Commerce with reference to the position of the Michigan commission on the pro- 
posed amendment of the Natural Gas Act which has been introduced by Repre- 
ane e Oren Harris of Arkansas. 

Such proposed amendments are in many respects analogous to the same legis- 
lation which was passed in the 84th Congress, known as the Harris-Fulbright 
bill and which President Eisenhower vetoed. 

Before my becoming a member of the Michigan Commission on August 6, 1956, 
I was an assistant corporation counsel of the city of Detroit for 44 years, and for 
the previous 20 years of such service I specialized in public utility matters pend- 
ing before the Federal Power Commission, the Securities and Exchange Commis- 
sion and the Federal courts, as well as before the Michigan commission and 
State courts. 

In 1947 a certificate case was brought by the Michigan-Wisconsin Pipe Line 
Co. and at that time I intervened on behalf of the city of Detroit. The evi- 
dence and testimony in that proceeding showed that in the event that said pipe- 
lines were certificated, the sole supplier of natural gas would be the Phillips 
Petroleum Co. 

During such hearings I presented and argued a formal motion before the 
FPC alleging that the contract price of Phillips to Michigan-Wisconsin was ex- 
cessive and illegal; and I asked the FPC to determine that matter before the 
certificate was granted. The Commission disclaimed jurisdiction over the cost of 
the gas to be sold by new pipeline. This was the beginning of litigation which 
eventually resulted in the United States Supreme Court sustained my contention 
that the FPC had such jurisdiction. 

The United States Circuit Court of Appeals for the District of Columbia, to 
which I appealed to FPC’s disclaimer of jurisdiction, sustained my contention 
as did the United States Supreme Court. 

All of this activity covered a period of approximately 7 years; and it is the 
position of the Michigan commission that the so-called Harris bill if enacted by 
the Congress will in effect abrogate the decision of the United States Supreme 
Court and greatly increase the cost of natural gas to the millions of ultimate 
consumers and particularly householders who are the so-called captive cus- 
tomers. This is true inasmuch as when a householder makes a conversion to 
natural gas or installs natural gas heating service when building a new house, 
then if the rates are increased to the point where he cannot afford such service, 
he must expend considerable sums for the conversion back to some other type of 
natural gas heating service. 

There are many features of this proposed legislation which, if successful, will 
greatly increase the millions of householders their cost for such service. 

The service of gas to commercial or industrial customers and the cost thereof. 
is recouped by that type of customer in the cost of the article he sells to his 
customers. 

There are many aspects of this proposed legislation which I am certain your 
committee has already heard or will hear before your committee takes a posi- 
tion with reference to the Harris bill. I believe that it is obvious that the 
purpose of this bill is to repeal the Supreme Court determination in the Phillips 
case, and to legalize a situation to greatly enrich the producers and pipeline con- 
veyors of natural gas. The Supreme Court in its opinion in the Phillips case 
specifically quoted the language of the Natural Gas Act as having been designed 
to protect the ultimate consumer of natural gas. 
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The adoption of these amendments will wipe out such protection. The pro- 
ducers and the pipeline conveyors have waxed fat by the many years during 
which the FPC denied the jurisdiction which the Supreme Court stated they 
had but had failed to observe for years before the Phillips decision. 

The Harris bill will greatly enrich the producers and the pipeline carriers 
despite the fact that such producers, and particularly the larger ones, and the 
pipeline carriers have had more than reasonable earnings because of the FPC’s 
refusal to take the jurisdiction referred to, with the exception of a relatively 
small number of independent producers, since the Phillips decision in 1955. 

The basic declaration “to protect the ultimate consumer” will be abrogated 
unless this legislation is defeated. 

The Cuatrman. Mr. Pentecost ? 

Mr. Loser. Mr. Chairman—— 

The CHatrman. Mr. Cayce L. Pentecost, chairman of the Tennes- 
see Public Service Commission, of Nashville, Tenn. 

Mr. Loser. Mr. Chairman, Mr. Cayce Pentecost, the chairman of 
our public service commission, is not here, and he has asked Mr. 
James L. Bomar, Jr., to represent him, as well as the consumer inter- 
ests in Tennessee. 

Mr. Bomar is the speaker of the lower house of our general assem- 
bly, and has been for many years; and, if it meets with the approval 
of the chairman and the committee, I would like for Mr. Bomar to be 
afforded the opportunity to be heard now, representing Mr. Pentecost 
and other interests in Tennessee. 

The Cuairman. Is Mr. Harold Seligman here, the general counsel 
of the Tennessee Public Service Commission ? 

Mr. Loser. He has likewise asked Mr. Bomar to represent him. 
Mr. Seligman has a statement which Mr. Bomar will file, as I under- 
stand it. 

The CuarrmMan. May Lask if Mr. Joseph Nigro is here? 

Mr. Nicro. I am here, Mr. Chairman. 

The CyatrrmMan. You are a member of the Public Utilities Com- 
mission of the State of Colorado ? 

Mr. Nicro. That is correct, sir. 

The CuHatrman. I feel impelled, in view of the situation and the 
many demands I have had, Mr. Bomar, of people, to stay within the 
general outline and first to take the various commission officials, and 
under the circumstances I will ask you to come around, Mr. Nigro. 

You are Mr. Joseph F. Nigro, Public Utilities Commission of 
Colorado? 

Mr. Nigro. That is correct, sir. 

The CuarrMan. Representing the governor and the commission 
itself ? 

Mr. Niero. That is correct, sin 

The C HAIRMAN. Of Denver, Colo. ? 

Mr. Nicro. That is correct, sir. 

The Cuamatan. You may proceed. 


STATEMENT OF JOSEPH F. NIGRO, MEMBER, PUBLIC UTILITIES 
COMMISSION OF THE STATE OF COLORADO, DENVER, COLO. 


Mr. Nicro. Mr. Chairman: 

At the outset, I should like to express my personal appreciation 
for the opportunity to appear here. I know some accommodation 
was made to Colorado to enable me to appear. 

If I may, sir, I will proceed with my written statement, 
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The CuairmMan. You may proceed, Mr. Nigro. 

Mr. Nigro. Our objections to the so-called Harris bill are primarily 
directed at section 15 (f) of the bill, entitled “Allowance of operat- 
ing expense for natural gas produced or purchased from an affiliate 
by. a natural gas comp: Wy. 

Our interpretation of this section compels the conclusion that the 
Federal Power Commission must allow as an operating expense what 
is commonly known as fair field price. Our objections to this pro- 
vision are founded upon two general basic points: 

That adjectively such compulsory predetermination of one of 
the essential and important elements of operating expense serves to 
nullify the effectiveness of the regulatory body which is rooted in its 
dise retionary powers conditioned by expert assistance. 

That it is economically unsound in that during periods of high 
pric es it casts an increased burden on the already overburdened rate 
payer, and otherwise contributes to inflationary prices and, further, 
that it—from a long-range point of view—can fail to do for the 
producer and gas pipeline transportation company the very thing 
which the bill intends to do. 

When we say that section 13 (f) of this bill is adjectively un- 
sound, we mean that it invades the discretionary powers vested in 
the Federal Power Commission. ‘This Commission was established 
with broad powers for the purpose of assuring to the people of the 
United States continuous and well-regulated, efficient, economical 
service on gas, and to that end the agency was provided with an ade- 
quate staff of well-qualified and highly trained experts to determine 
and resolve every facet in the complicated field of gas regulation. 

By so doing, the Congress recognized that the business of trans- 
porting natural gas in interstate commerce for resale had achieved 
the status of an industry that has so vitally affected the interests of 
the people of the United States that it was vested with a public 
interest. 

The only purpose of such a commission, vested with its broad dis- 
cretionary powers, is to enable it to employ its highly skilled tech 
nicians in solving extremely complicated problems in which there is 
no uniformity, which can vary from company to company, com- 
munity to community, from territory to territory, all of which, in 
fact, are as complicated and as complex as our whole economic and 
industrial civilization in the United States which, admittedly, is the 
most highly developed and complicated in the world. 

The Federal Power Commission then is the quarterback of the team 
to provide the citizen with an efficient, economical gas service. To 
now direct that quarterback as to how it shall determine operating 
expense without regard to the cost of exploration, without regard to 
the tax advantages allowed for such exploration, without regard to 
the depreciation and depletion allowances accorded such producers, 
is an unwarranted and ill-advised encroachment upon the discretion- 
ary powers of the regulatory body. 

It is like the situation that existed in the story that the late Knute 
Rockne often related, about the coach who sought to call the plays for 
his quarterback in the days before we had free substitution. The 
coach advised the young man that on the first play he should go off 
tackle, on the second play he should call a reverse, on the third play 
he should pass, and on the fourth play he should punt. 
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The young man, true to his discipline and instructions, went off 
tackle on the first play for 10 yards; called a reverse on the second 
play for 20 yards; passed for 40 yards to the opponent’s 10-yard line 
on the third down; and promptly punted the ball out of the stadium 
on the fourth play. 

It is our considered opinion that such legislative predetermination 
of any of the elements essential to the for mulation of reasonable rates 
emasculates the powers of that commission, nullifies its effectiveness, 
and creates a schizophrenic personality whereby a company will pre- 
sumably exist as half-free enterprise and half-regulated utility. 

Eventually one will be subjugated to the other and thereby the 
effectiveness of the Natural Gas Act, if not destroyed, will at least be 
watered down. Wesubmit, gentlemen, it will be more honest to repeal 
the Natural Gas Act itself. 

aes the economics of the legislation contained in section 

3 (f), we feel it is a wholly unrealistic approach to the problem. 
W e do not wish anyone to be misled that we are here advocating that 
gas producers or gas pipeline transportation companies should make 
a donation or gratuity of their services or patrimony, or that a pro- 
ducer’s unfettered ability to explore should be hi Scheid. but the 
proposed legislation can destroy the fundamental objective which 
should be indulged in be all regulatory bodies, namely, that the finan- 
cial integrity of any public utility must be maintained in order that 
all equity capital and debt capital may be secured on reasonable rates 
to enable the utility to supply the services required by the consumer 
at the most economical cost. 

In order to accomplish this, the regulatory body must not be bound 
to any particular formula or formulae. Fair value and fair return 
must be an end product and not the starting point. Section 13 (f) 
would vitiate the opinion of the Supreme Court of the United States 
announced in Federal Power Commission v. Hope Natural Gas Com- 
pany (320U.S. 591). 

Section 13 (f) would presumably provide a free market. We con- 
tend that this view is unrealistic in that under the circumstances exist- 
ing in the natural gas industry there is no objective norm to judge a 
free market. 

The true test of a free market is one where the buyer and seller may 
agree, each with his own concept of the value of the product, without 
compulsion on either to buy or sell. This situation simply does not 
exist. The real purchaser, who is the consumer, does not sit at the 
bargaining table, and his concept of the value of the product is not 
considered. 

In many cases the buyer and the seller being one and the same, do 
not deal at arm’s length; thus, the only effective protection for ~ 
ultimate consumer is a review of the reasonableness of the price by : 
regulatory agency before it starts its journey in interstate com- 
merce, 

To do this effectively, there must be a balancing of economic in- 
terests and the need of the producers for a higher price must be de- 
termined. Section 1 (f) fails to take into consideration the cost 
of exploration, which might be a detriment to the producers since 
they would receive no credit for failure in their discovery attempts: 
it further fails to take into consideration, for ratemaking purposes, 
all of the tax advantages for exploration, deprecation, and depletion 
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we have previously enumerated, and the fact that what might now be 
sold for a high price was acquired at a low cost years ago. Nor does 
it take into consideration how these factors are releated to the cost 
of money. 

Section 13 (f) is likewise oblivious to the impact upon the con- 
sumer and its effect upon the dizzying spiral of inflation. There 
can be no question that the united support of the gas producers and 
transporters is based upon self-interest and the fact that section 13 
(f) will mean increased revenue for them. 

While we strongly favor prosperity for the producers and sup- 
pliers, it cannot be gained at the unjustified expense of the rate- 
payer. Realistically, cost of operation should be left to the regulatory 
body to determine éach case on its own merits, keeping in mind the 
financial integrity of the utility adequate to assure proper service 
to the consumer. 

This effort to impose fair field price on the Federal Power Com- 
mission is similar to the ideas advocated by some other utilities for 
reconstruction cost new of physical plant in determining rate base. 
Such a formula would be advantageous now; but if prices dropped. 
reconstruction cost new at a price lower than actual construction 
could be disastrous. 

The same reasoning could apply to fair field price. ‘Then, I assume, 
those seeking the passage of this bill would be strong advocates of 
determining the price of gas on the basis of cost and reasonable 
need. 

This vacillation, or blowing hot and cold, so to speak, creates con- 
fusion in the regulatory climate. This, in turn, has the effect. of 
inspiring a lack of confidence and skepticism by the lenders of money, 
who are the life’s blood of utility development and expansion. 

We emphasize that untrammeled discretion in the regulatory body 
who will determine a fair price according to cost and need is more 
realistic, more stabilizing, and, in the long 1 run, more conducive to the 
prosperity of both utility and consumer, than the present Harris 
bill. 

Our ideas will produce no immediate windfall to the companies, 
but windfalls are not the purpose of regulation. No utility has ever 
been bankrupt by regulation, and they always have the supervisory 
protection of the courts. 

We submit our views are based upon a sound economic approach, 
both for the present and the future; whereas a vote for H. R. 6790, 
the Harris bill, is a vote for higher gas prices and more inflation. 

I submit myself for questions, Mr. Chairm: “ 

The Cuarrman. Thank you very much, Mr. Nigro. 

Mr. Roberts ‘ 

Mr. Ropserts. Mr. Nigro, what would be the effect of the fair field 
price on the existing reserves ? 

Mr. Niero. On the existing reserves of gas, sir / 

Mr. Roperrs. Yes, sir. 

Mr. Niero. I have not conducted sufficient research to give you an 
uuthoritative answer on it, Mr. Roberts, but with your indulgence, I 
will speculate. 

Fair field price, 1 don’t think would necessarily affect existing re 
serves, for the reasons I lave stated in my st: atement here: that fair 
field price is an unrealistic approach; fair field price is a temporary 
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expedient which is advocated by those who feel that right now they 
can get a higher price for their gas. 

That fair field price isn’t necessarily related to costs. It is conceiv- 
able that a gas company may have an unfortunate experience in its 
exploration and suffer serious financial reverses, to the extent that 
their cost of production, their cost of not discovering gas, greatly 
exceeds what would be realized on the gas they have discovered con- 
sidering its going market value. 

Therefore, such ac ompany would be in a serious financial condition. 

If you take the approach we advocate, the Federal Power Commis- 
sion would accord to that company a reasonable price for its gas and 
for its failure in exploration, which they should have. 

Therefore, we say that fair field price, as such, should not have any 
effect, because it is unrealistic. 

Mr. Roserts. I believe the 1938 act talked about a “just and reason- 
able price,” did it not ? 

Mr. Niero. Correct, sir. 

Mr. Roserts. Now, contrast for us the meaning of the fair field 
price or, rather, compare it with the just and reasonable price provided 
for in the 1938 act. 

Mr. Nicro. Well, the 1938 act, under the 1938 Natural Gas Act, 
which does include the words “just and reasonable,” connotates that 
cost of production, need, and the financial requirements of the com- 
pany, are taken into consideration; whereas “fair field price” means 
that any price which a company owning, as an affiliate, a producing 
company, wants to charge, that is now considered reasonable under this 
bill, not “just and reasonable,” but “reasonable” wants to charge. 

Therefore, in one case, we have all that the traffic will bear at the 
time, that is, under H. R. 6790; whereas under the Natural Gas Act, 
cost of production, need, financial integrity of the company, and the 
other factors that go into assuring that, are considered by the natural 
gas company. 

To illustrate, a producer company in Texas or Oklahoma or Kansas 
which is serving the Rocky Mountain area may have discovered gas 
wells at a low cost of production 10 or 15 or 20 years ago. If they 
charge what is the fair field price today, then they will be realizing a 
windfall profit. 

I don’t know if that clearly illustrates my thinking on it, but that is 
our idea, Mr. Roberts. Does that answer the question, sir? 

Mr. Roserts. Yes; I think it does. 

Which price, in your opinion, the fair field price or the just and 
reasonable price, would lend more stability as far as financing is con- 
cerned, since most of the pipelines are financed over a long- term con- 
tract, over a long period, may I say ? 

Mr. Nicro. I may speak authoritatively on that, Mr. Roberts, quot- 
ing an authority. 

Several weeks ago I was in Phoenix, Ariz., attending a conference 
of the Mountain States and Pacific Coast States commissioners. I 
was the moderator of a panel on the financing of utility companies, 
and one of our princip: u speakers was John F. Childs, the vice presi- 
dent of the Irving Trust Co. in New York, which is one of the prin- 
cipal financiers of utility companies. And he criticized the utilities 
for the very thing that I mention here; in one instance advocating 
reconstruction cost new in periods of high prices; and then in periods 
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when you have depressed prices and they have a big investment, of 
going to the other side and saying, “You must look to need and cost.’ 

And I say fair field price 1s exactly the same. I say it will lend 
instability because you have got that vacillation rather than the eco- 
nomic need of the company. A bank which would loan money to a 
utility would know that that commission which is regulating that 
utility, or in this case gas lines, would see that that utility is alws ays 
going to be assured of enough to operate, to pay its taxes, to take care 
of its depreciation, and allowed enough profit to pay the interest and 
principal on their bonds. Therefore, : we will give them a better rate, 
we are more anxious to buy their bonds. T here is nothing speculative. 

But if you put in a fair field price, if we should hav e—let’s hope we 
never do—but if we should have a break in the natural-gas market, 
their utility bonds would drop 10 or 15 points, and they could not 
refinance and couldn’t get additional money, even if they needed it. 

So I think the inclusion of fair field price in this bill lends to the 
instability of the credit of the utilities. 

Mr. Roserts. That is all, Mr. Chairman. 

The CuHarrmMan. You recognize, of course, there is a difference 
between existing reserves that are under contracts which have already 
been approved 

Mr. Nicro. Yes, sir. 

The C HAIRMAN (continuing). And are now in full force and effect. 

Mr. Nicro. Very much so, sir. 

The Cuatrman. This would have no effect whatsoever on the ap- 
proved contracts. 

Mr. Nicro. No, sir. I am speaking on the long-range point of 
view. 

The CuHarrMan. Yes. 

Mr. Hale? 

Mr. Hate. Mr. nates on page 3 of your statement, you start a dis- 
cussion of section 13 (f), of which you have a low opinion. 

Now, actually sais is no section 13 (f) in this bill. Section 4 of 
this bill amends, first, section 13A of the Natural Gas Act, which has 
a subsection (f) appearing on page 9; and then it amends section 
13B of the Natural Gas Act, of which there is a subsection (f) on 
page 15. 

Which subsection (f) is it that you dislike so much ? 

Mr. Nicro. According to the copy of the bill I have, on page 17, 
and this was obtained from the c ommittee ; on page 17. 

Mr. Hare. Well, that is still something else again. That is 13F, 
capital “F.” 

Mr. Nicro. That is correct, sir. 

Mr. Harr. Then you want to amend your statement, because 13 
small “f” is an entirely different section. 

Mr. Nic ro. I have just noted that, Mr. Hale, and I appreciate your 

calling that to my attention. And may the record show that my criti- 
cism of the bill is directed to section 13 cap “F” in all instances where 
it is section 13 small “f” which is referred to in the statement. 

Mr. Hauer. That is actually a part of section 4 of H. R. 6790. 

Mr. Niero. I believe that would be right, Mr. Hale. 

Mr. Hare. I think you want to go over your statement rather care- 
fully on that. 

Mr. Nigro. Thank you, sir. 
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Will you so further amend the statement that it is a part of section 
4, as Mr. Hale points out ? 

The Cuatrman. Mr. Dollinger? 

Mr. Dotirncer. No questions. 

The CuHatrman. Mr. Heselton ‘ 

Mr. Hesevtron. Mr. Nigro, you did not appear in 1955, as I recall. 

Mr. Niaro. No, sir, I did not. I was not on the commission at that 
time. 

Mr. Heserton. How many members are there of your commission ¢ 

Mr. Nicro. There are three members, sir. 

Mr. Hesevron. In 1955, Mayor Newton, of Denver, did appear, and 
referred rather extensively to the so- -called Colorado Interstate Gas 
Co. case, which was, when the committee made the report, pending in 
the Federal Power Commission. As I understand, the testimony re- 
ferred to that case. 

On page 1571 of volume 2 of the hearing of 1955, Mayor Quigg New- 
ton made this statement: “Colorado Interstate produces 62 percent 
of the gas sold by it.’ 

In the first place, what has happened to that Colorado Interstate 
Gas Co. case since 1955 ? 

Mr. Nigro. That is the reason I am here, Mr. Heselton. That case 
really—there were really two cases, sir: One which involved a rate 
hearing for the year 1954, and another one applied for in 1955. 

Last week, Examiner Binder of the Federal Power Commission 
made a finding and a recommendation to the Commission which re- 
quired the Colorado Interstate Gas Co. to refund $33 million to the 

ratepayers of Colorado. They had been—— 

Mr. Heseiron. May I interrupt. Is that the whole State, or just 
Denver ? 

Mr. Nigro. No,sir, that is for the entire State of Colorado. 

Mr. Heseiron. Proceed, please. 

Mr. Nicro. That decision or the report of the examiner excluded 
“fair field price” as a basis for ratemaking. 

Now, we can apply my criticisms specifically to a matter that exists 
right now. If we do apply “fair field price” to that case, it may mean 
that a ver y substantial part of that $33 million will not be returned 
to the ratepayers of Colorado if the Fedeal Power Commission should 
sustain the examiner. 

Mr. Hesetron. The first minority report filed in 1955 included these 
words with reference to that case: 

Therein the cost of gas sold produced by Colorado Interstate, including a return 
on investment, is only 1.92 cents per thousand cubic feet. However, the com- 


pany, under the Panhandle field price theory, is claiming a price of 9.19 per 
thousand cubic feet. 


Continuing the quotation from the report : 


If this fictitious writeup of the value of their gas is allowed, this one company 
will receive from the ratepayers an extra $9 million annually. 

That is the case to which you are referring, am I right ? 

Mr. Nicro. Very definitely, sir. 

Mr. Hesevron. To go further on that, when Mayor Newton, of 
Denver, was here, the fact that Colorado Interstate produced 62 
percent ‘of the gas sold by it, that: 


It has proven reserves in the Panhandle field of 3,300 billion cubic feet— 
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it means, I think, 3.3 trillion cubic feet— 


3,300 billion cubic feet of gas. Its 1954 estimated annual production is 124,395,881 
thousand cubic feet. 
Again that is thousands. 


Then it refers to this particular case where the average production 
cost is alleged to be 1.92. But it goes on to say this: 


Also, in its latest rate filing, the application states that the going rate for 
long-term supply is now up to 15 cents per thousand cubic feet, but for the 
purpose of that case, Colorado Interstate is only claiming 9.19 cents per 
thousand cubic feet for gas produced in the Panhandle field and 12 cents for gas 
produced in the Keyes field. 

If Colorado Interstate is permitted to include in its rates its produced gas 
costing 1.92 cents per thousand cubic feet at prices of 9.19 cents and 12 cents per 
thousand cubic feet, the impact upon the consumers in Colorado and other States 
will be an annual increase of approximately $9,155,000. 


I am not too clear from what is said there whether there was a sup- 
plemental rate increase application filed, or whether that was incor- 
porated in the matter you just referred to upon which an examiner’s 
report had been made. 

Mr. Niero. Well, sir, Colorado Interstate Gas, since 1954, has filed 
3 applications or filed 3 new tariffs, let’s call them applications for rate 
increases, 2 of which were just determined by Examiner Binder last 
week. The third is now pending. It has been recessed and will be 
taken up again, I believe, on the 23d of September. 

Mr. Heseuron. May I get it straight: How much is involved in 
the two which have gone as far as an examiner’s report, so far as the 
use of natural gas in Colorado annually is concerned 4 

Mr. Nigro. The volume of gas? 

Mr. Hesevron. No; the amount in dollars. 

Mr. Niero. The amount in dollars amounts to a refund to the rate- 
payers of $33 million. 

Mr. Hesevron. How much in terms of the third one ? 

Mr. Nigro. May I refer to a gentleman who would know that spe- 
cific figure ? 

Mr. Hesevton. I think for the purposes of the record, to save time, 
you can include that at this point. Is that satisfactory, Mr. Chair- 
man, to save time? I simply want to have that chronology. 

The CHarrmMan. You may supply the information for the record. 

Mr. Niero. I got it, sir. It is $3.5 million per annum. 

Mr. Heserton. As I understand, that is based on the Colorado In- 
terstate contention that the fair field price is the correct measure that 
should be applied. 

Mr. Niero. That is my understanding, sir. However, I do want to 
qualify that. I was not here at the hea arings, but I ree eived that im- 
pression from our counsel. 

Mr. Hesevron. I think that is all at the moment, Mr. Chairman. 

The CHarrman. Mr. Dies? 

Mr. Dries. Mr. Nigro, how long have you been a member of the 
Utilities Commission ? 

Mr. Niero. I am a neophyte, sir; just 4 months. 

Mr. Dies. You have been on there 4 months / 

Mr. Niero. Yes, sir. 

Mr. Dres. What was your prior experience in this field / 

Mr. Nicro. I was the city attorney of the city of Trinidad from 
about 1947 to 1952, and then again just before I went on the commis- 





532 NATURAL GAS ACT 


sion. And during all of that time, I was the consultant to the city. 
As such, I was the utility counsel. 

The city of Trinidad, Colo., owns municipal gas, electric light, 
power, and water utilities. I have appeared before the Federal 
Power Commission for and on behalf of the city. 

Mr. Dies. Well, outside of your experience as an attorney—— 

Mr. Niero. That is right. 

Mr. Dies (continuing). Your 4 months on the commission, that is 
the extent of your experience in this field ? 

Mr. Nigro. That is right, sir. 

Mr. Dries. Now, during the 4 months you have been a member of 
the commission, have you granted any rate increases for utilities, elec- 
tric companies, any of them, under your jurisdiction ? 

Mr. Niero. Sir, we have just had one—one rate application, and ] 
have that under advisement now. I haven’t even done a thing with 
it because I had to come back here. It was just heard several “weeks 
ago. 

Mr. Dres. Since 1954, do you know how many increases your com- 
mission has granted various utility companies / Take the electric 
companies. How m: uny increases have you given them, do you know ? 

Mr. Nicro. I don’t believe there have been any since 1954; possibly 
one. I don’t recall right when Public Service Co. got its increase. 

Mr. Dies. How about the telephone company ? 

Mr. Niero. I don’t believe they have had an increase since 1954, 

Mr. Dries. You get most of your gas from Colorado Interstate, do 
you a 

Mr. Niero. That is correct, sir. 

Mr. Dies. Do you know what percentage of the total gas—the gas 
you get from that company is? 

Mr. Nigro. What percentage of the total gas? 

Mr. Dries. Total gas consumed in your State, what percentage do 
you get from Colorado Interstate ? 

Mr. Nicro. That is—well, we get 100 percent. 

Mr. Dres. One hundred percent. 

Mr. Nigro. Now ~ ‘may acquire it from others through the Rock 
Springs line; I mean, I don’t know. 

Mr. Dies. Most of that gas comes from Texas, from the Panhandle 
field ? 

Mr. Nigro. That is what I mean. I believe it does. There may be 
some coming in from the Rock Springs line; about 113,000 daily, I 
believe, comes in from Rock Springs. 

Mr. Dies. But a very small percentage comes from any other source 
except the Texas field? 

Mr. Niero. I believe that is correct, but I am not certain, sir. 

Mr. Dies. Of course, you have a lot of respect for the Federal Power 
(Commission. 

Mr. Niero. Very definitely, s 

Mr. Dies. You would say that ie should be pretty well informed 
about administering the duties of their office; would you not? 

Mr. Niero. Yes, sir. 

Mr. Dries. And that with the tremendous facilities at their com- 
mand, they ought to know what they can do and what they cannot do? 

Mr. Nigro. That is right, sir. 
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Mr. Dies. You know the Federal Power Commission and the Eisen- 
hower administration have both stated that it would be extremely 
difficult to administer the Phillips decision, that is, to treat the pro- 
ducers, the 10,000 to 13,000 producers, as public utilities; you know 
that is true. 

Mr. Nigro. Yes; I know they have said that, sir. 

Mr. Dies. I am talking about what they ‘have said, is all I am 
asking. 

Mr. Niaro. Yes, sir. 

Mr. Dries. And you know that they want some other method of 
regulating the producers; that they feel they cannot treat them as 
public utilities. 

Of course, what this committee is trying to do is to find a practicable 
and workable method of protecting the consumers and at the same 
time to insure the supply of gas. You know that; do you not? 

Mr. Niero. Yes, sir; very much, sir. 

Mr. Dries. With your limited experience, you would not undertake 
to tell this committee that you could treat the thousands of producers 
as a public utility? You have no experience upon which to base such 
an opinion ? 

Mr. Nicro. No, sir. But I could draw upon the authoritative expe- 
rience of thousands of others in the United States. 

Mr. Dies. I was not talking about others. We will get to them as 
they come. It appears they will all be here. 

Mr. Nicro. I believe so. [ Laughter. | 

Mr. Dies. So far as you individually are concerned, you would not 
undertake to say one way or the other whether it could or could not 
be administered as a public utility / 

Mr. Niero. I believe, sir, that my considered opinion in this case 
is based upon sound economic principle. I believe my judgment is 
good, naturally, or I wouldn’t be here. I feel that they can be 
regulated. 

Mr. Dies. Then you find yourself in disagreement with the Federal 
Power Commission and the Eisenhower administration ? 

Mr. Niero. I think that is the way we would put it, si 

Mr. Dies. You believe, in other words, it is possible, or rather, I 
won't say “possible,” we will say that it is practicable and workable 
to bring 10,000 to 13,000 producers from various fields under different 
productive conditions, and to set a pattern by which you can encour- 
age the exploration for new reserves, provide an adequate supply, 
and at the same time establish a just and reasonable price? You 
think that is practical ¢ 

Mr. Nigro. Mr. Dies, I sat here yesterday and heard something of 
which I was unaware, and that was the statements by your colleague, 
Mr. Macdonald, and I might say I am intrigued by the bill which 1 
— and he has proposed. 

I don’t say, sir, that certainly there aren’t a lot of things thout this 
which I don’t know; and secondly, that there shouldn’t be some type 
of remedial legislation. 

You gentlemen would know that better than I. 

I am talking about the overall principle. I think that these things 
you point up can possibly be taken care of by proper legislation. 

However, I do feel that there must be some limit. If you will 
analyze our statement, 1 have been very circumspect. We are not 
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trying to hurt any utility. We don’t want anyone to get the idea that 
a regulatory climate exists in Colorado where we are opposed to free 
production or free enterprise. 

We are out West, Mr. Dies, and we do like freedom of enterprise. 

Mr. Dies. Are you like a lot of people who are for economy! You 
are for economy as long as it doesn’t affect you! 

Mr. Niero. No. 

Mr. Dies. Are you for free enterprise as long as free enterprise is 
in your interest, and against it when it is not 

Mr. Nicro. No, sir; quite the contrary, and an analysis of our 
statement will indicate that. 

What we advocate is the need of the producer. As a matter of 
fact, I take this position because I am fearful that the producers are 
the ones who best illustrate your little story. They are for free enter- 
prise when it is in their interests, but would be against it when it 
wasn’t in their interests. And I say if we are for free enterprise, then 
possibly we shouldn’t have a Natural Gas Act at all. 

Mr. Dres. Just one more. I think my time is about up, Mr. 
Chairman. 

The CuarrMan. You have used the full 5 minutes. 

Mr. Dres. If I have used it, I will not use any more. I am really 
coming to the main question, but I will yield. 

The CuHarrman. Mr. Bennett! 

Mr. Bennetr. I will yield to my friend from Texas to ask a 
question. 

Mr. Dres. I do not want to deprive the gentleman of his time. 
That would not be fair. 

Mr. Bennett. I would like to call attention to the report of the 
Federal Power Commission in relation to the question of my col- 
league from Texas with respect to the number of cases the Com- 
mission would regulate under the Phillips decision. 

In the report of May 1 of this year, the Commission said this, 
referring to the number of cases that it had before it under the 
Phillips decision in 1954: 


Also during this period— 
that is the period from June 7, 1954, to March 31, 1957— 


the Commission received 8,154 certificate applications from independent pro- 
ducers, of which 6,105 had been disposed of as of March 31, 1957. 

Which indicates to me, at any rate, and I think you would agree, 
that the task of handling these cases under the Phillips decision, 
even in the opinion of the Federal Power Commission, has been not 
as great as has been indicated here. 

Mr. Niero. I am sorry, I did not hear the last part of that. 

Mr. Bennett. The task is not as great as has been indicated. 

Mr. Nicro. Yes, sir. 

Mr. Bennerr. Also, I would like to call attention to the fact that 
while the Chairman of the Federal Power Commission was opposed 
to this type of legislation when he was last before the committee, 
because he thought that no regulation at all should be required in 
the case of independent producers, he testified here last week, if 
[ understood him correctly, that he had changed his opinion after 
considering the number of cases that have been before the Commis- 
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sion during the past year or so, and had now come to the conclusion 
that some type of regulation was necessary, and that the type he 
thought was necessary was in the present bill. 

So that I do not think it is fair or factual to state that the Fed- 
eral Power Commission is not of the opinion that there should be 
some type of regulation. 

What I wanted to ask you about is 

Mr. Dres. Will the gentleman yield? I did not make that state- 
ment. I did not say they were opposed to regulation. I said they 
were opposed to treating the producer as a public utility. 

Mr. Bennett. Yes, but 

Mr. Dries. That is quite a difference. 

Mr. Bennett. But the Chairman testified 2 years ago that he was 
opposed to any regulation; is that not true? And this year he said 
he changed his mind. 

Mr. Dres. Well, of course—has he been appointed yet ? 

Mr. Bennett. I think so. He was here testifying. 

The Cuarrman. The gentleman may proceed with his questioning 
of the witness. 

Mr. Bennerr. Have you studied the part of this bill which deals 
with the effect of prices in existing contracts in the event of its 
passage ? 

Mr. Nigro. Yes, sir; I have. 

Mr. Bennerr. What do you think about the provision which freezes 
all prices in existing contracts, including those which contain an in- 
definite pricing clause ? 

Mr. Niero. I don’t like it, sir, for this reason: Again, basically, 
geting back to the substance of our statement, I say it is unrealistic. 
All prices are geared to a certain date. That could be unfair to a 
producer in a certain situation. I mean, I am speaking academically 
now. 

Mr. Bennetr. It certainly would be unfair to the consumer; would 
it not? 

Mr. Nicro. Undoubtedly would be, sir. It wouldn’t be—I don’t 
mean it that way; strike it. 

Undoubtedly the oil and gas producers feel that that would give 
them a very, very good price, whether or not it is fair to the consumer, 
whether or not it is related to need or cost, or whether or not it is 
realistic, and I don’t think that is proper in the idea of regulation. 

The Cuarrman. Will the gentleman yield to me? 

Mr. Bennett. Yes. 

The Cuatrman. I believe the gentleman is in error about this pro- 
vision included in the bill, that it would validate all existing contracts. 
It specifically prohibits future contracts, of course, where these inde- 
terminate clauses are used, but it gives the Federal Power Commission 
the authority to examine contracts pending before it where these 
indeterminate and indefinite clauses exist. 

I think the record should show that. 

Mr. Benner. I would like to read the language in the bill, on page 
19, at the top of the page: 








With respect to natural gas sold and delivered or to be delivered under existing 
producer contracts, except such producer contracts as are subject to the provisions 
of section 6 of this act— 
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(i) all prices which were being paid for such natural gas on June 7, 1954, 
by reason of an order of a regulatory agency of any State; 
(ii) all prices which are payable on the date this subsection takes effect 
under a definite pricing clause of any such contract ; and 
(iii) all prices which were being paid on the date this subsection takes 
effect under an indefinite pricing clause of any such contract, 
are hereby declared to be valid prices, and such prices shall continue in force and 
effect until they are changed in accordance with the provisions of the act * * * 

Now, will the gentleman explain what that means ? 

The Cuarrman. Well, of course I would not have time, under the 
time limit. I will get to it when I have that time. 

Mr. Bennerr. The gentleman has raised the question here, and I 
think it would be proper to clear it. I do not want to take his time. 
I think that question ought to be clarified. 

Maybe I do misunderstand the language of the bill. But if I do, I 
would like to have the gentleman say, does this or does this not freeze 
and validate prices under the contract, under an indefinite pricing 
clause ? 

The CuHatrMan. No; it does not. 

Mr. Bennett. That is all. 

The Cuairman. You have no further questions. 

Mr. Flynt? 

Mr. Fiynt. No questions. 

The Cuarrman. Mr. Springer / 

Mr. Sprrncer. Mr. Nigro, you say you have been on the commission 
for how long? 

Mr. Nigro. Four months. 

Mr. Springer. Four months. Have you had a chance to review 
how many users of gas you now have connected in the State of Colo- 
rado ? 

Mr. Nigro. You mean individual consumers ? 

Mr. Sprincer. Yes. 

Mr. Nicro. No, sir; but I think we could make a pretty good esti- 
mate. I can give it to you popul: itionwise. 

Mr. Springer. Would you just give me a rough estimate ? 

Mr. Niero. I would say that probably 900,000 people, or possibly 
a million, are dependent upon gas. 

Mr. Sprincer. How many users, potential users, do you have in the 
State of Colorado who now want gas and who are unable to be 
connected ¢ 

Mr. Nigro. I do not know of any,sir. There are undoubtedly some 
small communities. We have not heard of them. 

Mr. Sprincer. How many applications have you had from distrib- 
uting companies in Colorado for connections / 

Mr. Nigro. Sir, there have been none, to my knowledge and my 
experience. 

Mr. Sprincer. Then in the State of Colorado at this time, you have 
no shortage of gas for potential users ? 

Mr. Nigro. We have a surplus, sir. 

Mr. Sprincer. That is all. 

Mr. Dries. Will the gentleman yield right there / 

Mr. Sprincer. I will. 

Mr. Dies. Of course, the answer is their proximity to the Texas Pan- 
handle. They are very fortunate in living in that proximity to our 
State. 
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Mr. Sprincer. I just wanted to bring out that in the State of Colo- 
rado there was no shortage of gas. 

Mr. Roserts (presiding). Mr. Macdonald ? 

Mr. Macpona.p. I would like to congratulate you here on your 
statement. 

My geography knowledge is not great, but this is the first time I 
knew Colorado bordered on Texas. I did not know that Texas so 
expanded. 

Mr. Dies. When we get to Dalhart, we figure we are in Colorado. 

Mr. Nicro. Well, Texas is taking over Colorado. [ Laughter. | 

Mr. Roserts. Let us proceed in order, gentlemen. 

Mr. -Macponatp. In reference to one question you answered Mr. 
Dies concerning whether or not you disagreed with the Eisenhower 
administration about this business, I was wondering whether you were 
thinking in reference to the Eisenhower administration’s position be- 
fore the presidential and congressional elections, or after those elec- 
tions. 

Mr. Nicro. Well, sir, I don’t want to inject my personal opinion, 
but I have been havi ing a difficult time finding out what the position 
of the Eisenhower administration has been during the last 5 years, 
and I don’t mean that politically [laughter], on this question. 
[ Laughter. ] 

Mr. Macponap. In any event, the latest Eisenhower position, as 
I understand it, as advanced by Mr. Kendall, of the Office of Defense 
Mobilization, was that the administration was in favor of giving 
permissive power to the Federal Power Commission to look at costs, 
and I understand they had a little different attitude before the 
congressional elections. 

However that may be, I would just like at this point to clear up 
for the record, I myself have been guilty of the same thing that this 
whole industry has been, of using different figures at different times. 

I have referred several times to a table which I think you would 
find interesting, concerning the monopoly aspects of this industry, 
issued by the Federal Power Commission. 

And the Federal Power Commission—I am going to stick to these 
figures, since they are the official figures now. During 1955, interstate 
natural- -gas pipeline companies reporting to the Federal Power Com- 
mission purchased directly from approximately 5,000 natural-gas 
producers. Nine of the producers alone, or as the first-named in com- 
bination with others, supplier more than one third of the total amount 
of natural gas secured from producers; 72, or 1.6 percent of the pro- 
ducers alone, or as the first-named in euler with others, sup- 
plied 79 percent of those natural-gas purchases in interstate com- 
merce. 

So I think the aspects of monopoly are clearly established, and 
therefore I go to my next point, which I appreciate your remarks 
upon, concerning your being intrigued by the bill which I have 
introduced. 

That word “intrigued” is sort of a loose one, and do I take it from 
that that you would certainly support my bill, inasmuch as it will 
protect the consumer and at the same time take out from under the 
Natural Gas Act the producers who never were intended to be kept 


under Federal regulation since they cannot adversely affect the public 
interest ? 
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Mr. Nicro. Let me state it this way, Mr. Macdonald, and I intended 
nothing derogatory by the word “intrigued.” 

Mr. Macponatp. I understand, and I appreciated it. I appre- 
ciated Mr. Dies’ remark that he was intrigued, as well. 

Mr. Niero. I might say this: That I am very interested in your bill. 
I have not had the opportunity to study it. I would like to do so. 

I feel from the general statements made about it that certainly 
it seems to present a possible solution to this problem, and my inclina- 
tions at this stage are very favorable. But I want to conduct further 
study on it. 

Mr. Macponarp. All right, sir. As I say, I would appreciate your 
taking the bill and reporting your official position as representing 
the State of Colorado, sometime before the facies close; and also 

calling it to the attention, as I will myself, of the Members from your 
State. 

Actually, it is one of the simple things about this entire industry. 
It is a very simple bill. It merely cuts off from Federal regulation 
all those producers who do not produce 2 billion cubic feet per year. 
It is that simple. Those people come out from Federal regulation 
completely. They would not even have to get certificates of necessity. 
They are just out from under Federal regulation because, in my 
opinion, they should not be under it since they cannot, I repeat, ad- 
versely affect the public interest, which the Natural Gas Act was put 
under the Federal Power Commission to do in the first place. 

I ae the Federal Power Commission, in its wisdom of dotting 
every “i” and crosing every “t,” while the Chairman himself said that 
he was not trying to disr upt the Phillips decision and said, in answer 
to a query of mine, that in fact he was trying to implement that 
decision to the best of his ability, I think that is subject to question, and 
the question which will be raised later, but I certainly would appreciate 
your support. I know how helpful it would be. 

Mr. Niero. I will certainly be very happy to do so, sir. 

Mr. Macponatp. Thank you, sir. 

Mr. Rozerts. Mr. Alger? 

Mr. Areer. Thank you, Mr. Chairman. 

Mr. Nigro, what do you know, from experience or study, either or 
both, about gas production ? 

Mr. Niero. Not too much, sir; a little. 

Mr. Acer. Well, we are all students of this, so I share some of your 
uncertainty. 

Mr. Nicro. Yes. 

Mr. Atcer. You recognize a difference between production, trans- 
mission, and distribution ? 

Mr. Nicro. I am not sure I understand that question, sir. There 
is a difference in the mechanical aspects, but do you mean, sir, in its 
import upon the economy of the Nation? 

Mr. Areer. Well, I probably oversimplified it. The purchaser of 
gas purchases from the distributor. 

Mr. Nigro. That is right, sir. 

Mr. Arcer. The distributor gets that gas from the pipeline or trans- 
mission facilities. 

Mr. Nicro. Right, sir. 

Mr. Areer. Both of these, you feel very definitely, need regulation ? 
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Mr. Nigro. Yes, sir. 

Mr. Aucrer. The pipeline company purchases from the producer. 

Mr. Nigro. Yes, sir. 

Mr. Auger. Why should the produces be controlled as to price ? 

Mr. Nicro. For this very good reason, sir; that in many instances the 
producer and the pipeline company are one and the same. Now, we 
talk about free enterprise, the reasonable market value. Reasonable 
market value, sir, is when a buyer who doesn’t have to buy meets 
with a seller who doesn’t have to sell. Therefore, here you have a 
producer who is owned by the gas-transportation company. The presi- 
dent of. that company sits down and talks with himself and negotiates 
with himself as to what price he, where he might have a monopoly 
in that field, determines what is going to be the fair market value. 

‘air market value is determined between the buyer and the seller. 
There are no arm’s length dealings there. The real buyer is sitting 
back in Denver or Trinidad, or somepl|: wce in Colorado or wherever 
it may be, and he 3 is under a monopolistic situation, because the trans- 
porter is the only one who produces gas or transports gas to his 
area 

Mr. Aucer. If the gas producer, then, did not own the pipeline, 
would there still be the need for controlling the price of produced 
gas ¢ 

Mr. Niero. If, sir, you did have a true competitive situation. But 
you don’t, for the very same reasons I expressed, there again, about 
it monopoly situation being in existence at the end of the pipeline. 

There is only one pipeline into the area; therefore, the transporter 
is only a middleman. The people at his end must pay the price that 
he charges. 

Mr. Acer. Let’s still follow this line of reasoning, because I am 
using your line of reasoning now. 

Mr. Nicro. Yes. 

Mr. Acer. If we divorce the pipeline owner from the producer, 
and they are bargaining for that gas, would there be need for con- 
trolling the price of the gas? 

Mr. Nic ro. Yes, sir. 

Mr. Acer. Why? 

Mr. Nigro. Because the gas transporter is not a true buyer. He is 
not, in other words, he is not interested. 

Mr. Acer. If he wants the gas, how is he going to get it 

Mr. Nigro. He is going to get this gas, sir. Where else is it going 
to be sold? He can pay any price. He doesn’t have to bargain about 
prices, because he can pass his price along to the real buyer. 

I don’t know if I make myself clear. 

Mr. Arger. Yes: I follow that. Anyone can transfer the costs. 

I do not know whether you are acquainted with last year’s hearings, 
and I am now familiarizing myself with them. Even from there, 
you can see that there is this large percentage—let’s see, this 1s 
New York, I guess, $1.77 goes to distribution, 2314 cents goes to 
transmission, 7.8 cents goes to the producers for the gas. 

Could there be—there apparently is not any doubt in your mind- 
but could it be that gas production and sale is not a monopolistic 
situation? Or if we could show that it was not, would you then feel 
that the price of gas at the wellhead must be ¢ ontrolled 2 
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Mr. Nigro. I may state it this way, sir: I am not for regulation 
just for the purpose of regulation. I am for it only insofar as it is 
of benefit to the-—— 

Mr. Acer. So we can get the lowest price possible to the consumer, 
is that not what you are saying? 

Mr. Niero. Yes, sir. 

Mr. Auger. All right, now. If it can be shown, and I am assuming 
the facts, as you have said, would have to be proven, supposing the 
facts show that the price would be cheaper to the consumer through 
the competition that the producers have, if you will assume that for 
the moment, in the field, as against Federal regulation which sets 
the price, you would then be for dec ontrolling prices at the wellhead ‘ 

Mr. Nicro. Assuming those facts. 

Mr. Acer. Assuming those facts. 

Mr. Nigro. Yes, sir. 

Mr. Acer. Yes. 

Mr. Nigro. And assuming that the antitrust provisions are strictly 
enforced, why, certainly, if there is true competition and no monop- 
oly, there is no necessity for regulation. I subscribe to that principle 
100 percent. 

Mr. Aterr. And you do not necessarily criticize bigness for bigness’ 
sake in business, do you, as, for example, figures that are given rela- 
tive to big producers versus little.producers, as long as they are all 
produc ing competitively ? d 

Mr. Nigro. Sir, ina monopolistic situation, I favor bigness. 

Mr. ALGER. Assuming there is no monopolistic situation / 

Mr. Nicro. I favor bigness because it is more efficient. 

Mr. Acer. Do we have antitrust laws to take care of bigness, 
would you say ? 

Mr. Nicro. They are on the books. 

Mr. Arcer. They need to be practiced, then. 

Mr. Rozerts. Mr. Alger, your time is up. 

Mr. Aterr. Thank you, Mr. Chairman. 

Mr. Nicro. Thank you, Mr. Alger. 

Mr. Rorzerts. Mr. Rhodes? 

Mr. Ruopes. Mr. Nigro, how do you feel about the contention by 
proponents of this legislation that it is needed to encourage explora- 
tion ? 

Mr. Nicro. Sir, | do not believe—and again I am speaking as, not 
an authority—but to my thinking it is not sound, for the reasons that 
the oil and gas industry has more inducements than any other indus- 
try I know of to conduct exploration. They are given tax money to 
go out and explore. 

Many of the folks from our sister State to the south are up in my 
country, spending what they call tax money, and I have represented 
quite a few of them, exploring for gas and oil in virgin fields, sir, 
wildcat fields as we call them. " 

They can amortize, I don’t know if any of them have, but there is 
the emer ‘gency facilities amortization proposition. 

There is the question of depletion, where 27.5 percent allowance is 
given on depletion, which would conceive that that well would be com- 
pletely depleted in 4 years. 

And, as a matter of fact, I was talking to a gas producer just yes- 
terday, and he admitted that he has 20 years on the well. 
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So they have every inducement for exploration. And in addition, 
on the recommendations that I make, I am willing to concede that the 
cost of exploration is a necessary cost of production which should be 
tuken into consider ation in the determination of rates, and that they 
should be given some consideration in rates for gas they did not find 
us well as for gas they did find. 

So I would see nothing in regulation which would in any way 
hamper exploration. 

Mr. Ruopes. Something has been said about experts in the field. 
| presume you know experts, people who have had long experience, 
who share your views in regard to this proposal / 

Mr. Nigro. I do not come here as an expert, but just as a citizen, sir. 

Mr. Ruopes. Well, | am quite sure that you agree with me that even 
the experts are in disagreement on this proposal. 

Mr. Nicro. From my studies, sir, they are in violent disagreement, 
and men, all of whom know a lot more than I do, and just as sincere, 
on this side of the question, too. 

Mr. Ruopes. Mr. Nigro, I want to commend you for what, to me, 
was a very convincing and very clear and excellent statement. Your 
experience may be somewhat limited, but I think your statement was 
just as good and clear as any expert could give. 

Mr. Nigro. Thank you, Mr. Rhodes. I appreciate that. 

Mr. Rogerrs. Dr. Neal? 

Mr. Neau. I have a 

Mr. Roserrs. Mr. Jarman? 

Mr. Jarman. | have no questions. 

Mr. Ropertrs. Mr. Moss? 

Mr. Moss. No questions. 

Mr. Roserts. Mr. Dingell ? 

Mr. Dineen. Thank you, Mr. Chairman. 

I want to compliment you on a very fine statement. 

I note the people of ¢ ‘olorado and the people of the State of Michi- 
gan have a certain community of interest in section 13F and G to 
which you referred in your statement. I was particularly interested 
to note there were no figures in last year’s hearings having to do with 


the gas supplier you mentioned, the pipeline, I believe, Colorado 
Interstate. 


Mr. Niero. Yes, sir. 

Mr. Dineeit. But there are figures dealing with Panhandle Eastern 
Pipe Line Co., which go to the figure of 3 5 trillion cubic feet of re- 
serves. And, of course, if we were to carry the logic in your state- 
ment which you applied to Colorado Interstate, and applied it to our 
supplier, Panhandle Eastern, it would be fair to infer that, on the 
basis of those 3.5 trillion cubic feet, that Panhandle Eastern will de- 
rive a very substantial benefit in changing from the doctrine of the, 
I believe you referred to the Hope case; is that correct ? 

Mr. Niero. That is right, sir. 

Mr. Dinoeii. And, of course, the doctrine which affects our people 
back home, the doctrine of the City of Detroit v. Panhandle Eastern 
and the Federal Power Commission. 

Mr. Nigro. Yes, sir. 

Mr. Dinceit. And in changing from the law as it exists in those two 
cases to the reasonable market price, it necessarily follows that Pan- 
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handle Eastern Pipe Line will derive a very substantial benefit by a 
rating up of these reserves; am I correct ? 

Mr. Nigro. That is right, sir. 

Mr. Dince.u. In fact, the figure that was given to us in committee 
recently, a tentative figure, in regard to Panhandle Eastern was some- 
thing on the order of $30 million being at stake in just this one case; 
and, of course, the city of Chicago and “other parts of the country have 
a similar problem in this regard. 

Now, I also note in this regard that Panhandle Eastern Pipe Line 
Co. had at the time the last gas-bill hearings took place, a request for 
an increase in rates of about $7,134,000. The computed difference 
between field price and cost was some $3 million a year. 

I would be fair in inferring that a fair field price of the last gas bill 
and the reasonable market price of this gas bill would be construed 
to be about the same; am I correct ? 

Mr. Nigro. I think so, sir. 

Mr. DiInGELL. So, it would not be illogical to assume, then, that we 
can expect to start with at least a $3 million a year increase in rates 
back in the State of Michigan on this one section? And your people 
in Colorado would fare similarly. 

Mr. Nicro. It would seem to me that that is correct, sir. 

Mr. Dincett. I also was very interested in your statement, speaking 
now as a member of the commission and charged with regulating these 
matters in your State. You use the utility cost-rate basis where you 
are permitted to regulate, do you not, sir? 

Mr. Niero. We do on some of our utilities; that is, on the electric 

light and power and gas companies; and then, of course, we also 
regulate all utilities, motor carriers, and on that we use a different 
formula, which is the operating-cost method, in other words, operating 
ratio we call it; for each dollar taken in by the carrier we determine 
how much of that dollar is expense, allowable expense, under our 
complicated formula, and we allow him a net difference there that is 
sufficient to maintain his financial integrity. 

Mr. Dincetn. You made a statement at the conclusion of your pre- 
pared statement that I felt was very interesting, and I just want to 
question you on it to stress the importance of that thing. 

Now, you are a regulator, and you have had experience in this busi- 
ness of regulating gas and regulating other public-service companies 
in yourarea. And yousaid this: 


A vote for H. R. 6790 is a vote for higher gas prices and more inflation. 


Is there any question in your mind at all but what section 15F and G 
and the other sections of this bill, particularly 18C, appearing on 
pages 14 and 15, mean higher gas prices to consuming States? 

Mr. Nigro. Sir, that is doe umented. and we are not talking theo- 
retically. I am talking about $33 million that an examiner of the 
Federal Power ( ‘ommission says belongs to the rate payers of Colorado. 

And in order to achieve that $33 million refund, he had to disallow 
fair field price. 

If section 13F as a part of section 4 is to put into operation that 
case, and, taking Mr. Heselton’s figures of $9 million a year, extending 
back to 1954, there is $27 million alone that would have to go to the 
company, and our people would lose $27 million, and I don’t know 
how much more, plus a rate case that is pending right now which 
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counsel for the city of Denver, being present in this room, 
fighting—— 

Mr. Dinceti. Would it also be true that section 13C and D would 
have somewhat similar impact on the rate payers of this country; 
am I correct ? 

Mr. Niero. Yes, sir; it would. 

Mr. Dinceti. I want to go over with you, if I may, one more section 
which I think is of particular interest to your consuming people 
and to mine. This language appears on page 3 of the bill at line 5: 


Transportation of natural gas 


IS 


this ison line 5. 

Mr. Niaro. Yes, sir. 

Mr. DinGety (reading) : 

Transportation of natural gas in interstate commerce means only such trans- 
portation of natural gas in interstate commerce as occurs after the completion 
in or within the vicinity of the field or fields where produced of all production, 
gathering, processing, treating, compressing, and delivering of such natural gas 
into the transportation facilities of a person engaged in transporting, in such 
transportation facilities, natural gas in interstate commerce beyond the vicinity 
of the field or fields where produced. 


Am I correct in my interpretation of that particular section, that it 
means just this: that, until the gas actually hits the entry gate of the 
pipeline transporting in interstate commerce, there will be no Federal 
regulation 4 

Mr. Nigro. That is my understanding, correct, that gathering lines 
are wholly free from regulation. 

Mr. Dinceix. And this means that there is a very substantial hole 
shot in existing regulatory practices by this particular section. 

Mr. Nicro. It would appear so. 

Mr. Dineevn. Particularly in view of the language which appears 
earlier in the bill which precludes local regulatory bodies from hav- 
ing any action at all on gas which is going to go into interstate com 
merce. 

So that we thereby derive a very substantial area of commerce, very 
broadly impacting the ratepayer, where there will be no regulation 
at all; isthat correct ? 

Mr. Nicro. That is right, 

Mr. Dineen. I might go so fi ir as to say this: that this will permit 
pipeline companies and transmission companies to set up a whole series 
of corporations and strawmen to take advantage of this loophole to 
carry it even further than it exists in this bill; am I correct in my 
understanding ? 

Mr. Nicro. Very definitely, sir. That is why we are so opposed to 
that interlocking idea 

Mr. Dincetti. I would like to thank you very much for your appear- 
ance before this committee, and for a very fine statement, sir. 

Mr. Nigro. Thank you, Mr. Dingell. 

The CuarrMan (presiding). Dr. Neal? 

Mr. Neat. I have no questions, thank you, sir. 

The Crarrman. Mr. Loser ? 

Mr. Loser. No questions, Mr. Chairman, thank you. 

Th CuHarrman, I think perhaps at this time I would like to take 
just a minute to clear up the matter that Mr. Bennett brought up a 
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moment ago, although he has observed I am not using any time during 
these hearings because I think the members of the committee ask all 
the conceivable questions that I could have in mind, and therefore 
it is not necesary. 

But since Mr. Bennett brought up this question, I wish you would 
get the bill, if you will, Mr. Nigro—— 

Mr. Niero. Yes, sir. 

The Cuarrman. And turn to page 18. 

In the first place, I would like to see if I could not just pinpoint 
the differences between the principle that the bill expresses, and your 
own opinions as you have expressed them here. 

That is, you feel that the producers of natural gas should be regu- 
lated asa public utility. 

Mr. Nicro. Sir, let me make this part clear: My statement repre- 
sents the official position of the public utilities commission, which is 
a bipartisan commission, and it is the unanimous opinion. 

That refrs to what I have designated as section 13 F. 

Regarding other sections, that is my personal opinion, sir, and 
that does extend to some producers, although I am not much of an 
expert on that. 

The CuarrMan. Then the answer to my question is, “Yes”? 

Mr. Nicro. Yes; personally. 

The CHatrmMan. I interpret the statement which you have read, 
which expresses the views of the commission, to contain the same 
principle. 

Mr. Niero. I believe so. 

The Cuamman. Now, if your philosophy is correct, in other words, 
that is the only way it can be done in the interests of the public, 
that is, the producers, the long lines, the distributors, and those who 
burn the gas, if your principle is correct, that it is to their best inter- 
ests, I think there is a great deal in what you have said. 

But I respectfully say that it would be tragic to the entire industry, 
including the consuming public, to clamp down on producers of this 
country and regulate them as a public utility. 

Now, that pinpoints precisely the question and the difference we 
have here. 

Now, back to the question Mr. Bennett raised on section 5: 

We both observe the first few lines, and then the top of page 19, 
under (b), has to do with the natural gas sold and delivered or to be 
delivered under existing producer contracts, except those that would 
be subject to section 6—which, of course, you are undoubtedly familiar 
with—of the present bill. 

“(i)” under subsection (b) provides that 
all prices which were being paid for such natural gas on June 7, 1954, by reason 
of an order of a reguiatory agency of any State 
will be validated. 

Mr. Niero. Yes, sir. 

The Cuarrman. In view of the fact there is no question about ex- 
cessive prices at that time, they had been approved, and so forth, by 
a State jurisdiction, do you see anything wrong with that provision ? 

Mr. Nicro. Only to this extent, sir: that a State regulatory agency 
may, from time to time, even on its own motion, change those prices 
in accordance with what 
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The Cuarmman. No; I am talking about those as of the date of 
June 7, 1954, when the Phillips decision was handed down. 

Then next: 

(ii) all prices which are payable on the date this subsection takes effect under 
a definite pricing clause of any such contract. 

In other words, during the course of the hearings 2 years ago, most 
everyone who came before this committee objected to the provision of 
the bill, stating that they felt that definite, fixed prices should be 
approved ina contract. The record is very clear on that. 

There was no objection to it during that time, during the course of 
the hearing. So this does precisely what the opponents of the legisla- 
tion 2 years ago claimed should be done. 

Then (iii) is the question Mr. Bennett raised : 

(iii) all prices which were being paid on the date this subsection takes effect 
under an indefinite pricing clause of any such contract. 

In other words, if you have a contract that was entered into, say, 
in 1952, just as an example, and it had an increase within 3 years, 1955, 
and by the operation of an indefinite clause, as an example, the 1952 

rice, say, was 10 cents—that is more realistic than the 30 or 40 cents 
eing used here by some others of the committee, because it is an 
actual fact—say it was 10 cents, and then in 3 years it increased by 1 
cent, which would be 11 cents, and at the date this bill became effec- 
tive the price and the effect. of that contract was 11 cents, then that 
price under this provision would be validated and it would be at 
11 cents. 

Now, if it did have an indefinite pricing clause and in 1959 it. would 
operate to increase the gas, this bill validates the price at 11 cents. 
Then before that producer could get an increased price by the eres 
tion of the indefinite clause, he would have to apply to the Federal 
Power Commission, and the Federal Power Commission would then 
determine whether or not it came within the criteria as established 
in this bill. 

Does the gentleman from Michigan understand that ? 

Mr. Bennerr. Then, Mr. Chairman, it does mean that a price which 
is being paid under an indefinite pricing clause at the time this bill 
goes into effect is frozen and validated, and not subject to any review. 

The CuatrmMan. That is correct. 

Mr. Bennerr. You might have the case you are talking about where 
the increase runs from 10 cents to 11 cents. That is a mild case. 

The CHairman. That is not a mild case. That is the general sit- 
uation. 

Mr. Bennerr. I am not intimately familiar with all these contracts, 
but the indefinite pricing includes the favored-nation clause. That 
is one type of indefinite pricing clause; is it not ? 

The Crarrman. But the point is, under this language that in- 
definite or favored-nation, or whatever it might be, clause, cannot work 
to increase the price to the consumer without its having the approval 
of the Federal Power Commission. 

Mr. Bennerr. In the future. 

The Cuamman. In the future, that is right. 

Mr. Bennerr. But as to the operation of the favored-nation 
clause— 

The Cuatrman. In the past. 
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Mr. Bennerr (continuing). In the past, in which an increase of 
price at the time this bill or prior to the time this bill went into effect— 
that would be invalidated. 

The CuHarrmMan. Would be validated, you mean. 

Mr. Bennerr. Would be validated, even though it served to raise 
the price higher than what the Commission would determine as the 
reasonable market price. 

The Cuatrman. If it is a past action, under that provision of the 
contract it would be validated. But the complaint has been as to what 
would happen in the future, and that complaint has been met, we 
ane and we have tried very diligently to meet it in order to see that 
the Federal Power Commission did have control over clauses of the 
kinds which brought about so much controversy in the last Congress. 

Mr. Bennett. I respect the chairman’s views, and I know the intent 
of the language is intended exactly as he stated it. That is the lan- 
guage. 

But it still is not clear to me, under the language as it appears in the 
bill, that the Commission would, even in the future, have any control 
over these indefinite pricing clauses. 

Will the gentleman explain what part of the bill or the act would 
give the Commission the right to review an indefinite price freeze that 
took place at the time the bill was passed ? 

The CratrmMan. The language I have just read 
all prices which were being paid on the date this subsection takes effect under 
an indefinite pricing clause of any such contract. 

That is the only type of contract that would be validated and, there 
fore, any increases that might occur after that would have to have the 
approval of the Federal Power Commission. 

Well, my 5 minutes have fully expired. 

Mr. Hale, you had: atoenine 

Mr. HALE. Yes. I want to go back, Mr. Nigro, to section 13F on 
page 17. 

What worries you about that section is the situation where the pipe- 
line company purchases from a producing affiliate ¢ 

Mr. Nigro. That is half of it, sir. The other half is the adjective 
criticism that I have of the bill. It is a procedural matter. 1 tried 
to illustrate it by my story on the football game. 

Mr. Hauer. Yes. 

Mr. Nicro. I don’t feel we can take any formula and say this rigid 
formula is the thing that you must apply. We have hada completely 
different change in the climate of opinion from Munn v. ///inois down 
to the P hillips case, and I feel that this hamstrings it. 

I would be just as opposed to a statement in see tion 13F saying that 
the Federal Power Commission may not use fair field price. I ‘think 
you must leave discretion and trust in the Commission. 

Mr. Hare. The caption of section 15F is: 


Allowance of Operating Expenses for Natural Gas Produced, or Purchased From 
an Affiliate, by a Natural-Gas Company. 


Now, section 13F, as I read it, deals entirely with the situation in 
which the pipeline company purchases from an affiliate producer. 

Mr. Nicro. Correct, sir. 

Mr. Har. Then to the extent that you are complaining about pro- 
cedure, you are complaining about another section; are you not / 
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Mr. Nigro. Possibly your conclusion is right on that, sir. IT mean, 
they are sort of intermingled. But it also extends over to other 
sections. 

Mr. Harr. I think you have got your section 13F all mixed up 
here. 

You say, toward the close of the second paragraph on page 3: 
Section 13 (f) would vitiate the opinion of the Supreme Court of the United 
States enumerated— 

I think you mean “enunciated”— 


in Federal Power Commission v. Hope Natural Gas Company. 

Mr. Niero. “Enunciated.’ 

Mr. Hare. Of course, you realize that the Congress is not bound 
by the ere of the Supreme Court. 

Mr. Nicro. No, sir; I fully realize that about the division of powers. 
But what I meant was there, that that was good law because it does 
not restrict it to any formula, and I feel it is the law that the Congress 
stated, its policy. 

Mr. Harr. Let us say it is good law, but I mean the Supreme Court 
decides what the law is, and Congress is supposed to decide what 
the law ought to be, which is quite a ‘different thing. 

Mr. Nicro. Very definitely, sir. 

Mr. Hare. On page 4 of your statement, about 10 lines down, you 
say: 

Section 13 (f) fails to take into consideration the cost of exploration— 

Are you still talking about 13F on page 17? 

Mr. Nicro. Yes, sir. In all instances where I refer to 13 (f), I 
mean 13F, cap “F.” 

Mr. Hate. All I can say is that you make a lot of criticisms of 
section 13 (f) : and if you mean section 13F on page 17, it does not seem 
to me that your criticisms are apposite to that particular section. 

I will not press the point, but I think you ought to review your 
stateme ~s pretty carefully before it goes into the 1 ecord. 

Mr. Nicro. Well, sir, the way we feel on section 13F is because, as 
you point out, it deals primarily with an affiliate, and naturally we 
all look at the situations as they affect us. 

And, as was pointed out here, in our situation, in the Rocky Moun- 
tain region, our supplier produces over 60 percent of —— 

Mr. Harr. When you say “affects us,” who do you mean by “us”? 

Mr. Niero. The Rocky Mountain region, Colorado primarily, and 
our 

Mr. Hare. You mean to say that Colorado is served a BY a pipeline 
company which purchases from its affiliate producer- 

Mr. Nigro. Over 60 percent, sir. And that is why s section 13F has 
the most impact upon us. 

Mr. Hauer. That is all right. Obviously, when there is not arm’s 
length bargaining, when the pipeline company does buy from an 
affiliate producer, the policy of the law should certainly recognize 
that there is a situation involving possible injustice to the consumer, 
which would require special consideration on the part of a legislative 
body. 

Mr. JARMAN (presiding). Mr. Macdonald. 

Mr. Macponatp. I just have one question. 
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Have you noticed in the Colorado section, the Rocky Mountain sec 
tion, which I know of my own knowledge is true in the New England 
section, that when the price of natural gas goes up, the fuel prices 
need for oil, fuel oil, also go up? 

Mr. Nicro. I can say that I noticed that asa feeling. I have not 
made a . definite study of that. But it seems that these prices all do 
run along the same line. There is not the competition I would like 
to see. 

Mr. Macpvonarp. In New England, at least, fuel oil and natural gas 
are in competition for customers, and it has been our experience that 
when a rate increase is granted and the price of natural gas goes up, 
say, 3 cents, that by some miracle the fuel oil people also need an 
increase of about 21% cents. 

And I was wondering if that was true in Colorado. 

Mr. Nicro. I cannot state it authoritatively, but I believe it is. 

Of course, the producers of fuel oil and of natural gas may be one 
and the same, again. 

Mr. Macponatp. And, therefore, you agree with me that even in 
the section around your area, as in New England—Maine has not 
natural gas as yet, although I believe there is a pipeline being laid 
there, Mr. Hale’s home State—but actually, the price of fuel “oil is 
being competitive with natural gas, one affects the other; so that the 
consumer, no matter which fuel he uses, in the end pays a little more 
for it ? 

Mr. Niero. Correct, sir. 

Mr. Macponatp. Thank you very much. 

I have no further questions. 

Mr. Jarman. Mr. Heselton ? 

Mr. Heseiron. Some of the questions and answers lead me to ask 
you to tell us something about your opinion on a further point, more 
particularly including the questions just asked you now by Mr. Hale. 

In section 13C and throughout the proposed legislation, you will 
find the words “reasonable market price.” You are familiar with 
that ? 

Mr. Niero. Yes, sir. 

Mr. Hesetron. When you get down to subsection (4) on page 15, 
there is this language: 

The reasonable market price is not necessarily the price of the last sale, the 
highest price, the lowest price, the weighted highest price, the average field 
price, or other price arrived at by the mechanical application of a single criterion. 
Instead, it is a price which the Commission, exercising its judgment and dis- 
cretion in weighing, among other things directly relevant to the issue, all factors 
enumerated above, determines is the reasonable market price. 

Do you not agree that that leaves it flatly to the Commission to deter- 
mine what a reasonable market price is, if it can ? 

Mr. Nicro. Not entirely, Mr. Heselton. That section gave me a 
lot of trouble, because it is referred to in section 13F. 

I think there has been a studied effort on the part of the drafters of 
this bill to incorporate in there all sorts of protections for the con- 
sumers, and still maintain this principle of free enterprise that they 
advocate. 

But I feel that the Commission, as it now exists, has discretionary 


powers. 
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Now, this act, the acts of Congress, must have some meaning and 
must be passed with some intent. This is not merely declaratory of 
their powers, because you have no Federal common law. 

Therefore, this Congress, in passing such an act, must mean to 
derogate from those powers; and when they use “reasonable” or “fair 
field price,” as is contained in section 13F, they are simply telling the 
Commission, “You may use your judgment as long as it is fair field 


price.” 
Mr. ee That is what I mean. 
Mr. Nigro. And “fair field price”’—I mean, they tell them to go 


ahead and use their judgment, but they hamstring them in telling 
them what their judgment shall be. 

Mr. Hesevron. And the fair field price is the last price or the seller’s 
market, the highest price that has been most recently paid for the 
seers itd in the market ? 

Mr. Nicro. We are fearful, sir, that you cannot even determine fair 
field price in these paeapahen situ tions we talk about. 

Mr. Hersevron. That is my next question. 

When you get down to that, is there any way to challenge that sue 
cessfully that you can foresee, except in terms of establishing that the 
price was set by someone who was actually under some compulsion 
to sell, or someone who was under a compulsion to buy ¢ 

In aioe - words, the element of a free market between free agents 

‘annot a ibly enter into the picture in terms of the facts as we 
baoe them to exist, particularly with reference to Mr. Hale’s question 
and with reference to your Colorado case, where the purchase may be 
said to be at arm’s length, but is with an affiliate which controls, | 
think the percentage was, 63 or something better than 63 percent of 
the reserves. 

Mr. Nigro. Our conviction is that under the actual conditions, de- 
spite the provisions of this bill, that these provisions are wholly illu- 

sory. SO far as protec tion to the consumer is concerned. 

Mr. Hesevrox. Would it be your opinion that if this bill were to 
become law, it would negative the decision which has been reached in 
the Colorado case by the examiner ? 

Mr. Niero. It very definitely would, sit 

Mr. Hesevron. That is all. 

Thank you. 

The Cramman (presiding). Ma. Dingell, any further questions ¢ 

Mr. Dincent. No further questions, Mr. Chairman, thank you. 

The Cuairman. Mr. Loser, any further questions ? 

Mr. Loser. Nothing further, Mr. Chairman. 

The Cuatrrman. Mr. Jarman / 

Mr. Jarman. No further questions. 

The CHAtrMAN. Let me, on behalf of the committee, thank you very 
much, Mr. Nigro, for your appearance here and your testimony in 
behalf of your Governor and your commission. 

Mr. Nicro. I again want to thank the chairman and the committee 
for their fine courtesy, sir. 

Thank you. 

The Cuamman. I think, in view of the situation, we might as well 
adjourn. 
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The Chair would like to make this statement: that he feels, under 
the procedure that was originally outlined to do justice to those who 
are public officials, and have public duties to perform back home, thai 
we must proceed accordingly here. 

We have the speaker of the House of Representatives of the State of 
Tennessee, representing both the chairman of the public service com- 
mission and the general counsel. We will take Mr. Bomar when we 
reconvene at 2 o’clock this afternoon. 

Following Mr. Bomar’s testimony, we have two mayors who are 
here from Wisconsin, the mayor of Milwaukee aud the mayor of 
Akron, who are very desirous of getting back to their work, and they do 
have public functions that they must t: rake care of. It will be my pur- 
pose to hear both of these mayors this afternoon. 

If we cannot conclude in time with them to give them an oppor- 
tunity to present their statements, we are going to hold a late session 
until we can give them that opportunity. 

Mr. Hesevron. Mr. Chairman, may I ask a question for clarifica- 
tion ? 

The CHarrman. Yes, Mr. Heselton. 

Mr. Hesevron. You asked me about the program. I believe there 
are two billsup. You said we would meet at 2 o'clock. 

I assume you will meet if the House is in general debate, but not 
if the bill is being read. 

The Cuarrman. Yes. Off the record. 

(Discussion off the record.) 

The CHatrmMan. The committee will adjourn until 2 o'clock. 

(Whereupon, at 12 o’clock noon, the committee adjourned, to re- 
convene at 2 p. m., of the same day. ) 


AFTERNOON* SESSION 


The Cuamman. The committee will come to order. 

At this point in the record I have a statement, and it is requested 
to be included in the record, from Mr. Kent H. Brown, counsel for 
the Public Service Commission of the State of New York. The state- 
ment is of the public service commission and it will be filed in the 
record at this point. 

(The document is as follows:) 


STATEMENT OF THE PuRLIC SERVICE COMMISSION OF THE STAT# or NEW YorkK IN 
OPPOSITION TO H. R. 6790 aAnp 6791 To AMEND THE NATURAL GAS ACT, AND FOR 
OTHER PURPOSES 


On behalf of New York State’s millions of consumers of billions of cubic feet 
of natural gas, most of which is supplied by interstate pipelines from the South 
and the Southwest, the Public Service Commission of the State of New York 
opposes the enactment of H. R. 6790 or H. R. 6791, identical measures which 
would relieve natural-gas producers of effective price regulation and hence sub- 
ject consumers to unwarranted price increases for this essential product. 

On two previous occasions this commission has registered its views with re- 
spect to the problems to which these measures and this statement are addressed 
(see statement by Commissioner Mylott before the House Committee on Inter- 
state and Foreign Commerce on April 28, 1955, with reference to H. R. 4560, 
84th Cong., Ist sess.: and statement of December 30, 1955, submitted to the 
Senate Committee on Interstate and Foreign Commerce with reference to S 
1853, the Senate counterpart thereof). Our fundamental position remains un 
changed; namely, we are not opposed in principle to legislation which would 
simplify or prescribe different procedures for the regulation of the production 
and sale of natural gas destined for interstate markets, provided that such 
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legislation does not alter or undermine the basic purposes of the Natural Gas 
Act which was designed and enacted for the protection of the ultimate consumer. 
It is because we think that these measures do violence to this fundamental de- 
sign that we oppose them. 


1. THE PRESCRIBED REASONABLE MARKET PRICE STANDARD 


The bill would substitute reasonable market price for the presently prescribed 
just and reasonable standard for determining the propriety of the charges pro- 
ducers may exact from the pipeline companies for their product. However reason- 
able in connotation, the new standard represents a snare and a delusion. Since 
the advent of the interstate pipelines with their virtually insatiable demands for 
increased quantities of gas, there has not been and there is no prospect of any- 
thing like a reasonable market in which the free enterplay of competitive forces 
may operate. It has been strictly a seller’s market. It will continue to be for 
the foreseeable future. Under such circumstances the only effective lever avail- 
able to the FPC, by which the interests of the consumer and the producer may 
be balanced, is the consideration of the cost of production and gathering of the 
gas. For obvious reasons, the producers and producer interests have fought to the 
last ditch against disclosure of their costs of production. By this bill, FPC 
consideration of such data would be prohibited. Without this lever the FPC 
would be relegated to the position of a mere recorder of prices as they are driven 
upward in a seller’s market, in a manner totally unrelated to any need by the 
producer for increased revenues. 

It has been suggested that the measure be amended to permit FPC consideration 
of cost of production data. We insist it should remain required to do so. 


2. ESCALATION CLAUSES 


So long as the insidious escalation clauses, which are contained in most of the 
existing long-term contracts by which natural-gas reserves are committed to the 
interstate market for the next 15 to 20 years, are allowed to remain in effect and 
to operate in accordance with their terms, there can never be a reasonable market 
in which a fair price standard can be established. 

These clauses—interrelated and encompassing entire fields, districts and even 
larger areas—have in the past prevented the free interplay of economic forces in 
the market. They have afforded the means by which field prices may be and in 
many instances have been rigged, uniformly for the benefit of all suppliers and 
uniformly upward, never downward. It is for this reason that to date the going 
price in the field could never be deemed a fair field price. For precisely the same 
reason, prices to be established under the new standard contained in this bill can 
never be a reflection of a reasonable market price, since in most instances, the 
highest price, the lowest price, the weighted highest price, and the average field 
price (the guideposts the bill suggests), will always be the products of an arti- 
ficially established price floor and nearly always the same. 

With respect to new contracts, the bill expressly invalidates some of the more 
vicious of these price-rigging, contractual devices—which is fine as far as it goes. 
However, alternative ingenuous devisings of the same nature may only be in- 
validated under the bill if demonstrated to be contrary to the public interest and 
after—long after—the price havoc they may occasion has been wrought in par- 
ticular areas. 

With respect to existing contracts such clauses are to remain in effect, subject 
to evaluation only on the occasion of price rises occasioned thereby, under the 
“reasonable market price” standard prescribed by the bill. Such an evaluation 
involves a complete contradiction: the propriety of the new price occasioned by 
the operation of the escalation clauses is to be ascertained by reference to the 
situation pricewise in the market where the same or similar clauses are at work 
and which they dominate completely. 

Kither all such clauses should be invalidated or, at least, present prerogatives 
of the FPC, by which the effects of such clauses have been somewhat tempered, 
should be retained; i. e., individual rate filings, the power to suspend, the power 
to investigate, the power to compel continuity of supply pending investigation. 


3. DEFINITE PRICING CLAUSES 
The bill would give carte blanche approval to the operation of definite pricing 


clauses (viz, step escalation) in new contracts if they (@) escape detection or 
protest on initial filing or (0) once hurdle the reasonable-market-price test. In 
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either event, price increases occasioned thereby “shall not thereafter be subject 
to commission jurisdiction.” 

Such clauses in existing contracts which are not the subject of pending FPC 
proceedings are to be blessed completely; those involved in such pending pro- 
ceedings are to be subjected only once to the reasonable-market-price test. 

Until very recently such clauses followed the customary pattern of providing 
for price increases measured in terms of mills per thousand cubic feet at pre- 
scribed future intervals throughout the term of contract. Recently we have seen 
examples of similar clauses calling for repeated increases measured: in cents per 
thousand cubic feet. (Each penny increase per thousand cubic feet adds $2,378 
million to the value of the Nation’s proved reserves as of December 31, 1956.) 
If this bill is enacted, many of the latter will be removed from any regulatory 
restraint whatever. Others will be made the subject of FPC determinations, 
ostensibly involving comparisons of the progressive future increases with the 

“reasonable market price.” This necessarily involves the exercise of prog- 
nosticative faculties, with respect to the market, with which we do not believe 
the FPC or any other agency is blessed. 

We insist that each producer price increase, no matter how or when occa- 
sioned—excepting only the customary gathering tax escalations—should be sub- 
ject to review by the FPC under its presently prescribed prerogatives. 

We urge that the bills be defeated. 

The CuarrMan. May I inquire, is Mayor Zeidler still here ? 

Is Mayor Berg still here? Will you come around, Mayor? 

Mr. Dineett. Mr. Chairman, m: iy IL ask of the chairman how long 
you intend to hold hearings tonight ? 

The Cuarrman. I announced earlier today that Mayor Zeidler from 
Milwaukee was here, and Mayor Berg from Akron, Ohio, was here, 
both of whom had urgent duties in their respective work back in their 
home ¢ ities, and that I would make every effort to accommodate them, 
recognizing that they do have a public ‘duty to perform, and IT think 
they are entitled to that consideration. 

Mr. Hesevron. May I inquire as to what the program is for the rest 
of the week ? 

The Cratrman. The program is tomorrow to start with the mayors 
who will be here, starting with the mayor of Philadelphia, and others 
will follow. 

Since this week is taken up by the opposition, and last week by 
the proponents, I felt it was only fair to give them a chance to come 
back next week, and then the following week those that we don’t 
hear this week in opposition will also be given a further opportunity 
to be heard. 

( Discussion off the record. ) 


STATEMENT OF LEO A. BERG, MAYOR OF THE CITY OF AKRON, OHIO 


Mr. Berc. Mr. Chairman, I would like to express my appreciation 
to the chairman for making it possible that I might testify. 

As you recognize, sometimes it is impossible for us mayors to stay 
too long aw: iy from our cities, and certainly that is the condition 
with me. I should have been back to my city last night. 

However, I do hope to catch an 8 o’e ‘lock pl: ine out this evening and 
be in my city at midnight. 

The CHatrman. We appreciate your situation, Mr. Berg, and for 
that reason we want to accommodate you. 

Mr. Bere. Thank you, Mr. Chairman. 

My name is Leo A. Berg. I am here as the mayor of the city of 
Akron, an Ohio city of approximately 300,000 population. 
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Akron enjoys excellent service and favorable rates at the hands of 
the East Ohio Gas Co., a well-managed gas-distribution company. 
Intensive use of gas in this densely populated and highly indus- 
trialized area of Ohio makes possible a very low distr ibution cost. 

I have been 2 businessman throughout my life. My experience in 
government has been limited to serving as a councilman and as mayor 
of the city of Akron. Being neither a rate engineer nor a utility 
lawyer, I make no claims to be an expert of any sort. 

Let. me say at the outset that, although I take strong exception to 
several features of this bill, I do not mean to attribute any improper 
motive whatever to its sponsors and supporters. I hope I will not be 
understood as doing anything but arguing this bill upon its merits. 

It would be carrying coals to Neweastle to go back over the ancestral 
history of this legislation before this committee, but I do wish to make 
a single excursion back to the Natural Gas Act of 1948 and to the 
famous P hillips Petroleum case of 1954. 

In its opinion in that case, the Supreme Court eneee out that the 
overriding congressional purpose in passing the Natural Gas Act was 
to plug the gap in the regulation of natural-gas companies that re- 
sulted from judicial decisions prohibiting, on “Federal constitutional 
grounds, State regulation of many of the interstate aspects of the 
natural-gas business. 

The effect of this bill is once again to unplug that gap, or, at least, 
to leave a very loose stopper in it indeed. ‘The net icxeavesiong I have 
of the bill is that it largely rejects and withdraws effective Federal 
regulation from an area in which the States cannot regulate. 

This being so, two harmful effects will follow: 

(1) Gas consumers will be adversely affected, for long experience 
has shown that the captive customers of utility-type businesses can 
be protected only by governmental controls. 

(2) A legal no-man’s-land will result, in which uncertainty and 
litigation will flourish for some years to come. 

I wish to give my reasons for saying that the bill largely withdraws 
effective Federal regulation from the area which lies beyond the reach 
of State regulation. 

The bill begins by exempting from regulation under the Natural 
Gas Act the sale and transportation of natural gas in or within the 
vicinity of the fields where produced, and persons engaged therein, 
except only that producer contracts may be regulated. Simplifying 
greatly, the regulation of producer contracts is limited to the fol- 
lowing : 

(1) Four pernicious types of pricing clauses are outlawed ; 

(2) Under certain circumstances the Federal Power Commission 
is authorized to fix the reasonable market price of gas delivered under 
producer contracts. 

With regard to the authority granted the Federal Power Commis- 
sion to fix a reasonable market price, the provisions of the bill are 
wholly unrealistic. Section 13C of the bill which undertakes to set 
up certain standards of price determination, begins with the extraor- 
dinary direction that the Commission shall not consider costs. 

‘To me, this is like something out of Alice in Wonderland. I cannot 
conceive either how or why reasonable market price should be utterly 
divorced from the primary and basic factor of cost. 
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The bill requires that the Commission shall consider certain other 
matters which offer no firm basis or, indeed, any basis at all for 
arriving at a reasonable market price in dollars ‘and cents. 

The bill offers no starting point any more fixed than that famous 
legal description which had as its beginning point a jay bird sitting on 
a rail fense. 

The only part of section 13C which seems to have any connection 
with dollars and cents is the direction that: 

The Commission shall consider the current level of other contracts in the same 
field and under other contracts in other fields and areas which contain terms and 
provisions generally comparable to those in the contract under review. 

To my mind, this amounts to saying that the current field price is 
the reasonable market price, and the reasonable market price is the 
current field price. If this is not so, then the bill leaves the fixing of 
reasonable market price to the uncontrolled discretion of the F ederal 
Power Commission. 

The country has become dependent upon its natural gas supply. 
More than 25 percent of the domestic and industrial need for fuel is 
now supplied by gas. It is highly important to our national economy, 
to national defense, and to the personal welfare of our citizens that 
the price of natural gas should be adequately controlled. 

This bill declares that gas is a commodity, but the fact is that it 
resembles few other commodities. The furnace in my home in Akron 
is continuously connected through hundreds of miles of pipe to well- 
heads in Texas or Oklahoma or elsewhere. 

I have no choice but to take the gas that comes through the pipe 
and pay the price for which I am billed. I cannot elect to take gas 
from a field where prices are lower. I cannot buy my gas supply from 
another company. I am a captive customer. The only way I can be 
assured of a fair price is by adequate Government regulation. Regu- 
lation that fails to regulate at all points along the line is no regulation 
at all. 

The principal argument that I have heard for the bill is that it will 
encourage exploration for additional reserves of gas. This is a pur- 
pose that the Federal Power Commission should properly consider in 
fixing a reasonable market price for gas, but it is not a valid argument 
for relaxing Federal regulation. 

Nonregulation does not increase the total supply of gas. Known or 
unknown, there is only so much gas in the ground. Since we know 
that our supply will ultimately be exhausted, our purpose should be 
to conserve what remains. Nonregulation will not conserve the re 
maining supply. 

Nonregulation will not increase the rate of discovery. The rate of 
discovery has always been closely tied in with the intensity of the 
search for oil. I don’t know how authoritative the report may be, 
but I have recently heard that during the past year more gas was 
discovered than in any prior year in our history. 

If there is any connection between field gas prices and the rate of 
discovery, I would expect gas- producing companies to be very careful 
about discovering new gas supplies. It should be pointed out here 
that the 2714 percent depletion allowance provided under tax law 
should furnish the gas industry with a very considerable incentive for 
exploration, 
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In any event, I regard as completely misleading any claim that the 
need for encouraging exploration is a reason for exemption from 
regulation. 

I have also heard it said in support of the proposed bill that the 
Federal Power Commission is faced with an almost impossible admin- 
istrative task in performing the job of regulation that the Phillips 
decision required it to undertake. 

I am not convinced that this is so. The minority report of this 
committee on H. R. 6645, June 28, 1955, stated that 85 percent of all 
the natural gas sold i in interstate commerce is produced by Jess than 
100 companie: and that one-third of 
this supply is Sermiahed by 7 companies. These figures do not indi- 
cate any impossibility of regulation. 

mm objec tions to the bill may therefore be summarized as follows: 

It abdicates Government responsibility and relaxes regulation in 
an area where State regulation cannot operate. 

2. Uncertainty and legal confusion will result. 

3. Adequate standards of price regulation are not prescribed. 

t. Because the gas consumer is a captive customer, only utility- 
ty pe regulation will protect the public interest. 

The exemption from regulation provided by this bill will not 
sees the supply of gas and is not needed to encourage exploration. 

6. Proper regulation under existing law offers no administrative 
impossibilities and will serve every declared purpose of the proposed 
act. 

My duty to the people of the city of Akron requires me to enter 
the strongest possible objection to the enactment of this bill. 

The Cuamrman. Mr. Mayor, I want to thank you for a very fine 
and fair statement that you have presented here, in expressing your 
views on this subject. 

Any questions? Mr. Flynt? 

Mr. Fryntr. Thank you, Mr. Chairman. I too want to aay 
late you for your statement. We appreciate your candor, and we 
thank you for giving us the benefits of your thoughts on this very 
important and highly controversial subject. 

I note in reading certain charts which appear in the printed report 
of the hearing on this bill at the last session of Congress, that you 
and the citizens of Akron are indeed fortunate in having one of the 
best systems of natural gas distribution that it has been my oppor- 
tunity to observe either directly or through reference to charts, facts, 
and figures. 

The last figures we have pertaining to the average cost for all 
gas used by residential customers in ae was 59.6 cents per thou- 
sand cubic feet. Are you prepared to say whether that figure has 
increased or decreased since that chart was supplied to us last year ? 

Mr. Bera. Just recently, last year in August, the East Ohio Gas 
Co. received, through franchise for ordinance, a contract with the city 
of Akron of exactly a 514-cent increase. 

Mr. Fiynt. That would make it right at 65 cents, or 65.1 cents? 

Mr. Bera. Yes. I think if you would take into account the mini- 
mum charge, that undoubtedly that would result in about an average 
of 68 cents. 
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Mr. Fiynv. I certainly want to say that if you and the City Council 
of Akron have played any substantial part in keeping this cost to the 
minimum that you have, you are certainly entitled to the thanks of 
those citizens. 

I just want to compare for the record, and for your information, 
the cost of the citizens of Providence, R. I. The cost at wellhead for 
the gas supplied to the citizens of Akron is 11.4 cents. The cost ni 
the gas which goes to Providence is 1.3 cents cheaper than the ga 
that you use. The gas that goes to Providence is bought in the field 
for 10.1 cents per thousand cubic feet, and yet the cost in Providence 
compared with the figures which we had of 59.6 cents per thousand 
cubie feet, which I believe you say is now 65.1 or 65 cents, the cost to 
the citizens in Providence, R. L., was $3.64 per thousand compared 
with the 60 cents paid by the citizens of your city. 

The distribution cost, exclusive of the cost of the gas in the field 
and the cost of transmission, the distribution cost alone in Providence 
was $3.11 per thousand compared with 25 cents per thousand in Akron, 
which shows a difference of some 10 to 12 times the cost which is re- 
quired for distribution in your city. 

I just wonder if, in an effort to keep the net cost to the consumer 
at an absolute minimum everywhere, you would be willing to go so 
far as to say that you would favor n: itionwide control of distribution 
cost by the Federal Power Commission as well as regulation at the 
field or the wellhead. 

Mr. Bera. I would, only in qualified instances where, in the absence 
of both Federal and State regulation, it is not adequate to control it, 
but only in those instances, I would. 

Mr. Fiynv. If the cost factor were taken into consideration and 
the cost of production or the cost at the field should be weighted and 
averaged and the net result would be an increase in the cost of gas at 
the field that goes into the pipeline which serves your city, do you 
think that the interests of — consumer groups and the citizens of 
your city would be protected by any system of public-utility-type 
regulation which might result tet an increase? 

Mr. Bere. I don’t believe I quite understand that. Let me ask you 
the question and see if Lam correct. If we were to weight the average 
cost of all of the gas that goes into our pipeline that ultimately ends 
in our consumer cost, would we take that into account? 

Mr. Frynr. If it resulted in an increase to the people of Akron, 
would you still favor it ? 

Mr. Bere. We have always taken this position and I, personally, 
being in business, I think the customer interest is always served best 
when all parties to the formulation, the delivery of whatever it may 
be, make a reasonable and just profit so that he can continuously 
remain in business and supply that particular item or items to him. 

Mr. Fuynr. And at the same time keep his customers and their 
good will. 

Mr. Bere. No question about it. Iam sure that you cannot separate 
any of them. 

Mr. Friynv. But my question was more directed toward this: If 
placing the control and regulation of producers and gatherers of natu- 
ral gas under a public-utility type of regulation and control, if that 
type of control resulted in a direct increase to the citizens of Akron, 
would you still favor it ? 
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Mr. Bere. Very definitely, because it would be based upon a realistic 
formula of pricing which would be cost and utility type. Iam certain 
that, if it indicated that there was a need for an increase, | would cer- 
tainly go along with that increase. 

Mr. Fiynv. Do you think that the Federal control and eae 
by the Federal Power Commission should go only to the city gate, o 
should it go all the way and embrace complete control and amb 
regulation of all three segments of the natural-gas industry / 

Mr. Bere. I think Federal control is primar ily designed because of 
absence of control elsewhere. Whereas the city counc ‘ils of the respec- 
tive cities effectively control certain utility matters, and whereas the 
State of Ohio controls it even though we do quarrel in many instances 
with the formula, I can so state that the utility companies of Ohio, 
under Ohio’s regulation, are the best cows in the pasture. 

Mr. Fiynvr. Are you saying that we ought to have a regulation just 
for regulation’s sake ? 

Mr. Bere. Oh, definitely not. Regulation is only for the protection 
of the people of the United States. 

Mr. Fiynv. Then why, if we are going to have regulation of 2 
segments of the natural-gas industry by the Federal oe 
why not go all the way and let the Federal Power Commission and 
the Federal Government regulate all 3 

Mr. Bere. Frankly, I wouldn't see any objection. I am sure that 
it would save the taxpayers of the city of Akron thousands upon thou- 
sands of dollars. Through charter amendment some years ago, the 
people of Akron set up a utilities department with proper st: uff, and 
probably one of the finest utility men in the country as its director, 
in order to protect their interests. That office is directly attached to 
the chief administrator, who is the mayor of the city of Akron. 

Mr. Fuynr. Thank you, Mr. Berg. I have no further questions. 

The Cuarrman. Mr. Heselton ¢ 

Mr. Hesetron. Mr. Mayor, you testified in 1955. How long have 
you been mayor of Akron ¢ 

Mr. Bere. I am serving my second term. I have been with city 
government 10 years in the city of Akron. 

Mr. Hesevvon. Ten years before you were mayor ? 

Mr. Bere. Six years | served 1 in ¢ ity council and four years as mayor. 
This is my second term. It isa 2-year term. 

Mr. Hesevron. In running over your statement in 1955, L notice you 
quoted a rather strong editorial ‘from the Akron Beacon Journal. 
You stated that the owner was Mr. John S. Knight, who followed 
political philosophy from the other side of the fence, but that it did 
not detract from the views he expressed. 

Mr. Dincen. Did he say Mr. Knight was on the other side ? 

Mr. Bere. Tama Democrat, and he isa Republican. 

Mr. Dincew. I just want to make sure nobody says John S. Knight 
is a Democrat. 

Mr. Hesevron. I do want to compliment you and join with my 
chairman in stating you have made a concise and forceful statement 
in representing so many people. I take it that Akron has a very 
high natural-gas-user population. 

Mr. Bere. There are many, many factors here that can’t entirely 
be attributed to the efficiency of the gas company. 
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Mr. Hesevron. You have a great many users ? 

Mr. Bere. That’s right. We have half as many users as the entire 
State of Tennessee within our community, and the cost of distribution 
naturally, as a unit, is very, very low when you have that. 

Mr. Hesevron. I think you have stated your objections very well. 
I wondered if you had any comment or have had an opportunity to 
examine the two amendments suggested by Mr. Kendall at the outset 
of this hearing to the proposed bill. 

Mr. Bere. I would say that they would contribute entirely nothing 
to the bill. 

Mr. Heseiron. You do not think they would help? 

Mr. Bere. No. If they were mandatory, they might contribute 
something. 

Mr. Heseri.n. You are against the bill, even if it is amended. 1 
take it, then, that you are of the opinion that the present act, as it is, 
is satisfactory in terms of necessary protection of natural-gas users ? 

Mr. Bera. Yes, and I, in turn, likewise make that statement, that 
certainly I think it would be a calamity to even take the protection 
of that act away from the producer. 

Mr. Hesevron. Thank you, Mr. Berg. 

The Crzatrman. Mr. Dingell ? 

Mr. Dincetxt. Thank you, Mr. Chairman. 

I was interested in your colloquy with my good friend and col- 
league, Mr. Flynt, of Georgia, and I believe the colloquy had to do 
with the problem of regulation, and where it should begin and where 
it should end, Mr. Berg. 

I would like to go into this business of regulation. 

Let’s say that you have the best regulatory agency in the State to 
regulate distribution, and let’s say that you have the very best regula- 
tion possible of your pipeline companies by the Feder al Power Com- 
mission, I mean, that allows a fair return but makes sure that the 
consumer gets, at the same time, a fair and reasonable and just price. 

But let’s say you don’t regulate that gas at the wellhead, and let’s 
say that you don’t regulate it in the vicinity of the field either by 
State or by Federal action. 

What is going to happen to the consumer in your city or in my 
city of Detroit? 

Mr. Bera. There is no question but what it would mean a consid- 
erable increase. There would be no other alternative, because under 
our regulation costs are the factor. 

Mr. Dineen. Let’s say that you then have a form of regulation 
at the wellhead where costs cannot be considered by the Federal 
Power Commission in the course of its deliberations and in the course 
of its regulation; what is going to happen to the consumer in your 
city and in my city? 

Mr. Bera. In the first place, I would say that regulation of that 
type borders somewhat on the brink of fantasy, and certainly, where 
cost have no relationship, it just isn’t any regulation. The bench- 
marks are removed. 

Mr. Drncetx. As a matter of fact that is a rather dangerous form 
of regulation, because it may even strike against the oil company and 
against the producer; isn’t that a fact ? 
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Mr. Brera. It could, yes; because sometimes we are granted privi- 
leges that we sometimes abuse, and those abuses bring about destruc- 
tion. 

Mr. Dincei. Let’s go into this business of distribution and this 
business of gathering gas. Your consumers are by-and-large captive 
consumers; isn’t that right ? ? 

Mr. Bera. There is no question about it. 

Mr. Dinceiyi. They have expended substantial sums of money. 

Mr. Bera. I would say that the average investment by our 117,000 
consumers, which are all captive, would range somewhere between 
$1,500 and $2,500. In my own position my furnace, alone, cost me 
some $1,800, 

Mr. Dincei. Let’s take a pipeline company that is regulated. 
This pipeline company is in a position to go into a gasfield and to pay 
whatever it has to pay to get gas and gas reserves, because it can 
pass that on to the consumer in the end and still be guaranteed, under 
Federal regulation, a fair rate of return; isn’t that right? 

Mr. Bere. There is no question about it, and I think justifiably. I 
think that it is our duty, likewise, to keep the producer healthy so 
that he can supply whatever the product may be, whether it is gas or 
whether it would be any product that affects the public interest. 

I think we have a direct responsibility, as Government officials and 
city o:ficials, to protect the producer as well as the distributor and the 
consumer. 

Mr. Dinceiu. I want to thank you very much, Mr. Mayor, for a 
very fine statement. 

Thank you, Mr. Chairman. 

The Cnatrman. Mr. Younger ? 

Mr. Youncrr. No questions. 

The Cnairman. Mr. O'Hara? 

Mr. O'Hara. Mr. Mayor, I regret that I had to respond to the 
demands of my office and sign some mail, but I have been in your 
very beautiful city. I have been buying Firestone and Goodrich 
tires for practically all my lifetime that T have been driving a car. 
In fact, I consider them the two great tiremakers of the country. 

Do you think they ought to be regulated because they are a couple 
of big ones? 

Mr. Bere. I don’t think you can quite classify that type of enter- 
prise. I think there are many manufacturers throughout the United 
States that make tires, and Goodyear not only Akron, but probably 
in 27 other States manufactures that same tire under the name of 
(soodyear. 

Mr. O'Hara. If you go to buy a car, I buy either a General Motors 
product or a Chrysler product or a Ford product. The sources are 
rather limited, but I don’t think they ought to be regulated, either, 
do you? 

Mr. Bere. IT think it just depends on how broadly you apply regu- 
lation. I think you and I are always regulated, even to the traffic light 
on the corner. We are regulated for our own safety and protection. 

Mr. O’Hara. All of us at times resent regulation, don’t we? 

Mr. Bere. No question about it. We abhor it, but it is absolutely 


necessary. 
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Mr. O’Hara. Thank you, Mr. Mayor. 

The Cuatrman. Mr. Mayor, again, let me thank you for your very 
fine statement in presenting your views. It certainly shows that you 
have given a great deal of thought and study to this subject, and I 
might. say, to this bill. 

Mr. Bere. Thank you. 

The CuarrMan. I want to compliment you. 

Mr. Bere. Of course the credit always goes to a good staff, your 
Honor. 

The Cuarrman. And it shows the efficiency of the mayor of Akron. 

Mr. Bere. Thank you. 

The Crarrman. Thank you very much. 

Mayor Zeidler, of Milwaukee, had to leave to make a 4 o'clock 
reservation. I regret we were unable to get to him before he had 
to go. He has asked that his statement be included in the record, and 
it will be received at this point. 

(The statement of Mayor Frank P. Zeidler, of Milwaukee, above 
referred to, is as follows :) 


STATEMENT OF MAyor FRANK P, ZEIDLER, OF MILWAUKEE, WIS., IN OPPOSITION 
To LEGISLATION To AMEND THE NATURAL Gas Act so As To WEAKEN THE 
EFFECT OF FEDERAL REGULATION ON NATURAL GAS SALES IN INTERSTATE 
Com MERCE—H. R. 6790 


My name is Frank P. Zeidler. I am the present mayor of the city of Milwau- 
kee, Wis. I have held this post since April 1948. 

I am registering in opposition to the proposal before the Congress embodied in 
hill H. R. 6790 which would make ineffective the regulation of the sales of natural 
gas in interstate commerce by the Federal Power Commission by setting the 
terms for regulation that, in effect, will permit charging all the traffic will bear. 
It is our opinion in the Milwaukee area that bill H. R. 6790 will provide no effec- 
tive protection of the consumers worthy of the name, and it is our feeling that the 
proposers of this legislation would be more honest with the consumers of natural 
gas and with themselves if they came out flatly for the complete exemption of all 
natural gas from any regulatory supervision by the Federal Power Commission. 

It is unnecessary for met to describe both to the proponents or the opponents of 
the bill the involved wording of the bill and the intent of the movers of this 
legislation. I merely desire to point out what the immediate effects will be on 
the consumers of natural gas in my area and the probable long-range political 
effects on the natural gas and oil industry from this attempt to charge the con- 
sumers of America hundreds of millions of dollars a year additionally. 

A researcher in the Milwaukee Public Library has estimated that every penny 
increase in the cost of natural gas per thousand cubic feet will result in an 
additional expenditure by the natural gas consumers of the Nation of more 
that $65 million. This legislation does not indicate to what extent the rise in 
the cost of natural gas at the field will go, but we can assume that the rise will 
be perhaps 10 cents: and this would mean that the stakes for which the pro- 
ponents of this legislation are playing amounts to something like $520 million 
per annum to be paid for by the consumers of natural gas. 

In the Milwaukee area I am advised by Mr. Harry Breimeister, city utilities 
engineer. an increase in the wholesale price of 1 cent per thousand cubie feet 
in the Milwaukee area would cost the consumers of the area ahout $278,000 per 
year. An 8-cent increase which might be likely under this bill, would amount 
therefore, to $2,224,000 a year. For each penny increase an average residential 
space heating customer would pay $1.80 a year more for the cost of gas. 

In the absence of real and effective legislation such as is proposed in this 
legislation, I have attempted to ascertain at what point present users of natural 
gas would be compelled or induced to move over into a competitive field. I have 
also endeavored to ascertain whether or not it would be possible in the view of 
price rises by the natural gas interests for the people of the community to recon- 
vert to manufactured gas, 
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In response to the first question, I cannot readily ascertain how high the cost 
of natural gas could go before people who have made a substantial investment 
in gas equipment, either for kitchen fuel costs or for heating costs, would be 
compelled to change; but in my opinion, they could be compelled to pay consid- 
erably more for natural gas before they would find the huge investment that 
they made in appliances too costly to operate. In other words, the consumer 
would have to stand a good deal of price advance owing to the fact that he has 
already made such a heavy investment in the equipment. 

Concerning the switch to manufactured gas, Mr. Breimeister, whom I quoted 
before, states, “I believe that it would be a practical impossibility to reconvert 
to manufactured gas unless the major portion of the space-heating load is relin- 
quished. I have conferred with Mr. Erwin C. Brenner, vice president of the gas 
company, and he confirms this opinion. As a matter of fact Mr. Brenner stated 
that if we had to change to manufactured gas, the cost would be so high that 
gas as a fuel for space heating would be removed from the competitive field. 
Thus it appears that we as consumers are captives of the natural-gas industry.” 

I particularly point out this last sentence to you which states that, owing 
to the investment made and to the impracticability of switching to other sources 
of fuel or supply, Mr. Breimeister has concluded that consumers are now captives 
of the natural-gas industry. With this conclusion I concur. 

Mr. Breimeister further says in a statement to me that “it is apparent that 
a return to manufactured gas is so unfeasible, both from the practical and eco- 
nomie standpoint, that the consumer could be forced to accept substantial rate 
increases for natural gas before demanding reconversion to manufactured gas. 
It must be remembered that many of the facilities installed are not capable of 
being readily switched both because of the financial cost and because of mechan- 
ical conditions pertaining to the distribution of natural gas.” 

As I said in my testimony before this very committee in 1955 the people of 
Milwaukee are “naturally concerned over exempting producers of natural gas 
from regulation because their supply comes from one source, the Phillips Petro 
leum Co. The people of Milwaukee feel that if one producer of a commodity 
so vital as natural gas is allowed to charge his own price for that commodity, 
there is no easy way to ascertain how high the price will go before it becomes 
competitive with other sources of fuel.” 

I further stated at the time “the city engineer’s office in Milwaukee, as an 
example, made a thorough study of whether gas users could go back to using 
supplies of manufactured gas, and the net effect of this report is that the attend- 
ant costs and difficulties are so great as to make any such move impractical at 
this time.” 

The people of Milwaukee are further concerned about the possibility of the 
natural-gas interests charging all the rate will bear, because there is no way 
of measuring the incalculable effects on the various segments of Milwaukee 
economy that use natural gas as important sources of fuel, particularly in 
industry. Without regulation there is no doubt in our minds that prices will 
rise substantially and that there will be a considerable dislocation of industrial 
production in the Milwaukee area. 

If natural gas is exempted from regulation, it is my warning to this committee 
and to those who are proposing this attempt to charge the consumer all the traffic 
will bear, that there will be a demand for not only public regulation but perhaps 
public ownership and control of the resource fields. There are too many con- 
sumers in the East who have been persuaded by natural-gas companies, natural 
gas transmission lines, and by distributing companies to place their personal 
family welfare upon the sources of supply of natural gas. Any attempt to take 
advantage of this situation by what is in effect an unregulated price situation 
will undoubtedly bring a swift reaction demanding further stricter regulatory 
measures and even public ownership of the basic commodity which is involved. 

The same proponents of this measure of freeing the natural-gas companies 
from regulations predicted that all sorts of dire things would happen to the 
natural-gas industry if it were not permitted to escape regulation. I have but 
to quote from Barron’s Weekly of September 10, 1956, in an article by Mr. 
Ernest R. Abrams which is entitled “Gas Earnings” with a subhead, “They 
Are Headed for an All-Time High This Year.” I am attaching herewith a 
copy of the article. I particularly call the attention of this committee to a 
statement in the article which is as follows: “There was encouraging news, too, 
about future gas supplies. Despite earlier expectations, President Eisenhower’s 
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veto of the Harris-Fulbright bill designed to exempt independent natural-gas 
producers from FPC jurisdiction apparently did not discourage the gas and 
oil drillers. In fact, gas-well completions for the first 32 weeks of 1956 were 
up 8.7 percent over a year ago.” The dire predictions of the proponents of 
exemption of the natural-gas industry from Federal regulation were not only 
not borne out but the earnings of the industry reached a peak, according to 
this article, that had never before been reached. 

It is my opinion that the people of the gas-producing States also may not be 
the ones that will profit from this price rise to the consumer. The vastly 
improved profits of the industry are likely to go to absentee owners who may 
or may not be residents of the gas-producing States. 

Is bill H. R. 6790 an example of the attempt to exploit without any considera- 
tion for the future the natural-gas reserves of the country? This question ought 
to be explained, for the bill appears to be an attempt to take the profits as 
quickly as possible without any thought of protection of the consumer or of 
conservation of the precious natural-gas resources of the Nation. 





GAS EARNINGS—THEY ARE HEADED FOR AN ALLTIME HiGH THIS YEAR 


(By Ernest R. Abrams) 


Judging from results to date, 1956 will prove to be the best earnings year 
in history for the natural-gas industry. The first 28 companies with net incomes 
of over $500,000 to report operating results for the 12 months ended June 30, 
1956, showed a healthy 28.7-percent increase in aggregate net over the previous 
year, to $254.6 million. That gain, moreover, would have been greater except 
that two companies in the group—Piedmont Natural Gas and Rio Grande Valley 
Gas—suffered modest declines in net. 

Key factors in the excellent overall showing are the higher rates allowed 
by the Federal Power Commission and the various State regulatory agencies. 
As shown in table II, the biggest gain of all was made by American Natural 
Gas, which had a whopping 65.7-percent boost in net; El Paso Natural Gas was 
not far behind, showing a 64.1-percent rise. Both are integrated companies. 
However, substantial gains also were scored by firms operating primarily in 
a single phase of the natural-gas business. Thus, Washington Gas Light and 
Michigan Gas Utilities, among the distributors, had increases of 43.7 and 43.1 
percent, respectively. In the transmission field, Southern Natural Gas reported 
a 48-percent gain and, in production, National Gas & Oil enjoyed a 55.5-percent 
rise (first 6 months of 1956). 

Of the 28 companies, 12 were integrated systems; they enjoyed an increase 
of $39.6 million, or 28 percent. Eleven were engaged primarily in distribution 
to commerce ; they reported a rise of nearly $6.2 million, or 25.3 percent. Another 
4 companies were primarily transporters ; their combined net increase was nearly 
$10.9 million, or 30.8 percent. The remaining firm, engaged solely in production, 
reported an increase of $101,314, or 18.1 percent. 

The common shares of all 28 companies are traded on the various exchanges. 
On August 10, these 28 common stocks sold at an average price of $30.70; earnings 
accruing to them for the year ended June 1956, averaged $2.30 per share, and the 
average dividend received was $1.38 per share. They were selling, on the aver- 
age 13.3 times earnings, of which 60 percent was distributed to stockholders. 

There was encouraging news, too, about future gas supplies. Despite earlier 
expectations, President Eisenhower's veto of the Harris-Fulbright bill designed 
to exempt independent natural gas producers from FPC jurisdiction apparently 
did not discourage the gas and oil drillers. In fact, gas well completions for 
the first 32 weeks of 1956 were up 8.7 percent over a year ago. During the period, 
a total of 35,724 oil and gas wells were drilled to completion, of which 19,597, 
or 54.8 percent, found oil; 2,391, or 6.7, found gas; and the remainder were 
unsuccessful. The total was 2 percent above the comparable 1955 weeks. Oil well 
completions were down slightly, while those locating gas registered the above 
increase. 

However, the steel strike put a further pinch on the already tight supply of 
drill pipe, castings, and transmission pipe. Unless future deliveries can be 
speeded up this could mean a slowdown in the number of wells completed during 
the second half of this year. 
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Natural gas well completions during the first 32 weeks of the past 3 years for 


the major producing areas, which contain 90.9 percent of the country’s natural 
gas reserves, were as follows: 


1956 1955 1954 
Appalachian area ! 599 715 670 
Kansas _- 223 240 236 
Louisiana 220 | 176 161 
New Mexico 402 | 305 242 
Oklahoma | 216 | 233 220 
Texas 527 | 375 616 


1 Includes Kentucky, New York, Ohio, Pennsylvania, and West Virginia. 


Kansas, Louisiana, Oklahoma, and Texas produce the major supply of natural 
gas transported by interstate pipelines to the section of the country lying east 
of the Rockies. Moreover, they contain 180.2 trillion cubic feet, or 80.5 percent 
of the country’s gas reserves, and accounted for 79.6 percent of the marketed 
production of natural gas of the entire country last year. During the first 32 
weeks of 1956, there were 1,186 natural gas wells completed in the 4 States, 
or 49.6 percent of the national total. This was 2.8 percent higher than in 
the like 1955 period. 


Percentage gain in net income, year ended June 30, 1956, over previous 12 months 


Percent Percent 
American Natural Gas_________- 65.7] Michigan Gas Utilities <scinsaiis pal ae 
El Paso Natural Gas____________ 64.1| New Jersey Natural Gas_______-- 39. 0 
Southern Natural Gas............ 48.4} Gas Service Co.................+ 37.1 
Washington Gas Light_______.____ 48.7| Oklahoma Natural Gas____--_-__ 30.5 


Source: Sept. 10, 1956, issue of Barron’s, p. 15. 


The Cuarrman. Mr. J. Frank McKenna, Jr., the city solicitor of the 
city of Pittsburgh, was here to present a statement in behalf of Mayor 
David L. Lawrence, of Pittsburgh. 

Mayor Lawrence could not be here. Mr. McKenna found it neces- 
sary to go back to his duties in Pittsburgh, and asked that the state- 
ment of Mayor Lawrence be inserted in the record, and it will be 
inserted at this point. 

(The prepared statement of J. Frank McKenna, Jr., city solicitor, 
in behalf of Mayor David L. Lawrence, of Pittsburgh, Pa., as referred 
to follows :) 


STATEMENT BY J. FRANK MCKENNA, Jr., Crry Sovicrror, Crry or PIrrssurGH, PA. 


I am J. Frank McKenna, Jr., city solicitor for the city of Pittsburgh, Pa., 
and appear here in opposition to H. R. 6790 at the direction of Mayor David 
L. Lawrence of our city. I spoke before this committee 2 years ago opposing 
a similar bill known as H. R. 4560. My remarks were incorporated into the 
record of the proceedings in opposition to the bill, heard at that time. I do not 
propose to make a detailed and lengthy statement now, in view of the fact that 
my statement of 2 years ago contained the details on which the city of Pittsburgh 
based its opposition. I do want the committee to know that the city of Pitts- 
burgh is still vehemently opposed to the proposed amendment to the Natural 
Gas Act. Our opposition now, as previously, is based on the belief that, if this 
amendment becomes law, the consumers will be at the mercy of a small 
group of producers who will be able to charge any price he sees fit for the 
sale of natural gas, a commodity which is a natural resource. 

Other vendors of gas are subject to regulation by the Federal Power Commis- 
sion or by State commissions. The producers who favor the amendment must 
be motivated by a desire to earn more than the fair return which the law allows. 
We believe that the consumer is entitled to the protection afforded by hearings 
group of producers who will be able to charge any price they see fit for the 
manner deprive producers of a fair profit. 
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The proposed amendment does not contain the protection for the consumer 
which the administration in vetoing the Harris bill said is necessary. The main 
objection is that this bill specifically prohibits consideration of costs in deter- 
mining the reasonableness of the prices contained in producer contracts. With- 
out consideration of cost of service, the Federal Power Commission will not have 
any objective standard by which it can judge the reasonableness of the contract. 
The Commission can only pass on the reasonable of prices in a producer contract 
by reference to prices in other contracts without ever making a determination 
by reference to cost of service of the fairness of any contract used as a standard. 

My chief desire in speaking before the committee is to remind the committee 
forcibly that the mayor and the Council of the City of Pittsburgh, together with 
the many thousands of residents of Pittsburgh and surrounding communities, 
are decidedly against the amendment. They are dependent on natural gas for 
heating their homes and operating their stores and industrial plants. They 
believe that the best interests of the country will be served if the consumer is 
afforded adequate protection against unwarranted increases in the price of gas 
charged by the producer at the wellhead. 


The CHarrman. Mr. John J. Naples, corporation counsel of the 
city of Buffalo, N. Y., was here and had a statement that he desired 
to make to the committee, but found it necessary that he go home 
because of urgent duties in connection with his position in Buffalo. 

He asked that his statement be included in the record, and it will 
be received. 

(The prepared statement of Mr. John J. Naples, corporation coun- 
sel of the city of Buffalo, N. Y., as above referred to, is as follows:) 


STATEMENT OF JOHN J. NAPLES, CORPORATION COUNSEL OF THE CITY OF BUFFALO, 
N. Y. 


Mr. Chairman and members of the committee, in the late 1920’s and early 
1930’s natural gas was, as it is today, a byproduct of the search for and the 
discovery of oil. At that time it was usually regarded as a liability rather than 
an asset. The first average price figures available in Gas Facts (the authori- 
tative annual publication of the American Gas Association) are for 1936 and 
show an available well-head price of 5.5 cents per 1,000 cubie feet. The total 
sale was slightly over 2 trillion cubie feet. Today over 6 trillion cubic feet are 
marketed annually. Since 1938, thousands of miles of interstate gaslines have 
been built and are in operation (PUF, vol. 58, No. 7, September 27, 1956). When 
the Natural Gas Act was passed in 1938 the industry had one-third the number 
of customers it had in 1954, and only 28 percent of marketed production moved 
in interstate commerce. Yet Congress found its regulations “necessary in the 
public interest” (PUF, vol. 57, No. 3, February 2, 1956). 

Much has been said to the effect that natural gas is the only commodity whose 
price is controlled and that utility laws and the Natural Gas Act apply to a 
service not a commodity. There is no attempt to control the price of gas as a 
commodity. Producers have a right to sell their gas, unless they have already 
contracted it, to anyone at any price as long as it does not enter a controlled 
interstate pipeline, to be distributed to consumers by a controlled utility. The 
Natural Gas Act imposes the right to fix the price at which it enters the inter- 
state lines. The United States Supreme Court has further interpreted this to 
mean fixing the gas price because the direct or connecting lines cannot be sepa- 
rated from the well of origin and because gas cannot be exposed to the air. The 
result is the fixing of the price as it comes into interstate transmission, that is, 
at the gas well (PUF, vol. 58, No. 7, September 27, 1956). 

Mr. Rayburn L. Foster, general counsel of the Phillips Petroleum Co., also 
notes that no other utility service is burdened by regulation over contracts for 
raw supplies between such utilities and their producers, or sellers of such raw 
materials going into the rendition of service. Thus the cost of coal which may 
be a very substantial factor in the operating costs of an electric utility is gov- 
erned by a contract between the electric utility and the coal supplier, which is 
not subject to regulation (Georgetown Law Journal, vol. 44, No. 4, 1956). 

While Mr. Foster makes a valid observation, it is not the answer to the prob- 
lem. The analogy fails because of the dissimilarity of the problems in each 
industry. It may be that Congress will regulate coal contracts later on if the 
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combination of electric utilities and coal producers allow to be created a situation 
that faces the gas consumers. 


THE PRODUCERS 


The Commission’s authority relates to both existing and new contracts. It has 
been the practice of gas producers for some time to contract for the sale of gas 
under long-term arrangements, usually for 20 years, and to provide pricing 
arrangements through the use of escalator clauses designed to provide for pay- 
ment of the market price for gas at the time it is delivered. Indeed, the Com- 
mission has encouraged long-term contracts by requiring that they be shown by 
pipeline companies as a basis for securing certificates of public convenience and 
necessity. But now the producer finds himself unable to collect the prices pro- 
vided for in his sales contracts because of Commission action undertaking to 
suspend increases therein as changes in rates under section 4. In addition, the 
producer finds that his base rates are subject to review and reduction under 
section 5; and that he must enter upon rate hearings without the benefit of any 
Commission-established formula or criterion for determining a just and reason- 
able rate. Also, the Commission, while disregarding the price provisions of 
contracts, nevertheless insists that the producer continue deliveries, even beyond 
the contract term. And, finally, the incentive of the producer to enter into new 
contracts, practically destroyed by the fact of regulation, would be further re- 
stricted by a proposed Commission regulation which would ban the use of 
certain types of escalator clauses. 


THE DISTRIBUTORS 


The distributors recognize that it is in their interest and their consumers’ to 
obtain an adequate supply of natural gas at fair and reasonable prices. They 
recognize that the producing segment of the natural-gas industry must be fairly 
and adequately compensated for its costs and risks and so as to provide the 
incentive to induce continued prospecting for more gas. 

The distributors are interested in having a rate formula established by the 
Commission which is suited to the nature of the producer’s business which will 
give the producers an adequate reward. 

At the same time, however, the distributors believe that the formula and 
methods developed for regulation of producer rates must eliminate the direct 
and indirect effects of the objectionable price-escalation clauses. 

Raising rates to provide distributors with additional revenues to offset in- 
creased gas prices may only accelerate a priced-out-of-the-market situation : 
witness the transit industry. 


THE CONSUMERS 


The consumer is not an advocate of regulation for regulation’s sake. There 
is no art for art’s sake philosophy here. He is a down-to-earth, practical sort 
of cuss who wants regulation to be practicable and effective. Specifically, he 
wants good service at lowest reasonable rates and with a reasonable amount of 
stability in the rate level. On the whole—there are some exceptions—these are 
the kind of things he has been accustomed to in his transactions with regulated 
utilities. He wants to be sure, in other words, that he gets fair shakes in the 
natural gas game. 

But as he looks at the marketing practices which have grown up in recent 
years in the natural-gas-producing areas, he is likely to conclude he cannot obtain 
reasonable protection without the intervention of regulatory authority. More- 
over, he finds the pricing practices such as he would not likely sanction in his 
own business dealings. 

He finds price-escalation provisions which are unknown to him and which 
he believes are not in harmony with the principles of competition as he under- 
stands them. For instance, the favored-nations clauses whereby the purchaser 
agrees to pay higher price in a given contract if he pays others more for gas in 
the area or even if other buyers pay more in the general region, are novel to him, 
to say the least. The ordinary consumer would not think of entering into such a 
contract for his purchases in the competitive fields and he is unconvinced that 
such terms and conditions would exist if the competition in the gas-producing 
areas were all that it is sometimes said to be. 

He notes that under the various renegotiation clauses in the natural-gas- 
purchase contracts, prices can go only one way—upward—never downward. 
He is reminded that as forceful and as powerful a bargainer as Walter Reuther 
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could not obtain this kind of concession from General Motors but had to be 
content with a wage rate which went down as well as up with the cost-of-living 
index (PUF, vol. 57, No. 3, Feb. 2, 1956). 


THE TRANSMITTERS 


Another complicating factor, and a distinguishing characteristic of the busi- 
ness, is that gas cannot be freely marketed in the various ways many other 
commodities are sold. Pipelines cannot be moved from one location to another. 
Investments in both transmission and distribution facilities are permanently 
dedicated. The public utility consultant feels that this investment is in jeopardy 
so long as there is no contractual assurance as to price, and that this can be 
attained only if the price is effectively regulated. How else can the Federal 
Power Commission assure the maintenance of just and reasonable prices at the 
end of the transmission line, where the distributors take the gas, if it has no 
effective regulatory authority at the point where the gas enters the line? 


THE ESCALATOR CLAUSES 


According to a former FPC official, three types of escalator clauses found in 
most producer contracts have had a significant effect on price levels. Renegotia- 
tion or redetermination clauses call for renegotiating the price at stated intervals, 
often on the basis of the average of the three highest prices paid by pipelines 
in the area under similar conditions. Two party favored-nation clauses provide 
that if the buyer pays another producer a higher price for gas produced in the 
same district he will increase the price paid under the contract by a sum equal 
to the difference. Third party favored-nation clauses, the third type, provide 
that the contract price shall be increased to the amount paid by other purchasers 
for similar gas in the same area. This official describes the effect of such clauses 
in the following words: 

_ * the price structure is such that prices in the producing areas gravitate 
to the highest. The distributors of natural gas are caught in a maelstrom by such 
producer price mechanisms. Distributors are obligated to serve the needs of 
their service areas. As the population increases and the service areas grow, 
more gas is required to render adequate service. Ironically, the purchase of 
additional gas by a distributor not only results in a higher price for the addi- 
tional quantity, but often springs the escalatory trigger which increases the price 
of all the gas it buys and, frequently, gas which other distributors buy as well.” 
(PUF, vol. 57, No. 3, February 2, 1956. ) 


FIELD PRICES AND SHORTAGES 


Escalation clauses did not begin to operate generally until 1953. In the years 
between 1936 and 1952 the average field price had increased from 5.5 cents to 
7.8 cents, or 2.5 cents in a period of 16 years, but in the 1 year 1953 it increased 
an additional 1.4 cents until the average price today is about 12 cents, and as 
producers are now asking FPC for approval of new contracts at as high as 21 
cents, and have also placed a valuation on reserves as high as 40 cents per thou- 
sand cubic feet, it is entirely evident that control of prices of gas entering inter- 
state pipelines, both under existing and new contracts, must be maintained in 
some manner. During 1955, when proponents of decontrol were asserting that 
the country was about to enter a period af gas shortages, the estimated known 
recoverable reserves at the beginning of 1955 were 211 trillion cubic feet. At the 
year end they had increased to 225 trillion cubic feet, notwithstanding a use of 
over 10 trillion. One single pipeline company produced new reserves of over 
2 trillion cubic feet—approximately 4 times the amount it sold (PUF, vol. 5s, 
No. 7, September 27, 1956). 


INCREASING INCENTIVE BY REDUCING REGULATION 


Mr. Foster, of Phillips Petroleum Co., advances another point. He says that 
the very fact that production costs amount to only a small fraction of the con- 
sumer dollar should suggest that increased volume rather than increased regu- 
lation is the real way to lower cost of gas to the consumer. He implies, of 
course, that increased volume could be obtained by increasing the incentive 
for more production, while the increased usage per customer would lower con- 
sumer unit costs. This is a restatement of the old economic principle of supply 
and demand on which there are good arguments on both sides. The producer 
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is concerned with the presence of Federal regulation. He indicates that in- 
creased regulation will lead to diminishing volumes and supplies and even to a 
drying up of the flow of gas. No regulation, claims the producer, leads to 
greater volume by increasing incentive for more production and more volume 
leads to lower cost to the consumer. This theory must be considered in the 
face of the proproducer statements that gas is in limited supply nearing exhaus- 
tion. Perhaps one way to assist in the preservation of this natural resource 
us Well as the preservation of the producer business is to regulate. No regula- 
tion, if it will lead to higher consumer consumption and lower costs must inevi- 
tably lead to depletion, an undesirable result (Georgetown Law Journal, vol. 44, 
No. 4, 1956). Millions of homes now have gas heating equipment and somehow 
or other the industry simply must in its own enlightened self-interest work out 
some way of seeing that a continued supply of gas goes to those homes. There 
is no quicker way of having the spector of public ownership raise its head in 
this field of industry than to talk about drying out wells and cutting off gas and 
making American homes grow cold. 


H. R. 6790 


The ratemaking formula which the Federal Power Commission would be 
required to apply in determining the lawfulness of the prices charged by gas 
producers is identical with the formula in the prior bill; namely, the reasonable 
market price of the gas. Consequently, the consumer protection which President 
Eisenhower referred to in his veto message as a necessary ingredient in any new 
natural-gas legislation is no greater than that afforded by the vetoed bill. Al- 
ready there appears some meaning as to what the legislative intent was in 
defining reasonable market price. Senator lulbright stated before the Senate 
Interstate and Foreign Commerce Committee on May 10, 1955 (hearings, p. 24) 
that he would like to go as far 1s he thought the original intention was and that 
there be no control at all over the producer. When questioned by Senator 
Daniel that that provision really does not mean anything other than there 
should be no price fixing on producers, Senator Fulbright replied : “That is right.” 

Under the specified formula in the present bill the FPC must consider the 
current prices charged by producers for comparable sales of gas. Obviously 
this is a good sounding economic phrase containing much sound and little eco- 
nomics. Since the producers, by and large, set the current prices and the Com- 
mission must consider the current prices for ratemaking, this makes the stand- 
ard of control available to the Commission in substance and in fact a standard 
the producers themselves have created. In other words, the statutory control 
intended is the use of the very market prices sought to be controlled. This is 
“bootstrap” regulation. The Commission in effect has no alternative in deter- 
mining the reasonable market price but must accept as a base the “current” 
price agreed upon by the producer and the pipeline company. 


REASONABLE MARKET PRICE——-DETERMIN ATION 


In determining what is a reasonable market price the Commission is specifi- 
cally forbidden by section 13 C, subdivision 1, to “consider costs or use the public- 
utility rate base, cost of service concept or formula.” Section 13 C, subdivision 
3 directs the Commission to consider the “current level of field prices” charged 
in comparable contracts in the same and other fields, that is, prices charged in 
comparable contracts by producers. Since the current level of field prices of 
comparable contracts are producer regulated, the Commission has the happy 
task of determining whether or not the producer is charging the price the 
producer sets. The statutory consideration by the Commission as to whether 
or not the contract price was arrived at competitively and in arm’s-length 
bargaining (sec. 13 C, subdivision 2 (b)) is illusory. The pipeline supplier 
cannot pick up his pipes and go shopping among producers. It assumes a field 
of competition which does not exist. A willing pipeline company who cannot 
shop among producers is not the type of buyer to inspire competition. Such a 
buyer is frankly willing to enter an arm’s-length contract with a producer seller 
who is willing to sell at producer prices. This type of statutory consideration 
of whether or not the price was arrived at competitively and at arm’s-length 
bargaining is specious. Further, won’t this kind of competition legalize all prices 
in contracts entered into at arm’s length between this kind of willing buyer and 
willing seller and leave the FPC with no external, unbiased yardstick to apply 
in the determination of producer prices? 
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PRICE ELEVATION 


While H. R. 6790 prohibits the inclusion in new producer contracts of certain 
types of escalation clauses, it does not prevent upward renegotiation of such 
contracts so long as the price increases are not tied to an escalation formula 
and do not exceed the reasonable market price. Section 3, subdivision 15, 
authorizes “any increase in the initial price by specific amounts at definite future 
dates.” This authority for definite price increases is offered to replace the 
present indefinite escalator clauses and thus becomes the new price-increase 
mechanism. Whether this provision will yield a lower or higher price than 
the former indefinite escalator clause remains to be seen. This much can be 
said, This provision made at the time the contract is originally executed is 
carte blanche to producers to increase their prices in unlimited specific amounts 
at various specific dates. While the bill restricts the producers’ raise to a 
reasonable market price “the Commission shall consider the current level of 
field prices under other contracts in the same field and under contracts in other 
fields and areas which contain terms and provisions generally comparable * * *” 
(see. 13 C, subdivision 3). This invokes the bootstrap doctrine, since the 
measuring stick to be applied by the FPC is current prices established by the 
producer as well as the comparison with this renegotiated contract, contracts 
made by the producer which could, can, and probably will contain provisions 
comparable to the provisions under renegotiation. Because the producer is in 
almost absolute control of both contract and market prices, he can create 
his own market price to fix his contract price and in fixing his contract price, 
artificially fixes the market price. 


ILLEGAL PRICES 


Where the Commission finds the new producer contract price to be in excess 
of the reasonable market price, the act provides for cessation of deliveries (sec. 
13A, subdivision 1). While this may sound as a deterrent to the producer not 
to set contract prices higher than reasonable market prices, the effect of this in 
the event that the new contract price does exceed the reasonable market price 
is to hurt the consumer as the cessation of deliveries will stop the flow of gas. 
This diminishes the distributor supply available for sale, thus increasing con- 
sumer demand which in effect brings on a producers’ market and higher market 
and producer contract prices. 


PRICE INCREASES 


Exactly at what length in the chain connecting producer and consumer price 
increases are forged is a subject heartily contested by all parties. 

The predominant cause of the increases in pipeline company rates is beyond 
question the increased cost of gas purchased in the producing fields together with 
claims for similar allowances for gas produced by the pipeline companies. A 
study of the staff of the Federal Power Commission in 1954 * * * indicated that 
some 84 percent of the pipeline increases were due to higher costs of purchased 
gas. * * * Thus in the largest of the rate increases filed by pipeline companies, 
that of Texas Eastern Transmission Corp. in 1952 for $41 million (of which $33 
million was allowed), it was stated that the cost of gas had increased $26 million 
or 50 percent on a 1,000-cubic-foot basis in 2 years. 

The filing of Tennessee Gas Transmission Co. in November 1954, for an annual 
increase of $8,816,000 lays the entire increase to increases in prices by producers. 

The filing by United Gas Pipe Line Co. in September 1955 for an increase of 
$8,838,000 is interesting in this connection in that it shows the claimed increase 
in the cost of gas in the field, $13,413,251, would exceed its entire net income of 
$13,402,546 for the test year ended April 30, 1955. 

In a statement filed by the Iroquois Gas Corp. with the NYPSC on April 25, 
1957, an adjustment of 1.2 cents per 1,000 cubic feet is provided for in consumer 
costs. The base cost of gas to Iroquois per 1,000 cubic feet is 39.30 cents. Its 
average cost, “computed in accordance with rates and charges of the company’s 
gas suppliers and transporters,” is 40.55 cents per 1,000 cubic feet, or an increase 
of 1.2 cents per 1,000 cubic feet which the Iroquois passes on to its consumers as 
its filed statement indicates. Whether there are just pennies or in their aggre- 
gate nationwide are millions of dollars is unimportant. What is important is 
that consumers have the right to be protected from exploitation by unregulated 
agents. 
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Further indication that price increases originally spring from the producer 
is shown by the testimony of the then president of Lroquois before the FPC in 
docket No. G—1969 that Tennessee refused to sell additional gas to Iroquois since, 
if it purchased more gas from the producers at the prices they were then demand- 
ing, it would serve to activate the favored-nation clauses in Tennessee's existing 
gas-purchase contracts and thereby greatly increase its cost of gas. Lroquois 
was thereupon required to buy its additional supply of gas directly from the 
producers in the Southwest and to hire Tennessee to transport such gas to the 
Iroquois system. Mr. Flumerfelt also testified that he was unable to buy all 
of the gas he desired because of the demands for reserves by pipeline companies 
who were also in the market and who did not have to haul the gas so far as 
Iroquois. Iroquois contracts provide for renegotiation of the base price each 
4 years, but such renegotiated price can never be less than the base price p!us 
an automatic 1 cent per 1,000 cubic foot increase each 4 years, nor less than the 
average of the 3 highest prices paid for comparable gas in Texas Railroad Com- 
mission District No. 3. In addition, Iroquois must assume three-fourths of all 
additional production, gathering, or severance taxes which may be assessed the 
producers. Following is the Iroquois Gas Corp.’s statement referred to above. 


Pipeline source—Tennessee Gas Transmission Co. 


Average unit cost paid by distributor to pipeline company per 
thousand cubic feet : : mibaksalle $40. 55 
3ase cost from pipeline per thousand cubic feet sactie $39. 30 
Purchase gas adjustment effective May 1, 1957, per thousand 
cubic feet : : ‘ j asaheech, $1. 20 
Number of customers served 338, 236 





neat at eee . 321, 020 


Commercial__ : ata. 5 al ie 15, 779 
Pimmwetrney. Us Ss 82 2\ 6 all y ilnecs th Sal aes Te 454 
Public authorities ae. L ath hed batik dei sud 983 


sis nests Shem bildrks esesires dbs OE) BOO Li OE Ole eee 
ANAUM TevewGes ool sso eld se ~~ $45, 000, 000. 00 
Consumer rate increase per thousand cubic feet (effective 

Samy’ 3) Woot). ee a ee ee ee $1. 20 


Total annual volume sold____- 


CONCLUSION 


It has been argued that consumers and producers are not in conflict; that 
neither controls the price of the other since between the producer and the con- 
sumer there is the transmitter and the distributor: that it is the distributor who 
sets the consumer price and not the producer. While it is true that the con- 
sumer is the last in the link between producer and consumer, and the consumer's 
price is, in part, affected by the distributor, we cannot escape the fact that the 
distributor’s price is affected by the transmitter, and the transmitter’s price 
is affected by the producer. If each agent were left uncontrolled as the pro 
ducer chooses to remain uncontrolled, the effect would be for each to set his own 
price and the consumer would be completely at the mercy of all prior agents. 
The complete insecurity of the consumer’s position is completely evident in this 
situation since he has nothing at all to do with transmitting, distributing, or 
producing. Each agent has his eye on the consumer who ultimately pays the 
price in part formulated by each of the other three. Consequently the consumer 
must have some insulation to protect himself from the shock of high prices 
generated by three prior agents. 

Federal Power Commissioner William R. Connole writing in the Georgetown 
Law Journal (vol. 44, No. 4, 1956) while stressing the difficulty of trying to 
apply traditional concepts of utility regulation to the sales by producers, con- 
cludes that producer regulation by the FPC can be worked out; that it is not 
an impossible thing which must be abrogated by statute. 


The Cuamman. Mayor Charles P. Taft, mayor of Cincinnati, was 
here today, and he had to leave because of urgent duties in connection 
with his responsible position back in Cincinnati. His statement will 
be received for the record at this point. 
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(The prepared of Mayor Charles P. Taft, of Cincinnati, Ohio, above 
referred to, is as follows:) 


STATEMENT OF CHARLES P. Tarr, MAyOr OF CINCINNATI 


My name is Charles P. Taft. I am here as mayor of Cincinnati, Ohio, to oppose 
the enactment of this bill in its present form, in accordance with a resolution of 
our city council. 

Cincinnati is one of the first cities to have the benefits of natural gas as a fuel, 
both for homes and for industries. This is the 50th anniversary year since the 
predecessor of Columbia Gas first brought it to our community. 

During the subsequent years the regulation of the price of natural gas in Cin- 
cinnati has been a matter of considerable controversy. There is no possible 
question that the distribution of natural gas in our area must be a monopoly 
and that this service is therefore a public utility. Consumers who have con- 
verted to use of gas appliances have no choice as to their supply, and have no 
bargaining opportunity as to the price they pay for gas service. 

Thirty years ago the controversy arose over regulation, because Columbia Gas 
owned the distributing company, Cincinnati Gas & Electric Co. and the pipeline, 
Cincinnati Gas Transportation Co. as well as many wells in West Virginia. 
Columbia Gas insisted nevertheless that the city of Cincinnati could not go back 
of the gate rate which it paid to itself at the State line of Kentucky. This con- 
troversy was not settled until the Supreme Court of the United States in the 
Kansas Public Utilities case rejected the utility position and permitted examina- 
tion of the reasonableness of the gate rate. The return of the Cincinnati Gas & 
Electric Co. to an independent status by eliminating control by Columbia Gas 
has now placed our utility on the other side of the fence. 

This decision of the Supreme Court about this gate rate led logically to its later 
decision in the Phillips Petroleum case which was the occasion for this bill and 
the Harris bill of the last session. This is a public utility service all the way 
back to the wellhead, and no find by the Congress can make it anything else. The 
producer cannot take out a wagonload of gas and cart it around for sale like a 
truckload of coal or a truckload of fuel oil. Certainly coal is not distributed 
in any metropolitan area on a public utility basis, and neither is oil. They can- 
not be. 

The bill attempts to protect something called a reasonable market price, but 
there is no market in the producing area which in any way resembles the market 
for coal or crude oil in a producing field. It is fair to say that the price for 
these two competing fuels (or raw materials for fuel) is to a considerable degree 
fixed by relatively free exchange at centers of distribution like Cincinnati for 
coal or Galveston for crude. The price is not fixed in the field, any more than the 
price for cotton. I question the extent to which the price is fixed for gas in 
the producing field, in any way similar to coal or oil, to which this bill purports 
to assimilate it. 

Furthermore the person trading with the producer in the field, to the extent 
that he is in fact a different person from the producer, is simply a wholesale 
distributor who doesn’t like the job of raising his prices to his customers, but 
does it at once to retain his markup. It is the consumer only or a regulating 
body that really represents the consumer in setting a fair price, that has to deal 
with this situation, and the fair price has to take cost of service and fair return 
into account. I ama free enterpriser, but you have to take care of public utility 
service on a different basis. 

The procedures set up seem to be fair if the Commission is given the right to 
consider the elements proper in public utility regulation. There is one excep- 
tion, however, which I do not understand. The Commission may question an 
indefinite escalator clause on its own motion but not a definite one (see p. 8, 
lines 10 and 11, as against p. 12, line 7, of the bill). I see no reason for any 
such distinction. 

This bill in its present form is not regulation and the public should clearly 
understand that fact. 

It therefore will place beyond reach of the Federal Power Commission and 
presumably beyond reach of our own local regulation (and our State public 
utilities commission) substantial increases in prices to our local consumers, 

I append these detailed figures on our situation. 


j 
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Ciry or CINCINNATI, DEPARTMENT OF PUBLIC UTILITIES 


1. Source of natural gas to local distributing utility: 
(a) Wholesalers selling direct to the Cincinnati Gas & Dlectric Co.: 
1. Kentucky Gas Transmission Co. 
2. Ohio Fuel Gas Co. 
(6) Pipeline companies serving wholesalers: 
1. Tennessee Gas Transmission Co. 
2. United Fuel Gas Co. 
3. Gulf Interstate Gas Corp. 
4. Panhandle Eastern Pipeline Co. 
5. Texas Gas Transmission Corp. 
6. Texas Eastern Transmission Corp. 
2. Average unit cost paid by distributor to pipeline company: 40.96 cents per 
thousand cubic feet (for year 1956). 
(a) Average unit price retail in Cincinnati area (year 1956), 72.03 cents. 


3. Number of customers served at retail by distributing company (C. G. & B. 
Co.) : 


I xs sain sccstivnsssin te eicosapentaenoic aecas de i 212, 394 
COMMIT CI ae a ts cine Gedin  ee  e e 21, 838 
mT a nisin ns ose diane an ness ae cubteda Sak ee el a A 778 

Di si ities spe sien lances cent la apc ihal ein i a camer, 8 are Ell ed 235, 010 


4. Total volume of gas sold to customers at retail : 44,103,099,000 cubic feet for 
year 1956. 
(a) Volume sold wholesale, 8,668,532,000 cubic feet. 
5. Total revenues from sale of gas at retail in 1956: $31,767,394. 
6. Increase in gas rates in recent years: Cincinnati gas an escalator clause 
in its gas rate ordinance whereby rates are decreased or increased depending 
upon the cost of providing service for quarterly periods. 


[Cents per thousand cubic feet] 


Increase in rates per thousand cubic feet from 1950 to 1956: 


Dae to gaewehe IMOAGG in cis ckk ch etl dd Gadde ce wsbsion 12 
Due to other en peiNeG@ic ci ee edaeeete + 
Wet ICROGOS eitsicheic niin nnd ee bene 8 


Notre.—While cost of gas purchased by the distributing company increased 12 
cents per thousand cubic feet, other costs decreased 4 cents per thousand cubic 
feet, for a net inrease of 8 cents per thousand cubic feet. The decrease in other 
expenses is due to increase in volume of sales, spreading the fixed costs over a 
larger number of sales units. 


The Cuarrman. Our colleague, Mr. Richard Bolling, of Missouri, 
writes a letter transmitting a telegram from the City Council of Kan- 
sas City, Mo., asking that it be inserted in the record, and it will be 
received. 


(The letter and telegram referred to are as follows :) 


HovusE OF REPRESENTATIVES, 


Washington, D. C., May 14, 1957. 
Hon. OREN Harris, 


Chairman, House Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


DEAR Mr. CHAIRMAN: The enclosed telegram from the City Council of Kansas 
City, Mo., with regard to H. R. 6790 is self-explanatory. It is my privilege 
to represent most of the city of Kansas City, and I heartily agree with the 
views expressed and request that this letter and the text of the telegram be 
included in the record of hearings. 

With best wishes, 

Sincerely, 


RIcHARD BOLLING. 


92196—57—pt. 1——37 
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Kansas Crry, Mo,, May 13, 1957. 
Representative RicHArD BoLLine, 
House Office Building, Washington, D. C.: 

We oppose H. R. 6790, a bill to amend the Natural Gas Act, because it does 
not protect the rights of gas consumers. We appreciate your opposition to the 
Harris-Fulbright bill at the last session, and request defeat of 6790 as containing 
provisions similarly contrary to public interest. 


City Councit or Kansas City, Mo. 


The Cuatrman. I have a letter from Senator Theodore Francis 
Green, transmitting a wire from the Honorable Walter H. Reynolds, 
mayor of the city of Providence, R. I., which will be received in the 
record. 

(The letter and wire referred to above are as follows:) 


UNITED STATES SENATE, 
COMMITTEE OF FOREIGN RELATIONS, 
May 10, 1957. 
Hon. Oren Harris, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

DEAR REPRESENTATIVE Harris: Enclosed for the consideration of your com- 
mittee in its deliberations on H. R. 6790 is a copy of a telegram which I have 
just received from the Honorable Walter H. Reynolds, mayor of the city of 
Providence, R. I. 

Yours sincerely, 
THEODORE FRANCIS GREEN. 


PROVIDENCE, R. I., May 10, 1957. 
Senator THEopoRE F. GREEN, 
Senate Office Building, Washington, D. C.: 

Have today advised Mayor Dilworth, secretary of United States Mayors Com- 
mittee on Natural Gas Legislation, that I will join in protest against H. R. 6790 
since it appears bill might adversely affect Rhode Island consumers. Would 
appreciate any assistance possible in defeating this bill or amending same in 
such way as to safeguard consumer. 

WAtLter H. REYNOLDS, 
Mayor of Providence, R. I. 


The Crarman. Hon. James V. Frank, city counselor from the city 
of St. Louis, Mo., was here earlier and had to leave, and asked that his 
statement be inserted in the record, and it will be so received. 

(The prepared statement of Hon. James V. Frank, city counselor 
of the City of St. Louis, above referred to, is as follows :) 


STATEMENT OF JAMES V. FRANK, City COUNSELOR, ON BEHALF OF THE CITY OF 
Sr. Lovuts, Mo. 


Mr. Chairman and gentlemen of the committee, my name is James V. Frank. 
I am city counselor of the city of St. Louis, Mo., and am appearing here at the 
request of Hon. Raymond R. Tucker, mayor of the city of St. Louis, who is 
unable to be present because of prior commitments. 

I desire to make just a brief statement. 

The city of St. Louis is very much opposed to this bill in its present form 
because we sincerely believe it is not in the public interest. In taking this 
position we are well aware of the controversial nature of this bill, and appre- 
ciate the fact that there are reasonable grounds for honest differences of opin- 
ion on both sides. Our only purpose is to give this committee our views and 
convictions on the matter. 

The city of St. Louis and adjacent St. Louis County comprise a population 
of about 1,300,000 people. This metropolitan area is served with natural gas 
by Laclede Gas Co., our local distributing utility. 

Laclede purchases all of its gas for resale in St. Louis City and County from 
the Mississippi River Fuel Corp., an interstate pipeline company subject to 
the jurisdiction of the Federal Power Commission under the Natural Gas Act. 
Mississippi, in turn, is a contract purchaser of gas from independent suppliers. 
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At the end of the year 1956, Laclede’s customers in this city-county area 
numbered almost 370,000, and its gross operating revenues from the sale of nat- 
ural gas amounted to over $43 million. The cost of its gas purchased from 
Mississippi River Fuel Corp. was about 40 percent of its entire operating 
expenses. 

It is apparent, therefore, that the city of St. Louis, and the gas customers it 
represents, have a very direct and vital interest in any proposed legislation, 
such as this House bill 6790, which may in any way affect our gas rates. 

As I have stated at the outset, our only interest in this pending legislation 
is to protect the ultimate consumer. “Protection of consumers against exploita- 
tion at the hands of natural gas companies,” as the United States Supreme 
Court said in the recent Phillips Petroleum Co. case* “was the primary aim of 
the Natural Gas Act.” These proposed amendments, in our opinion, do not 
offer such protection. 

It is not our purpose here to analyze the proposed amendatory act in detail. 
We are confident this committee will do so, and, after hearing all interested 
parties, will take such action as will protect the public. 

In our view, however, there is at least one basic fault in the scheme of rate 
regulation proposed in this pending bill, which we desire to point out, namely: 
the criterion for determining the reasonableness of the price paid by the pipe- 
line company under producer contracts is “the reasonable market price’; 
and, in determining such reasonable market price, the Federal Power Commis- 
sion “shall not consider costs or use the public utility rate base cost-of-service 
concept or formula” (new sec. 13C of the bill). 

This legislative mandate is entirely foreign to the long-established theory of 
rate regulation. It is not only a total departure from accepted standards, but 
would place the Federal Power Commission in the position of applying two in- 
consistent methods of rate regulation. 

That is to say, in determining the reasonableness of the rates for gas which 
the interstate pipeline company may charge the local distributing company for 
resale to the ultimate consumer, the Federal Power Commission, under the Natu- 
ral Gas Act, “may investigate and ascertain the actual legitimate cost of the 
property of every natural-gas company,’ and “when found necessary for rate- 
making purposes, other facts which bear on the determination of such cost 
* * * and the fair value of such property” (sec. 6 of the act, 15 U. 8S. C. A. 717e). 

This is the public utility concept. 

But when it comes to determining the reasonableness of the producer con- 
tracts, which is a substantial element in the rate the pipeline company charges 
the local distributing company, the test or standard is “reasonable market 
price,” which is a very indefinite standard at best. 

We are in full accord with the proposed amendatory act insofar as it recog- 
nizes the necessity of regulating the price paid to the producer for purchased 
gas, but respectfully differ with the method proposed. We know of no good 
reason why the public-utility concept of rate regulation should be abandoned— 
in fact, prohibited, as to this element of cost, and retained in the act with respect 
to all other factors entering into the determination of just and reasonable rates. 
In our view the proposed bill would not protect the consumers against exploita- 
tion, and would not be in the public interest. We, therefore, urge the defeat of 
the bill. 

I want to thank you gentlemen for the privilege of appearing before you on 
behalf of Mayor Tucker and the gas consumers of the city of St. Louis. 


The Cuarrman. The Chair realizes, from the experience which has 
just been noted here, that public officials do have responsible duties 
back home. He certainly wants to accommodate any that he possibly 
can. 

May I inquire if there is anyone else here who is laboring under 
similar handicaps and would like to have his statement included in 
the record ? 

If not, the committee will adjourn until 10 o’clock tomorrow 
morning. 

(Whereupon, at 6:20 p. m., the committee adjourned, to reconvene 
at 10a. m., Friday, May 17, 1957.) 


1347 U. S. 672, June 1954. 
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FRIDAY, MAY 17, 1957 


Hovusr or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, New 
House Office Building, Hon. Oren Harris, chairman, presiding. 

The Cuarrman. The committee will come to order. 

When the committee recessed yesterday to meet this morning, we 
announced that the mayor of Philadelphia, the Honorable Richardson 
Dilworth, would be the first witness called. 

However, before Mr. Dilworth starts, we have Mr. W. A. Delaney, 
Jr., of Ada, Okla. 

Mr. Delaney, I understood you wanted to file a statement for the 
record this morning, and I was calling you, Mr. Delaney, to file your 
statement in view of the situation that you had expressed. 


STATEMENT OF W. A. DELANEY, JR., ADA, OKLA. 


Mr. Detanry. Thank you, Mr. Chairman. I would like at this time 
permission to file my statement with the committee. And since per- 
haps I am the only industry member who takes the position that I do in 
reference to the bill, I might state to the chairman that if, after any of 
the committee members have read my statement, you wish to recall me 
for cross-examination when the committee again convenes, I will be 
glad to hold myself available. 


The Cuarrman. Mr. W. A. Delaney, Jr., of Ada, Okla., the state- 
ment will be received for the record. 
(The statement is as follows :) 


STATEMENT oF W. A. DeLaney, Jr., of ApA, OKLA. 


Mr. Chairman and gentlemen of the committee, my name is W. A. Delaney, Jr. 
I am an independent producer of oil and gas. I am also president of Louisiana- 
Nevada Transit Co., an interstate natural gas transmission company subject to 
the jurisdiction of the Federal Power Commission. Louisiana-Nevada Transit 
Co. engages in the direct sale of natural gas to the principal classes of ultimate 
consumers, both intrastate and interstate. 

Professionally, I am a lawyer, having been admitted to practice in Oklahoma 
in 1914. My first connection with the petroleum industry began in 1913. Since 
that time, my professional and business experience has largely been devoted to 
the oil and gas industry. In the early teen years I began the study of petroleum 
geology, first as a hobby and later as an adjunct to my own business. I have had 
a very considerable experience in exploratory oil operations as well as in the 
development and operation of producing oil and gas properties. This experience 
includes participation in wells ranging in depth from 400 feet to more than 14,000 
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feet, located in the States of Oklahoma, Kansas, Illinois, Texas, Louisiana, 
Arkansas, New Mexico, and Wyoming. It has been my endeavor to keep myself 
informed concerning the economics of the petroleum and natural-gas industries 
through the years in order that my operations might be planned to fit changing 
conditions. My experience also includes the gathering, transportation, and sale 
of natural gas for ultimate public consumption, both in interstate and intrastate 
commerce. As a matter of fact, I am informed that the order granting the cer- 
tificate of convenience and necessity to Louisiana-Nevada Transit Co. is the first 
contested certificate order issued by the Federal Power Commission in the exer- 
cise of its jurisdiction under the Natural Gas Act. 

I have had an active interest in the conservation of oil and gas resources in 
Oklahoma annd other States where we have interests, and served as chairman of 
the committee which wrote the rules and regulations of the Corporation Com- 
mission of Oklahoma presently in force, governing the conservation, production, 
transportation, and marketing of oil and gas in that State. It so happens that 
I secured the first well-spacing order ever issued by a regulatory authority for 
the purpose of planned, orderly development of an oilfield. At this time I serve 
as chairman of a committee of the Interstate Oil Compact Commission for the 
purpose of studying the effect of imported oil on oil and gas conservation. 
I relate this experience of some 44 years only that this committee know some- 
thing of the background from which I speak. 

In appearing before you, I represent no group or trade association of any 
character, but speak only as an individual whose interest in your decision con- 
cerning the enactment of the Harris bill will be vitally affected, both as a pro- 
ducer of natural gas sold in interstate commerce and as the executive head of 
a natural-gas company subject to the jurisdiction of the Federal Power Com- 
mission. 

Since arriving in Washington I have received two telegrams, one from the 
Honorable Raymond Gary, Governor of Oklahoma, which is a copy of a telegram 
to Congressman Harris, chairman of this committee. I am also in receipt of 
a telegram from James C. Hamill, Esq., attorney for Governor Gary, containing 
the following language: “The Governor has sent a telegram to the Honorable 
Oren Harris, a copy of which was sent to you. The Governor has authorized 
you to read this telegram to the committee at the time you make your statement.” 
I am, therefore, pleased to read into the record Governor Gary’s telegram, which 
states: 

“T am deeply grateful for your generous consideration in making time 
available for me to express my views in opposition to H. R. 6790 as now 
written. Since we are in the closing days of the Oklahoma Legislature, how- 
ever, I find it impossible to appear personally. The section of H. R. 6790 to 
which I strongly object is section 2, beginning with line 21, which reads ‘and 
no State or local authority shall regulate the sale price of natural gas either 
at or before the commencement of the transportation of such natural gas in 
interstate commerce.’ This clause could be interpreted to mean that the State 
of Oklahoma would be forbidden to tax in any way this natural resource which 
is being transported out of Oklahoma for use elsewhere. If so interpreted, 
it would pose a major crisis in Oklahoma government and place undue tax 
burdens on the rest of the State’s economy. I respectfully urge that this section 
be amended to add the following: ‘but the taxing power of any State or local 
authority shall not be impaired by this Act.’ Should this amendment be accepta- 
ble, I would have no further objection to H. R. 6790.” 

It should be clearly understood that I have no official status and do not in 
any wise have the right to speak for Governor Gary or the Interstate Oil Com- 
pact Commission, and my reference to the latter agency is purely for the pur- 
pose of background concerning my own experience and qualification. 

H. R. 6790, beginning on line 21 of page 2 of the printed bill where it amends 
subsection (b) of section 1 of the Natural Gas Act, as amended, provides: 
“* * * and no State or local authority shall regulate the sale price of natural 
gas, either at or before the commencement of transportation of such natural gas 
in interstate commerce.” 

As far as I have been able to ascertain, this is the first time in the history 
of the Republic, except in time of war, that Congress has sought to prohibit 
the States from fixing the price of a natural resource. To me no economic 
result can possibly justify the adoption of the bill so long as it contains the 
provision I have just quoted. 

On its face it impugns the legislative good faith of every gas-producing State 
in the Nation. Surely the Congress has no intent to create such an impression 
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by solemn legislative enactment. If adopted, it will in my opinion greatly 
jeopardize the conservation laws of every oil and gas producing State, and will 
strike down existing methods of taxation which sustain and support many of 
these same States. 

The Oklahoma Legislature as early as 1913 vested power and authority in 
the Corporation Commission of the State of Oklahoma to fix the price for natural 
gas after notice and hearing (52 Okla. Stat. secs. 23, 25, 231-233). In 1915 
Oklahoma strengthened its gas-conservation laws by authorizing regulation of 
production of gas from a common source when its production is in excess of 
market demand (52 Okla. Stat. sees. 289-240). 

Oklahoma statutes define waste, both physical and economic, and prohibit 
waste of every character in reference to the production of oil and gas. Those 
who purchase natural gas in Oklahoma are at least quasi-public companies, and 
are declared to be both common purchasers and common carriers by statutory 
enactment. These common purchasers and common carriers do not always will- 
ingly perform the functions the law requires them to perform; and when ordered 
by the Corporation Commission of Oklahoma to extend facilities to connect a 
producing gas well, absent the price-fixing power of the Oklahoma Corporate 
Commission, ridiculously low prices would be paid at the wellhead for natural 
gas. Indeed this situation was the subject of litigation in Cities Service Gas 
Company v. Peerless Oil and Gas Company et al. (71 8. Ct. 215, 340 U. S. 179). 
It arose in the great Hugoton gas field which is approximately 120 miles long 
and 40 miles wide and lies in the States of Texas, Oklahoma, and Kansas. At 
the time this case was decided, under prevailing market conditions wellhead 
prices ranged from 3.6 cents to 5 cents per thousand cubic feet, regardless of 
the fact that the commercial heating value of natural gas in terms of competitive 
fuel equivalents was in excess of 10 cents per thousand cubic feet at the 
wellhead. 

Having no pipeline outlet of its own, Peerless offered to sell the potential 
output of its wells to Cities Service. Cities Service refused except on the condi- 
tion that Peerless dedicate all gas from its acreage at a price of 4 cents per 
thousand cubic feet for the life of its reserves. Witnesses testified that such a 
price as was tendered Peerless would make enforcement of conservation more 
difficult, retard exploration and development, result in abandonment of wells long 
before all recoverable gas has been extracted, and that prices in such amounts 
contribute to an uneconomic rate of depletion and economic waste of gas by 
promoting inferior uses. 

The Corporation Commission of Oklahoma properly granted the Peerless appli- 
cation and provided in its order “that no natural gas shall be taken out of the 
producing structures or formations in the Guymon-Hugoton field * * * at a 
price, at the wellhead, of less than 7 cents per thousand cubic feet of natural gas 
measured at a pressure of 14.65 pounds absolute pressure per square inch.” 

The commission also directed the Cities Service “to take natural gas ratably 
from * * * (Peerless) well * * * in accordance with the formula for ratable 
taking prescribed in Order No. 17867 of this commission.” 

If there be members of this committee who need reassurance that the regulated 
price for natural gas, as fixed by the corporation commission of the State of 
Oklahoma, will be kept within reasonable bounds, I point out that a price of 
approximately 9.8 cents per thousand cubic feet is the highest price ever fixed 
for wellhead gas by the corporation commission of Oklahoma. 

The Supreme Court of the United States, in passing upon the action of the cor- 
poration commission in this case, held : 

“The statutory grant of power to Oklahoma Corporation Commission to regu- 
late the taking of natural gas from a common source of supply so as to prevent 
waste, protect interest of the public and of those having a right to produce 
therefrom is not invalid as violative of either due process or equal protection 
provisions of the 14th amendment, or commerce clause of Federal Constitution.” 

Further in the syllabus it is stated: 

“A State may regulate matters of local concern over which Federal authority 
las not been exercised even though the regulation has some impact on interstate 
commerce.” 

The evidence in Cities Service v. Peerless clearly showed that approximately 
90 percent of the gas produced from the Guymon-Hugoton field, lying in Oklahoma, 
moved in interstate commerce. This is true of almost every important reserve 
of natural gas which has been found in this country to this date. It will become 
an even greater percentage in many instances as soon as pipeline facilities can 
be completed into other vast reserves of natural gas such as are in process of 
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development in the Four Corners area of New Mexico, Colorado, Utah, and 
Arizona. 

Can this committee in fairness say that the consumers of natural gas are 
more in need of the protection of a maximum limit on the fair price for natural 
gas than are the citizens of the gas-producing States in need of a minimum price 
therefor? I am urged by the decisions of the respective State and Federal regula- 
tory authorities that they fairly and lawfully determine justiciable issues which 
are presented for their consideration. I am not convinced that one regulatory 
authority is gifted with infallibility and that all others are subject to fallibility 
and greed. The inclusion of the provision quoted, in the Harris bill, will make 
uncertain the enforcement of every conservation act of every oil and gas pro- 
ducing State. 

There is no enterprise known to commerce more local in character than the 
production of oil and gas. There is no natural resource industry more in need of 
competent and expert supervision at the State and local level than this. Almost 
every legislative power reserved by the States under the Constitution is brought 
into play in some degree in the regulation of the development and production of 
natural gas and petroleum. No two oil and/or gas fields are identical in physical 
characteristics. A practice which might represent the ultimate of efficient 
operation in one pool can constitute waste of a flagrant character in another. 
The prevention of economic waste, as applied to the oil and gas industry, is in 
fact a means of preventing wasteful and uneconomic practices which result in 
actual physical waste of an otherwise recoverable natural resource. The main- 
tenance of at least an economic minimum is essential to conservation. 

In Cities Service v. Peerless, supra, the Supreme Court also held that insofar as 
conservation is concerned the national interest and the interest of the producing 
States may tend to coincide. The case further holds that in a field of such com- 
plexity, where so many diverse interests are involved, it could not say that 
the national interest was so harmed that the State price fixing of a natural 
resource fell within the ban of the commerce clause of the Constitution of the 
United States. The decision in Cities Service v. Peerless involved the discretion- 
ary doctrine of abstention. The Court held: 

“Congressional power over interstate commerce, though paramount, is not 
exclusive. 

“A State may regulate matters of local concern over which Federal authority 
has not been exercised even though the regulation has some impact on interstate 
commerce.” 

The Court there weighed the respective interests of the State and Nation and 
undoubtedly considered the fact that since Congress had not occupied the field 
of legislation in reference to price fixing, then the conservation of an important 
natural resource was of sufficient value that the benefits obtained by the producing 
State outweighed any advantage which might inure to the Nation by striking 
down the price fixing authority of the State in the proper exercise of its police 
power. The Harris bill specifically occupies the field of price fixing to the extent 
that it prohibits the fixing of a wellhead or field price for natural gas by the States. 
In its application it means that a vast percentage of the gas to be produced will 
be connected at the convenience of the purchasing companies and paid for at a 
price of their own choice. It will create a buyers’ market which will result in the 
failure to complete isolated wells capable of producing large quantities of natural 
gas. It will result in the premature abandonment of thousands of wells as the 
volume of productivity and the natural reservoir pressure decline. Neither 
the States or the Federal Power Commission will have the right, if H. R. 6790 
is enacted, to fix a minimum below which gas may not be purchased in the field. 

Oklahoma, and practically every oil and gas-producing State, is greatly depend- 
ent on a gross production tax or severance tax levied as a result of the extrac- 
tion of oil and gas from its habitat in a state of nature. The State of Oklahoma 
realizes more than $30 million annually from gross production taxes on oil 
and gas alone; and without it our schools, our county highway system, and the 
general fund of the State would be tremendously handicapped. This is true to a 
greater extent in the States of Louisiana and Texas; and to a lesser extent in 
Kansas, Arkansas, New Mexico, and other States where the amount of oil and gas 
production is substantially less than that produced in Oklahoma. These taxes 
constitute a part of the cost of gas and oil. 

Section 821, title 68, Oklahoma Statutes, 1951, makes every person, firm, or 
corporation engaged in the mining or production, within Oklahoma, of asphalt, 
or ores bearing lead, zinc, jack, gold, silver, or copper, or of petroleum or other 
crude oil, or other mineral oil, natural gas and/or casing head gas, liable to 
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pay a gross production tax thereon. In the instance of all forms of oil and 
natural gas, this tax is 5 percent of the gross value thereof. These taxes consti- 
tute a part of the cost of gas and oil; and consequently are an integral part of 
the price to be paid by any purchaser thereof, either intrastate or interstate. 
Taxes heretofore levied upon the production or severance of gas, and indeed 
taxes levied upon the gathering of gas, have been offered in evidence as a part 
of the cost of gas in producers’ rate cases pending before the Federal Power 
Commission. It is reasonable to suppose that the Federal Power Commission, 
in pending cases, may give consideration to taxes of this character as elements 
in the cost of gas, or as factors in the fair field price of gas, or the reasonable 
market price of gas, whichever may be accepted by the Federal Power Commis- 
sion as criteria for ratemaking purposes. For that purpose, all taxes except 
income taxes have always been considered in the establishment of rate bases for 
public service. 

One of the matters of paramount importance which should seriously concern 
this committee in making its recommendation in reference to the quoted amend- 
ment to subsection (b) of section 1 of the Natural Gas Act, as amended, is the 
fact that it forecloses the States from establishing a minimum price for gas, 
and is an invasion of both the fields of conservation and revenue production. 

Violence will not be done to the rights of States through the actions of admin- 
istrative agencies in fixing a field price for gas either under existing laws or the 
price-fixing authority conferred upon the Federal Power Commission by H., R. 
6790. The danger lies in judicial interpretation of the act in reference to the 
commerce clause of the Constitution. 

I would like at this point to refer to the language of Justice Frankfurter in 
his special opinion of assent in Phillips Petroleum Co. vy. State of Wisconsin, et al. 
(347 U. 8. 672; 98 L. Ed. 1035, 74 S. Ct. 794 (1954) ) : 

“While I join the opinion of the Court, one consideration leading to the Court’s 
conclusion is for me so decisive that I deem it appropriate to give it emphasis. 

“Section 1 (b) is not to be construed on its face. It comes to us with an 
authoritative gloss. We must construe it as though Congress had, in words, 
added to the present text of section 1 (b) some such language as the following: 
“ ‘However, since sales for resale, or so-called wholesale sales, in interstate com- 
merce are not local in character and are constitutionally not subject to State 
regulation. (See Missouri v. Kansas Gas Co., 265 U. S. 298, and Public Utilities 
Commission v. Attebora Steam and Eelectric Co., 273 U. 8. 83). The basic pur- 
pose of the legislation is to occupy this field in which the States may not act.’ 
[Emphasis added. ] 

“The section must be read with such an interpolation because the committees 
of Congress which were respousible for the legislation said specifically that the 
Natural Gas Act was designed to cover the situations which the two cited cases 
held to be outside the competence of State regulation.” 

In the Phillips case, supra, Justice Frankfurter explored the records of con- 
gressional committees at considerable length to determine what he felt to be 
the intent of Congress, rather than to interpret the language of the Natural Gas 
Act, as it was finally passed by Congress. I cannot overemphasize or repeat too 
often the language of his construction when he said: 

“The basic purpose of the legislation is to occupy this field in which the States 
may not act.” 

In the Harris bill, as it is presently under consideration by this committee, 
jurists will not have to look beyond the face of the act itself to determine con- 
gressional intent to prohibit the States or local authorities from any form of 
price fixing for natural gas, either before or at the time it enters the commerce 
between the States. The act itself unmistakably provides this inhibition. 

In the case of Michigan-Wisconsin Pipe Line Co. v. Calvert, et al. (74 S. Ct. 
396, 347 U. S. 157), the Supreme Court of the United States passed upon the 
validity of a Texas tax on the occupation of gathering gas measured by the 
entire volume of gas taken. The statute provided: 

“In addition to all other licenses and taxes levied and assessed in the State 
of Texas, there is hereby levied upon every person engaged in gathering gas 
produced in this State, an occupation tax for the privilege of engaging in such 
business, at the rate of nine-twentieths of 1 cent per thousand cubie feet of 
gas gathered.” 

Using what the Court denominates a “beggared definition” of the term, “gath- 
ering gas,” the act further provides that: 

“In the case of gas containing gasoline or liquid hydrocarbons that are re- 
moved or extracted at a plant within the State by scrubbing, absorption, com- 
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pression, or any other process, the term ‘gathering gas’ means the first taking 
or the first retaining of possession of such gas for other processing or trans- 
mission whether through a pipeline, either common carrier or private, or other- 
wise after such gas has passed through the outlet of such plant.” 

The gas which was the subject matter of litigation in this case went into inter- 
state commerce and was purchased by a concern which placed the gas in inter- 
state commerce by taking it from the outlet of a gasoline plant. The purchaser 
did not otherwise purchase, take, or gather gas in the State of Texas. 

This tax was held invalid as violating the commerce clause of the Constitution. 
The Court holding: 

“The purpose of the commerce clause of the Federal Constitution was to 
create an area of free trade among the several States, and such clause vested 
power of taxing a transaction forming an unbroken process of interstate com- 
merce in the Congress, not in the States.” 

It is interesting to note that in discussing the facts involved in this litigation, 
the Court states: 

“Michigan-Wisconsin has constructed a pipeline extending from Texas to 
Michigan and Wisconsin. At points in these two States and in Missouri 
and Iowa it sells gas to distribution companies which serve markets in those 
areas. It sells no gas in Texas. The company produces no gas; it purchases its 
supply from Phillips Petroleum Co. in Texas, under a long-term contract. 
Phillips collects the gas from the wells and pipes it to a gasoline plant, 
where certain liquefiable hydrocarbons, oxygen, sulfur, hydrogen-sulfide, dust, 
and foreign substances are removed preparatory to the transmission of the 
residue. As this residue gas leaves the absorbers it flows through pipes owned 
by Phillips for a distance of 300 yards to the outlet of its gasoline plant, at the 
boundary between property of Phillips and property of Michigan-Wisconsin. * * * 

“The entire movement of the gas, from producing wells through the Phillips 
gasoline plant and into the Michigan-Wisconsin pipeline to consumers outside 
of Texas, is a steady and continuous flow.” 

In the body of the opinion, the Court uses this language: 

“Appellants’ business is the interstate transportation and sale of natural 
gas. Under the commerce clause interstate commerce and its instrumentalities 
are not totally immune from State taxation, absent action by Congress.” 
[Emphasis added. ] 

It will be noted that the Texas statutes involved in Michigan-Wisconsin y. 
Calvert are identical in legal principle with that of section 821, title 68, Okla- 
homa Statutes of 1951, in that they are each license or occupation taxes levied 
upon those engaged in the business of handling and production of the same 
commodities, a vast percentage of each of which finds its way into the commerce 
between the States. 

In the case of Carpenter v. Shaw ( (1930), 50 8. Ct. 121, 280 U. S. 364), Justice 
Stone, speaking for the Court, states: 

“Where a Federal right is concerned, we are not bound by the characterization 
given to a State tax by State courts or legislatures, or relieved by it from the 
duty of considering the real nature of the tax and its effect upon the Federal 
right asserted,” citing C. O. € G. R. R. Co. v. Harrison (235 U.S. 292, 35 8. Ct. 37) ; 
Galveston, Harrisburg & San Antonio Ry. Co. v. Texas (210 U. 8S. 217-227; 28 8. 
Ct. 638). 

At the risk of being repetitious, I would like to impress again that in MVichigan 
Pipe Line Co. v. Calvert, supra, Justice Clark emphasized the fact that interstate 
commerce, and its instrumentalities, are subject to State taxes only in the 
absence of action by the Congress. 

Under the pending bill, in its present form, Congress will have acted to occupy 
the legislative field. 

Let us suppose that the Legislature of Oklahoma, after the passage of H. R. 
6790, sees fit to increase the gross production taxes on natural gas from 5 to 7 
percent. The enactment of such a law would increase the price for natural 
gas produced in Oklahoma 2 percent at the wellhead. This undoubtedly could 
reflect an increased cost for gas to its ultimate consumers; and could affect 
the earnings of both interstate transportation companies and _ distribution 
companies outside the State where gas was produced. 

At the hearing accorded the proponents of H. R. 6790, Charles H. Kendall, 
Esq., General Counsel of the Office of Defense Mobilization, appeared before 
this committee. The Wall Street Journal of May 8, 1957, contained the following 
statement in reference to Mr. Kendall’s recommendation to the committee: 
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“However, he proposed two changes: One would continue the Federal Power 
Commission’s authority to pass on definite future rate increases provided in 
existing contracts when the boosts do more than reflect new or increased taxes, 
or represent more than what the FPC considers the fair market level. The 
other would allow the Commission, in determining the ‘reasonable market price’ 
to take into consideration the cost of producing the gas.” 

It will be noted that for ratemaking purposes Federal Power Commission would 
take into consideration present or increased taxes, levied by the States on 
natural gas. I am not concerned with the effect upon the rate structure deter- 
mined by the Federal Power Commission through which it would perhaps pass 
on to the ultimate consumers any existing or increased taxes. 

The ultimate consumer is not only protected by the Federal Power Commission 
which has the unquestioned legal right at this time to determine the wholesale 
price for- natural gas for resale in interstate commerce; the consumer would 
likewise have the protection of the State regulatory authority having jurisdiction 
over the distribution company which served its requirements. 

What I am concerned with is the possible action under the commerce clause 
of the Constitution by either the purchasing companies, the transportation 
companies, the distributing companies, or the regulatory commission clothed 
with the authority to act by the State where ultimate consumption occurs. If 
the Congress occupies the field of price fixing, and specifically denies that author- 
ity to the States, it will hand the Federal courts of the Nation a mandate to 
abandon the doctrine of abstention. 

The quality of natural gas moving in interstate commerce constitutes a vast 
percentage of total gas production. There can be no question but that any tax 
at the State level which affects the price for natural gas, would be an unreason- 
able burden on interstate commerce when the States are deprived of price-fixing 
authority by Congress. It would be impossible as a matter of common practice 
to segregate the production from any particular well, or lease, so as to determine 
what percentage is disposed of in the State of its production. It cannot be trans- 
ported on any practicable basis from one point to another except in pipelines. 
When the gas from one well or field is commingled with the gas from another 
well or field in the pipeline of a common purchaser, its identity is lost so that 
any tax levied upon the business of producing natural gas within a State of 
of necessity must also be a tax upon that portion of such production as moves 
in interstate commerce. 

In Phillips Petroleum Co. v. Wisconsin, supra, Justice Frankfurter was obliged 
to diligently search through the records of hearings before congressional com- 
mittees to ascertain to his satisfaction that “the basic principle of the legisla- 
tion is to occupy this field in which the States may not act.” 

In every decision pertinent to this issue there is a statement to the effect that 
the field of legislation has or has not been occupied by the Congress. 

If H. R. 6790 becomes the law, containing the inhibitory clause quoted, a 
heretofore valid gross production or severance tax would automatically take 
its place in a different category, and a change of faces would occur in reference 
to judicial interpretation of the State law. One would not have to be gifted with 
the powers of precognition to anticipate the language of the Court in striking 
down the existing severance or gross production taxes levied by the States sub- 
sequent to the adoption of the Harris bill. 

The inevitable conclusion would be reached by any judge that Congress having 
denied the right of the State or local authority to fix the price of natural gas, 
either before or at the time it enters interstate commerce, such a tax would 
constitute a species of price fixing by the State in a field where it was forbidden to 
act by the superior authority of the Congress, for, as said in Carpenter v. Shar, 
supra: 

“Where a Federal right is concerned we are not bound by the characterization 
given to a State tax by State courts, or legislatures, or relieved by it from the 
duty of considering the real nature of the tax and its effect upon the Federal right 
asserted.” 

It is true that the gathering tax involved in Michigan-Wisconsin v. Calvert, 
supra, was found to be in violation of the constitutional inhibition against import 
and export duties in commerce between the States: but it is likewise true that 
the gathering tax levied by the State of Texas was held to originate in a field in 
which the States may not act. 

No one can deny that Congress might levy a valid tax upon those engaged 
in the transportation of natural gas moving in interstate commerce, or even upon 
the movement of the commodity itself. Every railroad ticket, and every freight 








582 NATURAL GAS ACT 


waybill, is evidence that Congress not only can but has lawfully acted in this 
field of legislation. 

Once the inhibitions of the Harris bill are enacted into law, it is my considered 
opinion that only the Congress of the United States would have the lawful 
authority to levy a valid tax upon those engaged in the business of producing 
natural gas from its habitat in a state of nature. Should H. R. 6790 be adopted, 
the Federal courts would no longer be able to consider the necessity for the pre- 
vention of economic waste as a factor in the conservation of natural gas. The 
courts would not then be able to weigh the difference between the benefit to be 
obtained by virtue of legitimate conservation practices in the States where natural 
gas is produced vis-a-vis the possible higher cost to ultimate consumers. Once 
this discretion is removed by congressional enactment, then all acts pertaining to 
the legitimate conservation of natural gas or taxation by the States which have 
the effect to increase the price of gas moving in interstate commerce, would 
become, within the law, unreasonable burdens on interstate commerce in violation 
of the commerce clause of the Federal Constitution. 

The 31 States which produce oil and natural gas are entitled to at least 
equality of protection with the nonproducing States. The producing States, 
under the law at this time, have the right to reasonably conserve and protect 
from waste the great natural resources of petroleum and natural gas that under- 
lie their surfaces. 

Regardless of any action which the Congress may take with regard to H. R. 
6790, the consuming States will continue to have the protection of the Federal 
Power Commission and the regulatory authorities having jurisdiction in the 
States of ultimate consumption. 

It is my honest conviction that the legislative integrity of the oil- and gas- 
producing States may be safely relied upon by the Nation. I repose confidence 
in the regulatory agencies vested with jurisdiction by the various commonwealths 
where oil and gas are produced; and I point with pride to the achievements of 
the Corporation Commission of Oklahoma as a pioneer in the field of oil and 
gas regulation; and to the reasonable attitude of the members of that commis- 
sion. In the use of the commission’s authority to fix the wellhead price for 
natural gas in Oklahoma, it has never exercised that jurisdiction oppressively, 
but only for the purpose of fixing minimum prices necessary to conserve and 
prevent the waste of natural gas, as well as to justify its development and 
production. 

I have great confidence in the Supreme Court of Oklahoma to see to it that 
any abuse of the authority vested in the Corporation Commission of Oklahoma 
is quickly corrected. I would like to point out that one of the landmark decisions 
in reference to the construction of the market demand statute of Oklahoma, which 
has for its purpose the determination of the amount of oil or gas which may be 
produced in Oklahoma without waste, and for which a market exists. The case 
from which I quote is Wilcox Oil and Gas Co. v. Walker, Commissioner, et al. 
(168 Okla. 355, 32 Pac. (2d) 1044-1051), in which the Court says: 

“We point out that the public, as well as the petitioner and other producers 
of oil, are interested in such proceedings. The buyers of oil have a right to 
appear and present evidence relating to the market demand, and the producers 
have the right to require that the buyers and consumers of oil, and the public at 
large, who may be interested, have reasonable notice of the intention of the 
Corporation Commission to make an order which may be far-reaching in its 
effect, in that should the market demand be determined at an amount greatly 
less than the real demands of the consumers and purchasers of oil, the delicate 
halance of the price of said commodity may be seriously affected. A false or 
improvident finding of the market demand can result in grave consequences 
not only to the industry itself, but to the consuming public. Such consequences 
were within the contemplation of the legislature in providing the notice by pub- 
lication.” [Emphasis mine.] 

I most sincerely urge the members of this committee to weigh with all gravity 
the consequences which will most certainly derive from the inclusion of a pro- 
vision in this bill which may not only strike at the vital revenues of the respec- 
tive oil- and gas-producing States, but to the very principle of local oil and gas 
conservation, as well. 


The Caamman. Thank you very much, Mr. Delaney. I am sorry 
you cannot remain with us. 
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Mr. Dilworth, you may take the witness chair. We are very glad 
to have you appear before the committee today with reference to 
legislation under consideration. 


STATEMENT OF HON. RICHARDSON DILWORTH, MAYOR OF 
PHILADELPHIA 


Mr. Ditwortn. Thank you. 

I have left with Mr. Layton, clerk of the committee, 40 copies of 
the statement. 

I am here both as the mayor of the city of Philadelphia, and also 
as the secretary of the United States Mayors Committee on Natural 
Gas Legislation. The other members of this committee, as you know, 
sir, are Mayor Wagner, of New York City, who is the chairman; 
Mayor Nicholson, of Denver: Mayor West, of Nashville; and Mayor 
Zeidler, of Milwaukee, who are vice chairmen, and I am the secretary 
of the committee. 

There had been such a committee 2 years ago. It was rather spon- 
taneously re-formed this year. And as the result of the request of the 
other members of the committee, I wrote a letter to all of the cities 
which had been on this same committee 2 years ago. And at the 
present moment there are more than 60 cities with a population of 
over 30 million consumers represented by this committee. 

Mayor Wagner, when he appears before the committee, will submit 
the actual list of the members. 

ow, as dogs. 227 the bill itself, our position is, of course, just as it 
was 2 years ago, and a year ago. 

In our own city of Philadelphia, we have 600,000 gas consumers, 
and they receive their gas from the gas system which is owned by the 
municipality and is operated on a service-at-cost basis, which means 
that every cent of expense must be paid for sooner or later by the 
consumers. 

Philadelphia today buys more than 40 million thousand cubic feet 
of natural gas each year and pays the pipelines approximately $17 
million a year, of which, we understand, approximately $6 million 
goes for the gas that the pipelines buy in the Southwest. 

This is almost double what the cost of that gas was 10 years ago 
to the distributors who serve the city of Philadelphia, and that w 
when natural gas first came to the city of PE me no 

It is this gas bill, this $6-million ‘bill, the $6 million that the dis- 
tributors who bring the gas into Philadelphia have to pay which 
now threatens our consumers as we see it, if this present legislation is 
enacted. 

We are told that the latest substantial purchases by our own prin- 
cipal supplier is at 24 cents per thousand cubic feet for Louisiana 
gas, to go up at the rate of nearly half a cent a year, which would 
be a full 10 cents above the average purchase cost of the gas now 
coming to us. 

What happens to our own city when all gas moves up, when our 
gas, that is, the gas that is purchased from the Southwest, moves 
up by 10 cents ¢ 

It would mean $4 million a year out of the pockets of the Phila- 
delphia consumer, which is, of course, a very large sum. 
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It is frequently said that the customer is a free agent, but we regard, 
and I think it is the fact, that the customer is very “definitely : “aptive 
customer, because the people of the city of Philadelphia, the con- 
sumers, the average citizen, have invested more than $200 million in 
gas appliances in their homes. 

That is, we have 600,000 gas consumers, gas users, and the average 
investment of those who do not burn gas for heat is about $400 per 
home. 

The 175,000 that use gas for heat, their total investment is about 
$1,000. 

So that the grand total invested in your gas appliances and gas to 
heat homes is over $200 million. And despite the fact that one of 
the committee members a year ago said, “Well, if you don’t like this, 
you can go back to coal in Pennsylvania,” that is hardly a practical 
solution when you have invested $1,000 in setting up gas heat. 

You do not lightly throw that investment out and invest almost a 
like sum to go back to the use of coal. 

So that we feel very definitely that the customer is a captive cus- 
tomer and not a free agent. It is said that he is a free agent, but 
in our own city we could go to the A. & P. and the American Stores 
and if we didn’t like the A. & P. price, the only trouble we would have 
would be to walk across the street to an American Store. 

But where you have invested a thousand dollars of your money 
in gas heat and gas appliances, I don’t think you are any longer a free 
agent and you are not really sitting at the bargaining ti: able. 

It is also said that reasonable market prices have been brought in. 
But our question to that is reasonably, by whose terms? 

Is it reasonabie in the light of the lowest cost necessary to the con- 
sumer? That is not mentioned in the bill. The producers, as we see 
it, certainly didn’t want it that way. 

As to the m: urket , who makes the market? It is certainly a well- 
known fact that 3 percent of the producers do control 90 percent of 
the supply. And, according to the latest available figures, some 20 
of the producers actually control 80 percent of the supply. 

We believe that they grow just enough to keep ahead of the demand 
for oil and gas. The pipelines have to and do pay the price that is 
asked for, so the market price, under the bill as we see it, will become 
the price the producers decide they want for the gas, and there is no 
way under the revised bill that that would be any different than that. 

It is also said that the bill will propose that the Federal Power 
Commisison be allowed to consider what it costs to produce the gas. 
But they have not used the word “shall,” which is the important word, 
and we do not think that, under the words that they may use, pi irticu- 
larly in view of the testimony of the Chairman of the FPC, that is 
going to be of any help to us. 

It is also said that it is almost impossible to discover costs, but we 
think that the companies themselves have pretty good cost figures. 
We believe that it is perfectly practical to work out a theory under 
which the costs can be ascertained. And that is the general costs to 
the company which, of course, include the cost of explor ation, the 
cost of a dry hole, and all of that. 

And we are also perfectly satisfied that that investigation should 
include consideration of what is necessary to be a real incentive. 
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We realize that we in the Northeast are constantly threatened, par- 
tiewhaste by the State of Texas, that, if they do not get what they 
want, they will not send us any more gas. 

Well, the »y have been threatening that for 10 years, and yet the pro- 
duction of gas has constantly increased. Their reserves have con- 
stantly increased, and they have constantly had more gas available 
for the market. 

So we do not think that that is in any way a threat. 

It is also said, of course, that the cost is only 10 to 12 cents, which 
is a very low cost, but the actual cost, as we see it today, the cost at 
which was has been sold, ranges anywhere from 17 cents in Louisiana 
to 20, 21 cents, and even higher , insome of the other States. 

So that, if this bill is passed, it is almost inevitable that the cost of 
gas to the pipeline producers who supply us will go up about 10 cents, 
which, as I s say, would mean about $4 million to the consumers of the 
city of Philadelphia. 

It is also said that this is merely a matter of a few cents and will 
only be a matter of a dollar, a few dollars a month to the average con- 
sumer, but I think we have to look at it in the aggregate. Every penny 
that is added to the field price of natural gas actually adds $2 billion 
to the value of the present reserves ow ned by the producers and mil- 
lions of dollars to the total annual bills of our Nation’s gas consumers. 

I believe that if the price at the wells goes up 10 cents the cost to 
the consumers throughout the Nation, in addition to the $4 million for 
our Philadelphia consumers, the total cost to the consumers will be 
close to $600 million. 

It is also said that this is a compromise bill, fair to all. But I think, 
as one of my colleagues said, it reminds him of that rabbit stew dur- 
ing the war where the customer complained that there seemed to be 
an awful lot of horse in it, and the restaurant owner told him that was 
not so—it was a very fair division, there was only 1 horse to every 
1 rabbit. 

I think that that is very much, as far as the consumers go, the types 
of compromise that has been arrived at here. 

And, if I might close with this, I think the thing that particularly 
concerns us is that no representatives of the consumer, to our know]l- 
edge, were ever consulted about the terms of this new, so-called com- 
promise bill. No State or municipal regulatory commission has 
testified on it or had any part in it. 

The Chairman of the Federal Power Commission, as I understand 
it from a reading of the testimony, has admitted that he met, as he 
says—and I understood him to say—with considerable pride—met in 
secret with the producers. 

That, it seems to me, would be very much like a judge meeting with 
the appellant to see if he could work out a suitable compromise be- 
tween the appellant and appellee without consulting the appellee, 
which seems an extraordinary procedure. 

To the best of our information, no governor or mayor was asked 
what he thought would be protective of the interests of the people he 
represents. So that we feel this has been a very one-sided affair. 

To summarize our position, we feel that this is a business affected 
with the public interest; that it is a business in interstate commerce 
and, therefore, a Federal responsibility; that the Congress has estab- 
lished the FPC to regulate this business. 
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We also feel that this bill would tie its hands and prevent it from 
regulating adequately the price of a product which it is admitted 
needs regulation for the protection of the consumer. 

And we strongly suggest that the FPC be allowed to continue 
unhampered to exercise the authority given to it by the Natural Gas 
a of 1938 as interpreted by the Supreme Court of the United 

tates. 

I should add this, that we are also perfectly favorable to the bill 
of Mr. Macdonald, which would exempt these small producers. I 
have heard that some people have asked the question, “Isn’t that 
special or class legislation ?” 

We do not think it is exactly the same thing that is done in the 
Wages and Hours Act. There the employer has to employ at least 
several persons. Exactly the same thing is done in the Holding 
Company Act, where the total aggregations of the holding company 
have to be 1 million, it is my recollection, before they are regulated. 

That summarizes our position, sir. 

The Cuatrman. Thank you, Mr. Dilworth. While you have sum- 
marized the statement, your entire statement will be included in the 
record. 

Mr. Ditworrn. Thank you very much. 

I found, in testifying down here, it is more helpful to the com- 
mittee to actually testify and not to simply read. 

The Cuatrman. We will be glad to have your entire statement now, 
together with your comments, included in the record. 

(The statement is as follows :) 


TESTIMONY OF RICHARDSON DitwortTH, MAyor OF PHILADELPHIA 


I am Richardson Dilworth, mayor of Philadelphia, speaking on behalf of 
its citizens in opposition to H. R. 6790-1, companion bills freeing natural-gas 
producers from effective Federal regulation. 

As secretary of the United States Mayors’ Committee on Natural Gas Legisla- 
tion, I am appearing with a number of other public officials who are concerned 
with what may happen to the people they represent if this bill passes. We be- 
lieve sincerely that we speak for the public interest. 

This is not the first time that Philadelphia has spoken out on this issue. My 
distinguished predecessor, Senator Joseph S. Clark, helped organize the first 
mayors’ committee on this subject some 2 years ago when the 1955 version was 
before you. 

At that time he described for you what the situation was in Philadelphia, and 
why we had this interest in this legislation. I will not delabor the record by 
telling the same story twice. Nor will I discuss the legislative language used 
in this bill. 

The bills which are now being considered by the Interstate and Foreign Com- 
merce Committee have been the subject of critical review by competent State 
regulatory commissions expert in this field. An elected official can add little 
in the way of technical comment on the legislative language. He can and should, 
however, comment on the effect which it could have on the people he represents. 

There are some 600,000 gas customers in the city and county of Philadelphia, 
served by a gas system owned by the municipality and operated on a service-at- 
cost basis. This means that every cent of expense must be paid for, sooner or 
later, by these gas customers. 

Philadelphia buys over 40 million M e. f. (1,000 cubic feet) of natural gas 
each year, and pays the pipelines which serve us $17 million, of which they pay, 
we are told, nearly $6 million for the gas they buy in the Southwest. This is 
almost double what the cost would have been 10 years ago, when natural gas 
first came to Philadelphia. It is this gas bill, this $6 million bill, which is now 
threatened with another boost if Federal control over field prices is relaxed. 

Thus, we are told that the latest substantial purchase by our principal sup- 
plier is for 24 cents per M. ec. f. (1,000 cubic feet) for Louisiana gas, to go up 
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at the rate of nearly half a cent a year, a full 10 cents above the average pur- 
chase cost of the gas now coming to us. Reasonable market price? Well, they 
say they couldn’t buy it for less. What happens when all our gas moves up by 
10 cents? Just $4 million a year out of the pockets of the Philadelphia con- 
sumer. This is the stake we have in this legislation. This is why I, together with 
the mayors of other great cities throughout the country, appear before you in 
opposition. 

Don’t misunderstand me—if it costs this much more to find and produce the 
gas, we know we have to pay it. We have benefited tremendously by having 
natural gas piped up here, and we are grateful. But we don’t want to have all 
the benefits taken away from us, now that we have become the captive customer 
you’ve heard so much about. In this time, the people of Philadelphia have in- 
vested between $100 and $200 million in gas appliances. They’re going to have 
to pay the bill, and all they ask is that it be measured by a real 36-inch yard- 
stick and not the rubber one that is proposed. 

The last time around, Senator Fulbright and others said: “Well, if they don’t 
like the price, let them burn coal,” as though it meant nothing to the average 
homeowner in Philadelphia to chuck out a thousand dollars’ worth of gas equip- 
ment and start all over again with a whole new set of appliances. By this glib 
question—or suggestion—they have put their fingers on why the consumer does 
need—to be protected—by something other than the law of supply and demand. 

Proponents of the bill ask: Why not regulate the sale of coal, wheat, automo- 
biles? The answer is the same. The gas customer has no freedom of choice, as 
he has with respect to these other commodities. His average investment of 
$1,000 holds him to the use of gas. He must buy from his local gas company. 
This company must buy from the pipelines serving the city, the pipelines, in turn, 
must buy from the areas through which their lines run, and bid against the 
other pipelines for the supplies in those areas. The chain is complete from the 
gas field to the gas furnace, and there is little freedom of action on anybody’s 
part, except the producers, to permit a free market in this vital raw material. 
Competition there is, but competition between pipelines to buy the gas. The 
consumer isn’t at that bargaining table. 

Perhaps this is the clue as to why the oil companies are so fond of those few 
words of art, “reasonable market price.” 

Reasonable by whose terms? Reasonable in the light of the lowest necessary 
cost to the consumer? This is not mentioned in the bill. The producers didn’t 
want it that way. 

And “market”? Who makes the market? It is a well-known fact that a 
handful of producers control most of the reserves. They drill just enough to 
keep ahead of the demand for oil and gas. The pipelines have to, and do, pay 
the price that’s asked for—so “market price” simply becomes the price the pro- 
ducers decide they want for the gas—absent effective Federal regulation. 

Even the administration, which sometimes hasn’t been too tender on the 
wage earner, sees this. They say FPC must be allowed to consider what it costs 
to produce the gas. They can’t quite bring themselves to say “shall,” it’s true, 
but they realize that there is no way on earth of fixing a fair price, fair to both 
consumer and producer, if the regulatory agency isn’t given the power to find out 
what price the producer needs to cover his cost and yield him a fair profit. 

Eminent lawyers have labored mightily and produced a bill for Congress to 
guide daughter FPC. Federal regulation? Why certainly. Price controlled? 
Why of course. But then, when it comes to the real point, the standards to be 
used, the Commission is to be blocked from finding and using the only regulatory 
tool yet perfected, the power to find costs. 

There’s a good reason for this, which will come to light very soon. The Com- 
mission has been finding costs in the last 6 months; and they’re in a 10- to 12-cent 
range—not the 20 to 25 cents the oil companies now want for their gas. And 
even the 10- to 12-cent costs include the current higher costs of exploration. No 
wonder the producers want the market price unmodified by any cost data. Ten 
to fifteen cents a thousand is at stake, on all gas sold, hundreds of millions of 
dollars in the Nations’ gas bill, four to six millions in Philadelphia alone. A few 
cents a day for each customer, say the oil companies—why bother? But hun- 
dreds of millions of dollars of increased profits nevertheless, for an industry 
which isn’t yet exactly facing the poorhouse. 

If we cite figures, we should cite aggregates, which alone are meaningful. 
These aggregates are billions, not pennies. Every penny added to the field price 
of natural gas add $2 billion to the value of present reserves owned by the pro- 
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ducers, and millions of dollars to the total annual bills of our Nation’s gas 
consumers. 

The real issue is whether a group of producers, centered largely in the big oil 
companies, should be permitted to determine in effect the price of a commodity 
sold in interstate commerce and affected by the public interest, without proper 
regulation of the Federal Power Commission. 

It seems strange, indeed, that we all admit the necessity of regulating the ‘ 
price at which distributing companies sell to the consumer, while exempting from 
effective regulation the price the producer charges—a price which virtually 
determines the charge by the distributor. As the State and local regulatory 
bodies must approve reasonable compensatory rates, they are no protection for 
the consumer, unless proper regulation is exerted at the producing end. , 

We have heard a lot about the law of supply and demand. However, it 
seems only reasonable that where an article is in short supply (and where 
the supply can largely be determined by the producers), and where buyers 
are deprived of their choice by the investment they have made, surely the 
case for regulation is clear, at least to make sure that the resulting price is truly 
reasonable. 

They tell me this is supposed to be a “compromise” bill. It reminds me a 
little of the story about the horse and rabbit stew—in equal parts, 1 horse and 
1 rabbit. No representatives of the consumer, to my knowledge, were ever 
consulted about its terms. No State or municipal regulatory commission has 
testified on it or had any part in it. The Chairman of the Federal Power Com- 
mission admits he knew about it, “in secret”, but denies paternity—and you 
can’t blame him. No governor or mayor was asked to suggest what he thought 
would be protective of the interests of the people he represents. You gentle- 
men know quite well, by now, what kind of a compromise this is. 

This is a business affected with the public interest. It is a business in inter- 
state commerce and therefore a Federal responsibility. The Congress has es- 
tablished the FPC to regulate this business. This bill would tie its hands and 
prevent it from regulating adequately the price of a product which, it is gen- 
erally admitted, needs regulation for the protection of the consumer. We strong- 
ly suggest that the FPC be allowed to continue unhampered to exercise the au- 
thority given to it by the Natural Gas Act of 1938, as interpreted by the Supreme 
Court of the United States. 

Two years ago we embarked on the effort of defeating the first so-called com- 
promise, the Harris-Fulbright bill, and with the President’s help, we succeeded. 
We do not know what phony compromises the oil people will come up with next, 
but believe me, we will continue this fight as long as it is necessary, to preserve 
effective Federal control over gas field prices. People are waking up to what 
is at stake. They ask both you and us that their interests be protected. 

Mr. Ditwortn. Thank you very much. 

The CHarrman. There probably will be some questions. 

We have observed in the course of these hearings there are few 
instances in which there were not questions from members of the 
committee, and some questions rather extensive, I might say. 

Mr. Rhodes. 

Mr. Ruopes. I wish to commend Mayor Dilworth for his excellent 
statement. I believe that is speaks for most of the mayors, if not all 
of the mayors, of Pennsylvania. The mayor of our city is particular- 
ly interested and shares the views of Mayor Dilworth. 

I know that Mayor Dilworth is not only well known in Philadel- 
phia, but throughout the State, for the outstanding public service 
that he has given to the city of Philadelphia. y 

I would like to put a question to Mr. Dilworth in regard to the 
statement made by proponents of this legislation that the law as it 
now stands would prevent proper exploration for new gas fields. If 
the present act is not changed, do you believe that exploration would be 
discouraged ? , 

Mr. Dinworrn. Mr. Rhodes, we believe Senator Douglas made the 
most effective answer to that, namely, from the figures themselves, 
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that for 10 years, as we understand it, the threat has been from the 
producers that this was destroying ine entiv e, that they would keep the 
gas right in their own State. And yet every year production has in- 
cre ased, the amount available to the rest of the Nation has increased. 

And I think that I am correct that today every State but Vermont 
and Maine is now receiving natural gas, and that it will soon be going 
into Vermont and Maine. 

And Senator Douglas, I think, very effectively pointed out from 
figures that he got right from the FPC that this had been a bluff 
and not fact. 

Mr. Ruopes. Thank you, Mr. Mayor. 

The Cuairman. Mr. O’Hara. 

Mr. O’Hara. Mr. Dilworth, what long-line companies serve Phila- 
delphia; do you have more than one? 

Mr. Du.worrn. I believe that the gas works purchases from the 
one company. 

Mr. O'Hara. Louisiana? 

Mr. Ditworrn. Yes, sir. <A lot of it comes from Louisiana. 

Mr. O’Hara. Did you know when they started out they went to 
Louisiana and bought up the gas and started out at 20 cents—did you 
support their application for that gas ¢ 

Mr. Dinworrn. That I am not certain of. When we were first 
getting our gas I know that they were only paying 10 or 12 cents for it. 

Mr. O'Hara. How long have you been serving Louisiana gas? 

Mr. Duaworrn. That I am ashamed to say I am not specific ally 
cognizant of. But I know that the company that supplies us is now 
purchasing Louisiana gas, I am informed, at 17 cents. 

The Cuarrman. I think, if the gentleman will permit, there is a mis- 
understanding between Mr. O'Hara and you. I think the gas you 
refer to comes from Louisiana, but I do not believe that the American- 
Louisiana Co. serves it. 

Mr. Ditworrn. The company that serves Philadelphia is purchas- 
ing gas in Louisiana. In fact, on the facts that I have, they are now 
paying for that gas 17 cents. 

Mr. O'Hara. Do they start out at 17 cents? 

~ Duworrn. The first purchases they made were within the last 
year from Louisiana. It is my understanding that that is correct. 
or original purchase of gas, I believe, was from Oklahoma. Of 
that I am not entirely certain. 

Mr. O'Hara. What is the name of the long line that serves you 
your gas? 

Mr. Ditworrn. I am ashamed to say I do not know the name of the 
long line, the company that serves gas. 

Mr. O'Hara. Have you read this particular bill ? 

Mr. Ditworrn. ¥es; I read the bill. 

Mr. O'Hara. Quite a different bill than the Harris bill was a few 
years ago; isn’t it? 

Mr. Ditworrn. Mr. O’Hara, I think it is different on the surface, 
but I think fundamentally it leaves the big cities just where they were 
under the old bill. I do not think we will be any better off under 
this bill than under the old bill. 

And we did go into it very carefully because we are a big oil refinery 
city. .And I sat down with our city solicitor and with the very fine 
attorney for our gas company, with the vice presidents and one presi- 
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dent of the Atlantic Refining Co., Gulf Oil, Sun Oil Co., and we went 
into it really thoroughly. 

And we came to the very firm conclusion because we do have those 
large refineries there and we thought we ought to give them consid- 
eration, and we met with them twice at bagtts-sithey submitted briefs 
and statements and everything else to us, which we reviewed with 
great care and met with them a second and third time—and we came 
to the very firm conclusion we would be no better off under this bill 
than under the old bill. 

Mr. O’Hara. How many increases in the price of gas has your 
pipeline got since the Phillips case ? 

Mr. Ditworrn. I am not certain. We have been able to keep the 
gas rate firm in Philadelphia because the company is a very good com- 
pany, operates very well, and there has been considerable expansion 
in gas use, and they have operated very efficiently. So we have had 
no increase in rates in the last 5 years in Philadelphia. 

Mr. O’Hara. But is there any rate increases pending now before 
the FPC affecting your city ? 

Mr. Duwworrn. I do not think there are. I think they are awaiting 
the outcome of this legislation. 

Mr. O’Hara. You are a lawyer? 

Mr. Driworts. I am. 

Mr. O’Hara. And you understand under the existing law, the 
Phillips case, there has been generally a round of increases of gas 
prices since the Phillips decision, generally throughout the country, 
under orders of the FPC; isn’t that true? 

Mr. Ditwortn. Yes. I think there has. 

Mr. O’Hara. You do not know how much of an increase may be 
granted by the FPC to the long line that furnished the gas that it 
has applied for? 

Mr. Ditwortrn. That I do not. 

Mr. O’Hara. You strongly favor the inclusion of cost in the con- 
sideration given by the FPC? 

Mr. Dr.worrn. Mr. O’Hara, we would be very satisfied with this— 
and I think this is the opinion of all of the mayors in this—that we 
do think that, in arriving at costs, the FPC should certainly take in 
the problem of incentive and what figure is necessary to give com- 
panies the proper incentive. 

That is certainly a legitimate matter to take into consideration. 
It is not like a steam or electric powerplant. You just say that is its 
cost and what should be the return on that fair cost. 

We do have to give these persons who have to explore for oil and 
gas and have many dry wells and enormous expenses in doing it, 
we have to see that they do have proper incentive. We believe that. 

Mr. O’Hara. You used the term “captive consumer.” Of course, 
I remember when I changed from coal to oil. And I suppose when 
I was a coal user I was a captive of the coal people. When I changed 
to oil I was a captive of the oil industry. When I change to gas I am 
a captive of the gas industry. 

There is nothing to prevent me to go back, starting in with coal 
again. 

as. Ditwortn. I think every term is relative, Mr. O'Hara. For 
some persons a thousand dollars would not make them a captive. But 
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I would say that for 95 percent of our 175,000 users of gas for heat 
that a thousand dollars does make them a captive. 

Mr. O’Hara. Of course, I am just aware that over the years since 
they started using fuel oil I think it has gone up, the price in Minne- 
sota, about 300 percent. I do not know how much the coal price has 
gone up. 

I heard it said one time that a certain man was selling more oil 
burners and gas burners than anybody else because he priced the 
coal people out of business. Do you recall that situation? 

Mr. Ditwortu. I don’t know. Of course, I have a slightly selfish 
interest in this. We are building a house in the old part of the city 
of Philadelphia, the first new house built down there in 60 years. 
And the gas company has persuaded us to change from oil to gas. 

Purely selfishly, I am very hopeful that this bill will not pass 
because I might then have to change back to oil again. 

Mr. O’Hara. Thank you. 

Mr. DitworrH. But I do think, sir, for at least 95 percent of the 
consumers in a city like ours that a thousand dollars does make them in 
effect a captive. 

Mr. O’Hara. You take this view against any legislation, and if 
you turn out to be wrong, you will be glad to be one of those that will 
have to share that responsibility ? 

Mr. Diworrn. Absolutely. 

The CuHarrman. Mr. Dingell. 

Mr. Dincety. No questions. 

The Cuarrman. Mr. Hale. 

Mr. Hate. Mr. Mayor, if we include costs in the factors to be con- 
sidered, would that remove your objection to the legislation ? 

Mr. Ditworth. If it said “shall” instead of “may”, sir. 

Mr. Hate. Even if it said “may,” wouldn’t you trust the FPC? 

Mr. DitworrH. No, sir. [(Laughter.] 

Mr. Hate. That is all. 

The Cuatrman. Mr. Heselton. 

Mr. Dirworrn. Under either administration, I may say, sir. 
[ Laughter. ] 

Mr. Hesetron. I started to say that I agree with the detailed state- 
ment you presented. I certainly want to compliment you upon pre- 
senting concisely in my judgment an excellent statement of the objec- 
tions to the proposed legislation. 

That would be true in the minds of a great many people in the 
country, irrespective of party affiliations or where they sit on this par- 
ticular committee. 

IT am very much interested in some of these points and the questions 
asked by my good colleague, Mr. O’Hara, because I had the privilege 
of looking over although not hearing the statement by another very 
eminent citizen of this country, the mayor of one of our outstanding 
cities. I would like to refer briefly to the question of the people who 
have invested, in terms of what they may have, rather substantial 
sums of money in order to obtain the use of natural gas for heating 
or cooking or air conditioning or any of the other uses being developed. 

I feel they are captive customers. He had this to say: 


The producer cannot take out a wagonload of gas and cart it around as a 
truckload of coal or a truckload of fuel oil. 
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That is particularly important in terms of this relative matter of 
furnishing natural gas that comes out of a single pipeline in most 
instances or being able to shop around among coal dealers or oil 
dealers or people who have other commodities to sell. 

He then went on to conclude: 

Certainly coal is not distributed in any metropolitan area on a public-utility 
basis. It cannot be. 

Do you agree with Mr. Charles Taft’s conclusion as to the actual 
factual situation confronting the millions of people who have invested 
substantially in this? 

Mr. Ditwortu. Yes. 

Mr. Hesevton. In terms of the question as to whether this is a bill 
which can fairly be considered objectively as a regulatory bill, after 
having discussed the bill briefly, Mayor Taft pointed out some ques- 
tions being considered, and said this: 

This bill in its present form is not regulatory and the public still can’t under- 
stand that fact. 

As I understand your statement, you do feel that it cannot be inter- 
preted as such even though there are certain suggestions of regula- 
tion, and even though there might be an amendment which would 
place the duty upon the FPC to consider costs. It is not actually 
regulation as some of us think of regulation and so far as laid down 
by the original Natural Gas Act which obviously was the result of 
an investigation of the FTC and a desire on the part of Congress 
at that time to protect the users of natural gas from exploitation on 
the part of anyone. Do you agree with that? 

Mr. Druworrn. I do quite definitely. As we see it, this bill does 
not regulate, as all of the other regulatory bills we think of, the 
company or the person producing. It goes through the motions of 
regulating contracts between persons which we just do not think will 
work. 

Mr. Hesevron. We are limited now to 5 minutes and I do not want 
to exceed my time. But I am interested in two other points. 

There is one thing I noticed in the record of the 1955 hearings. 
You referred, as I understood, to 600,000 customers in Philadelphia 
who now have investments in cooking or water heating, and I assume 
air-conditioning appliances. 

That appears to be an increase of some 200,000 over the 400,000 
that former Mayor Clark, now Senator Clark, told the committee 
about in 1955. Is that a fact? 

Mr. Ditwortn. I think what has happened is that we have made 
a great deal more accurate estimate through the city government and 
the gasworks. You see, we are a tremendous city of homeowners. I 
do not think there is any city that has the percentage of homeowners— 
any city of over half a million—that we do. 

We estimate today that gas goes into 600,000 homes in the city 
and 175,000 homes do heating of the homes by gas. 

Mr. Hese.ron. You did refer to the investment. So did former 
Mayor Clark. That investment, I take it, has substantially increased 
within the last few years. 

Mr. Dirrwortn. Yes. We brought the figures up to date. We 
started early in January to get the figures up to date. We estimate 
that the total investment of these 600,000 people which, of course, in- 
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cludes 175,000 who actually heat with it is in excess of $200 million 
in gas appliances. 

Mr. Heseiron. That does not include, as I understand it, any figure 
for your commercial or industrial users of natural gas in Phila- 
delphia ? 

Mr. Dirworrn. That is right. 


Mr. Heserron. When former Mayor Clark testified he indicated 
that in 1955 that about 15 percent of the total gas sales were made to 
commercial or industrial users. 

Would that be a fair percentage at this time or would it be slightly 
in excess of that ? 

Mr. Driworrn. We think that percentage has held about the same. 


Mr. Hesevron. He indicated their investment was in many addi- 
tional millions of dollars in equipment. 
Mr. Ditworrn. That is right. 


Mr. Hrsevron. Mr. Chairman, I think I will suspend for the mo- 
ment. I would like to ask the mayor other questions before he leaves. 

I do want to renew my compliment on the fine presentation. 

Mr. Dinworrn. Thank you. 

The Cyaan. Mr. Dies. 

Mr. Dies. Mr. Mayor, Mr. Heselton asked you about the Harris bill; 
whether it is a regul: atory bill. You said it was not. Y ou know, of 
course, that even under the Phillips decision you are not going to have 
the sort of regulation you asked for as in a public utility % - 

Mr. Dinworrn. That is right. 

Mr. Dies. You just cannot t doit. Whether this bill passes, whether 
you leave the Phillips decision in full force, there is no question but 
that the Commission has got to pioneer with the new set of regula- 
tions as to what they are going to do. 

So it seems to me that Mr. Heselton’s argument falls on that point 
of view, since you are going to have to tre at this thing entirely new, 
it is no novel situation. 

If it were a public utility your problem would be simple. We would 
not be here with a bill. You could very easily ascertain what the 
just and reasonable price would be. You would havea formula. You 
would have something to work with. 

But here we are dealing for the first time with these producers, 
people who would normally be considered not in the public utility 
field. And they are producing a commodity. 

They have great diversity of costs as to a field or within a field. 
One man, it costs him a great deal more than another man to pro- 
duce it. 

Don’t you think that whatever happens, you are going to have quite 
a different situation from what you have ever had ‘with gas transmis- 
sion companies and telephone companies et cetera ? 

Mr. Dinworrn. There is no doubt it presents a different situation. 
That is one reason we think it is fair to exempt the small producers, 
which we believe—I may be wrong on my exact percentage; somebody 
told me that the Macdonald bill would eliminate something like 80 
or 85 percent of the producers and that, it seems to me, is perfectly 
reasonable. 

Like I said—I do not think you were here—under the wages and 
hours bill, under the Holding Company Act, you do not include com- 
panies that have assets of less than a million dollars. 
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Here I think it is perfectly reasonable to exclude the small inde- 
pendent producer. 

Mr. Dies. Of course, in all of our economic philosophy in this 
country we never regulate people on account of mere size. The anti- 
trust laws do not apply to companies because of their size. 

If we are going to differentiate between people—I am not talking 
about those engaged in monopoly, monopolistic practices, whether little 
or big or whatnot—but the moment we begin to distinguish on mere 
size, don’t you feel that there will be grave danger that we will 
destroy incentive on the part of anybody to do anything? 

Mr. Ditwortnu. No, sir. I think size, on the contrary, is the thing. 
While size is not in itself a criterion it is one of the basic elements. 
I would not advocate making the automobile industry a public utility, 
but many automobile 

Mr. Dies. Why not? Why not? Here we are, we are a captive 
market down in Texas, I mean, we have really very little choice on this 
automobile business. 

Take General Motors, a number of cars are put out by one company. 
When the price of one goes up the price of all goes up. 

We come to the time that we pay a tremendous price for automobiles 
because labor and management have increased their wages and profits 
by various means. 

If mere size is to become the criterion then couldn’t we regulate 
other industries ? 

Mr. Ditwortu. We have always made size an important factor, 
as I say, in the wages and hours bill. And I think it should be an 
important factor. The small employer isexempt. And I think reason- 
ably so. 

I think the same thing is true in the Holding Company Act. While 
mere size itself isn’t the sole determining factor, it is one of the most 
important factors that comes in, I believe. 

The original antitrust legislation arose because the original Mr. 
Rockefeller was very rapidly gobbling up the entire oil business and 
there would have been no competition whatsoever left if something had 
not been done. So that size is an important element. 

Mr. Dries. Not because of size, not to regulate them ? 

Mr. Ditworrtu. Not just because of size. 

Mr. Dres. What you mean is, a larger company would have a 
arontet opportunity to produce monopolistic practices than a small one. 
Size is not the criterion. 

Mr. Driwortu. I don’t want to be political. It would look as though 
the present Attorney General for whom I have great admiration—I 
was a law school classmate of his—from the statement he has been 
making recently he considers size to be one of the most important 
elements. 

Mr. Dries. We should not just establish a precedent here; I mean, 
confine it to that. You have the same situation that these people com- 
plained about in many fields of business and industry. 

In fact, we have statistics in this record showing that you have far 
greater competition among producers than you do in the coal business, 
in the automobile business, in oil and steel business, in all major 
businesses. 
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Actually, for gas to the producers, the price that you are paying, 
your consumer is paying for gas, only a very small percentage goes 
to the producer. 

The big factor that enters into the price that your consumer pays is 
the cost of distribution and the transmission of it. You are not going 
to help your consumer by undertaking to treat the producer as a public 
utility. 

Mr. Dirworrn. I think you are, sir. This is an open-ended thing. 
And once you leave that other end open, then I think the whole regula- 
tion falls down. There is no real competition as such, as we con- 
sumers see it, because, certainly, your great distribution lines and your 
great oil companies have an absolute deathhold and control over your 
producers. 

If they don’t want to come into a producer’s area, if it is an inde- 
pendent producer, he has no means, no financial means of being able 
to pipe his gas up. 

Mr. Dies. If that is true, the producers ought to be the first ones 
to come up here and want some sort of r egulation. 

If this is true as you say that they have a str anglehold on it, don’t 
you think we would have these independent producers here insisting 
upon something ? 

Mr. Ditworrn. No, sir; I do not, for two reasons: I think they are 
going very well, for one thing. And if they ever did they would not 
get another pipeline run into this territory. 

Mr. Dies. The facts—the figures that we have here do not bear you 
out because we simply do not have anything like the increase in the 
field prices that you have had in the distribution costs, in the gas 
transmission costs and in the cost of other commodities. There is an 
increase in coal price, almost everything. 

When you begin to study the record, to compare it, you are imme- 
diately forced to the conclusion there has been less increase in the 
field prices of gas than in most all other commodities. I appreciate 
your position. I know you are utterly sincere about it. You are 
trying to look after the interests of your consumers. But you are not 
looking at it from the standpoint of the producer or the realities of 
the situation. 

Really, your big problem is going to be gas. With the tremendous 
expansion, tremendously expanded needs for gas, your big problem 
a your city and every city will be to get gas. In order to get that 

gas you simply have got to offer an inducement to these hundreds and 
aot ates of people who are gambling all of the time. 

Thank you. 

The Cnatrman. Has the gentleman got to his main question yet? 

Mr. Dies. I know that you should concede and see the other side of 
the picture. 

Mr. Ditworrn. Could I just answer that ? 

Mr. Dies. Look at both sides. 

Mr. Ditwortn. I realize that, but I could answer two things. 

First, to me, as we see it from our study, and the cities have had 
sufficient resources to make really good study, due to the fact that the 
oil companies, so much of their gas comes as a corollary to their oil 
wells, there has been such an expansion in the production of gas that 
that is one thing that has kept the price of gas from going up. a great 
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deal but the price of gas certainly has about doubled in the past 10 
years. 

Mr. Dies. You mean it has not doubled ? 

Mr. Ditwortn. No. 

Mr. Dres. Actually, the suit that you are wearing right now, in the 
last 10 years I expect you have a much greater increase in that suit 
price than there was in gas. 

Mr. Dizworrn. I think that is very possible. But the reason there 
has not been a greater increase, as our studies show, is because there 
has been such a tremendous production. 

Mr. Dies. And the reason you have had this increased production 
is because you have been able to induce many people to risk everything 
they had on a wild gamble. We who live in the oil territory know 
it to be a fact, that you have got hundreds of people who are out there 
exploring. Why they do it, I have never understood, because most of 
them are failures. 

I mean, most of their attempts are failures. The minute you clamp 
down on that with this regulation you are going to defeat the very 
purposes that you have in mind. 

Mr. Dinworrn. You say you cannot understand it. Every picture 
I see of Texas gives me a very good idea of why you do it. 

Just take a look at the Meman Market Store, they sell more fur 
coats than we sell underwear. [Laughter. ] 

Mr. Dres. You picked out that store. I can take you to hundreds 
and hundreds of towns, and I will show you stores that will represent 
the other, the opposite side. 

Ac tually , in Texas, as a whole, a very small percentage of our land 
produces either oil or gas and a very small percentage of our people 
get any returns from oil and gas directly. We do indirectly, that is 
true. "That other has been built up by Hollywood and all of these 
other pictures. 

Mr. DirworrH. You remember, sir, what the man said when he was 
told there was very little difference between man and woman. He 
said, “Thank God for that small difference.” [Laughter-. | 

I think all Texans should thank God for that small percentage. 
But we feel, sir, that as I say, as regards the need, we are very conscious 
of the need but the history of the last 10 years is despite that every 
year we are told by our local oil companies that they will stop pro- 
ducing gas and sending it out of the State, if this regulation is not 
lifted. 

The Cuarrman. The gentleman’s time has expired. 

We have another Texan coming on here. I was sure that this little 
question was going to arise, Mr. Mayor, when you made the statement 
about how you people in Pennsylvania have become captives of the 
State of Texas. 

Mr. Alger. 

Mr. Aucer. Thank you, Mr. Chairman. 

Mayor Dilworth, | want to take up some of the things that you 
said. My colleague from Texas, whom I admire, has been in it for 
years. I am studying trying to get a few answers. I am trying to 
understand this situation. 

You say here, and I will confine myself to your statement, bottom 
of page 1, top of page 2, speaking about doubling the cost of gas, 
and so forth. You are talking about the general impression on pric- 
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ing of gas. You must be interested in that, having a home; has the 
doubt ever crept into your mind in the past or may be after these few 
days, has it ever crept into your mind that the lowest price is the re- 
sult not of regulation but of competition ? 

Mr. Ditworrn. We do not think there is competition. We honestly 
do not. I mean everything. As I say, we are on very friendly terms 
with our oil companies. We have to be because I think we are the 
second biggest concentration. 

Mr. Areer. That leads me to assume one thing. Are you acquainted 
with the history of gas prices, prior to the Phillips case decision ? 

Let us limit ourselves to understanding, what gas prices were to 
the consumer, J am not talking about where they are supported, where 
the consumer is forced to deal, or the pipeline, I am talking about 
production, the prices at the wellhead. 

Do you realize that prices generally have doubled and that gas has 
stayed about the same as it w as? 

Mr. Ditworrn. That is right. 

Mr. Auger. Do you realize that was without Government regula- 
tion? Do you suppose that Government regulation since the Phillips 
case may show almost immediately that gas prices are going to go up 
whereas they did not before regulation ? 

I am just limiting myself to what is here. It is all in these hearings. 
What the prices have been that have been paid over the years by 
the various cities throughout the country for gas. Are you acqualieed 
with the history of gas prices ¢ 

Mr. Dinworrn. Yes, generally, sir. And like you say, it is cer- 

tainly correct, but again we do not think that has anything to do 
with regulation. It was the condition in the industry. The way we 
look at this, and what is going to happen to us, is very much like a 
store, a big chainstore coming in and saying, “Shop with us, we give 
you much lower and better prices,” and one . by one your independent 
groceries go out, and “whammy,” the chainstore really lets you have it. 

And we think we are going to get exactly the same thing happening 
to us if regulation is once lifted here. 

Mr. Auger. As to this history of the price before regulation, does 
that impress you at all ? 

Mr. Dinworrn. No, it does not. Back in those days from everything 
we have been able to discover from our investigation of the industry, 
in the first place, gas was largely a corrolary of your oil production. 
It was not until after the war when there was this enormous trans- 
portation of gas by pipeline—and what I believe is today in 46 of the 
States—made gas a real industry, that your oil companies began to 
take the thing really seriously. 

In my own mind none of these things can ever be proved in dollars 
and.cents. And as you have ably said, “anybody who is just 100 percent 
positive that he is right and everybody else is wrong, is a very stupid 
person. 

So it is conceivable that we might get fooled. But we are con- 
vinced—— 

Mr. Acer. Getting back to the point, I am going to try to keep my 
questions straight to the point as possible. Getting back to the point, 
there is a difference. Supposing that you study it and I assume you 
have not been in the gas fields, like most folks, and do not know about 
gas produc tion—suppose } you found out when you looked at the cause 
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of the bigness or the smallness you found out there was honest-to- 
goodness competition and not monopoly—you found competition; 
there, do you think you would still regulate the price at the wellhead. 

Mr. Diworru. If that were true, sir, I do not see how it could be 
from everything we can see. I do know something about the oil and 
gas business because we have still some left in Pennsylvania and I 
worked for a while in the Oklahoma oil fields when I first got out of 
college. 

But I just do not see how, for instance, your average independent 
producer can possibly pr oduce and get his stuff to market unless he 
can get a big company that is w illing to pick it up and take it there. 

So those big companies just by economic law have a complete hold 
on your average independent producer. 

Mr. Arcer. I am not talking about the pipeline. Insofar as pos- 
sible, the antitrust laws are on the books to take care of pipelines, for 
proper regulation. I am talking about the actual production. 

Mr. Dipwortu. I do not think there can be. I don’t think there can 
be, because they are not free to sell it. 

Mr. Acer. I will leave it there because, obviously—I am not saying 
that it is monopolistic and that there is not competition. I am giving 
it thought if if it is competition and a monopolistic situation does not 
exist ; T thought you would say it was competitive. 

Mr. Dreworrn. I do not think it can be, sir, because there is no free 
market. 

Mr. Acer. If it were, is what I was trying to get at—if it were 
competitive, there wouldn’t be any free price at the wells. 

Mr. Ditworrn. I know your question is entirely sincere, but I spent 
30 years as a trial lawyer and I have learned never to answer an “if” 
question. I do not think that your “if” is based on a fact. In other 
words, the producer isn’t free to sell his stuff wherever he wants and 
he cannot sell wherever he wants it. He has to have somebody finance 
him and finance him in a very large way before he can sell his gas. 
That isn’t like a smal] farmer. 

Mr. Arcer. You and I could have an enjoyable conversation, be- 

cause we see differently. If you believe that cost should be figured in, 
in establishing the price, how do you think that factor can be com- 
puted in arriving at a fair cost ? 

Mr. Ditworrn. How do the companies do it ? 

Mr. Axcer. I am asking you. 

Mr. Diuworru. I would say the companies succeed in doing it. You 
take the enormous prosperity that has come to any well-run oil com- 
pany and they are doing that every day. And, with the tremendous 
advances in science, they have been able to get a fairly accurate picture 
of what their risk and costs are. I do not think you can make any 
exact formula, the way you can with an electric plant, but I think you 
can make a reasonabie formula that will keep things reasonably in 
bounds. That is our belief. 

Mr. Axcer. How can you preserve the incentive—to use your words, 
how can you preserve incentive through regulation? What would 
be your incentive ? 

Mr. Dirworrn. There is no doubt about this, sir, that, in an un- 
regulated industry, that really your promoters, men ‘of that kind, do 
not like to get into regulated industry. There is not as much incen- 
tive in any regulated industr y as there is in a completely free industry, 
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and that I could not possibly contravene, but I think your FPC in 
fixing costs can take as one of the items a cost price that is sufficient 
to give incentive. 

Mr. Arcer. I appreciate your answer. I see in the final section 
of your statement you speak of protecting the interest of the consumer. 
I can assure you that what I ask now is along that line. How do you 
preserve the best interests of the consumer? If the facts warrant, 
the best way to get the cheapest price is through competition, if com- 
petition can be maintained, and monopoly kept out rather than 
through regulation. 

So I might conclude with what you said yourself in your very ex- 
cellent statement—one is that you don’t trust the FPC. 

That is all. Thank you very much. 

Mr. Drrwortn. Well, if I could just say this, I didn’t mean that 
I question men as individuals, but we all know that in any regulatory 
body, with the enormous burden of work they have got, it is inevitable 
they will be the least, easy way. They are not going to take just 
costs. 

We have had the same experience in Pennsylvania, where they were 
entitled to take in what was the original fair investment value. But 
they are not compelled to do it—not costs. But they had to really 
look back into the past and see what was the really fair investment 
value. That is a tremendous factor. They have never been willing 
to do it. This Commission could say, “We have a tremendous task. 
As it is, we are so overburdened we will not do it.” I think that will 
be what will happen. 

Mr. Acer. For my part, I meant no disrespect to the members of 
the FPC; rather, we are expecting of them the wisdom of the 
Almighty in this bill. 

Mr. Ruopes (presiding). Mr. Neal. 

Mr. Neat. Mr. Chairman, I have only one little question here. 

I believe you stated that the city of Philadelphia buys its gas from 
pipelines in Louisiana. 

Mr. Ditwortn. I could point out for you in about 30 seconds how 
many pipeline companies do. I should have made myself familiar 
with that, but I didn’t. 

Mr. Nea. That need not be answered particularly. I think you 
said that the rate you pay is 17 cents. 

Mr. Dinworrn. As we understand it, the pipeline companies that 
supply us entered into a contract within the past year with Louisiana 
producers at 17 cents. That is my understanding. 

Mr. Nrau. Seventeen cents, delivered to your municipal distributing 

lant. 

Mr. Ditworru. I understand that is what they picked it up for at 
the well. That is my understanding. 

Mr. Near. You do not happen to know the cost that you are paying 
the pipeline for gas? 

Mr. Dinworrn. As I understand it, we get great bulks of our gas 
under contract pretty cheaply, running from 14 to 17; there is some 
at 17; there is a little at 21; but I am not actually familiar with that. 

Mr. Nea. May I ask then, what is your consumer rate? 

Mr. Ditwortn. About $1.50. 

Mr. Nerau. $1.50? 

Mr. Ditwortn. Yes, sir. 
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Mr. Neau. It is $1.50. Is your municipal distributing system show- 
ing a return, or do you have to subsidize it in any way from other 
funds ? 

Mr. Durwortn. No, sir; we have a peculiar situation. The city 
very nearly went bankrupt i in the thirties. So they still owe the gas- 
works, in effect. What happens is that the Philadelphia Gas Works, 
which is the subsidiary of the UGI, pays us, I think it is $5,600,000 a 
year rent. They are then entitled to a flat fee, which I think is 
$840,000 for the operation of the plant. And then, of course, it has 
to be self-sustained. So the cost is computed by a five-man commis- 
sion. 

The basic cost, of course, is the $5,600,000 rent, their own service fee 
of $541,000, plus all operating : and capital charges. 

Mr. Nea. From an original delivered cost of anywhere from 12 to, 
you say, 17 cents, maybe 20 cents, the differential between that and 
the cost to the consumer, which is $1.50, that is quite wide, is it not? 

Mr. Ditworrn. Yes, sir. It is like all things. I know I have 
argued these things from both sides, and, if 1 were on the other side, 
as we did when we had a tax rise this year, the opposition pointed to 
how much it was in millions of dollars; it was $28 million. I pointed 
out to the taxpayers it would only cost them 12 cents a week. I am 
on the opposite side now, and I say it is going to cost them $4 million 
a year; it is not going to cost an indiv idual just so many cents a week. 

“Mr. Nea. Further referring to questions brought up by my friend 
from Texas, Mr. Dies, the 1- or 2- or 3-cent cost, ‘original cost, at the 
wellhead, as it is turned into the sibatitine, compared to the unusual 
margin between the cost of gas delivered to your city and its eventual 
cost to the consumer, is rather inconsiderable ? 

Mr. Ditworrnu. No, Dr. Neal; it won’t be, for this reason : Certainly, 
there is no more conservative company in the country than the old 
UGI. They believe, and their best estimates are, if this bill goes 
through, within a very short time, instead of paying the 30 cents that 
they now pay in Philadelphia—in other words, in Philadelphia the 
price they pay delivered to Philadelphia is now an average of about 
30 cents—they think it will go up to 40 cents, and that w ould mean a 
cost to our consumers, an added cost to our consumers, of about $6 
million a year. 

Now, I admit that you take a small user and you can show it is only 
a few cents a week. 

Mr. Dres. Right at that point, would you, Mr. Neal, mind yielding? 
I can give you some light on this very question. 

Mr. Neat. I will be very glad to yield. 

Mr. Dies. The chart for 1953 shows there were $1.36 per thousand 
cubic feet. The cost of distribution is $1. The cost of transporting 
was 26.5 cents, and the cost of the gas was 9.5. 

In other words, the cost of the gas was a very small percentage 
of what the consumer was charged. 

Mr. Dirworrnu. Well, today it is 30 cents out of $1.50, which is 
20 percent. And, as I say, the UGI believes it will go up to 40 cents. 
Then, their rate would, of course, go up. Then it means it would be 
about 25 percent. 

Mr. Dies. I think you are wrong, in error, about the cost, getting 
the figures on what your distributing companies pay now for” gas. 
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Mr. Dinworru. That is at the well, sir. 

Mr. Dies. That is what I am talking about, at the well. 

Mr. Ditworrn. Oh, delivered in Philadelphia. 

Mr. Dies. Well, of course, there is nothing we can do about the 
transportation. That is being regulated. 

Mr. Diwworru. That is right, sir, but Mr. Neal asked me what the 
rate was to a consumer in Philadelphia, which was approximately 
$1.50, and I said it cost the company to get the gas to Philadelphia 
about 30 cents. 

Mr. Dies. Yes; but that is not fair. The fair thing for you to 
advise us is what you are paying for the gas at the wellhead. 

Mr. Ditworrn. That is right, sir, but they figure that the reason 
it will go from 30 to 40 if this bill goes through will be because of 
the increased price at the wellhead, at the well. 

Mr. Dies. But you are not paying that for it. 
30 or 40 cents at the well. 

Mr. Dirworrn. No; but we are 

Mr. Dies. You are paying 9.5, sir. 

Mr. Ditworrn. Not today. I think the average today 
13, but we think that will go up in short order to 23 cents. 

Mr. Dries. Thank you, Dr. Neal. 

The Cuatrman. Any further questions, Dr. Neal? 

I know you are anxious to get away. 

Mr. Nea. That is all, Mr. Chairman. 

The CHarrman. Mr. Mack has not had an opportunity. 

Mr. Mack. Mr. Mayor, I am very sorry that I missed all of your 
testimony this morning, but I, at the risk of being somewhat repeti- 
tious, would like to inquire what your feeling is concerning the amend- 
ments, I presume they were from the White House, suggested in the 
testimony of Mr. Kendall, especially the one which has to do with 
cost. 

Mr. Ditworrn. Well, in general, Mr. Mack, we feel the President 
has thrown a curve there, and one that is not meaningful. In other 
words, we think that the word “may”—because, as I pointed out when 
being questioned just recently, we have had exact experience with 
that same thing in our public utilities commission in Pennsylvania, 
where they are permitted to go back and investigate not merely costs 
but what the fair original investment was. They have just said that 


is too great a task under their budget and the force that is given them, 
and they just will not do it. 


And I think the Federal Power Commission, under a purely “may” 
clause, could perfectly properly say, “We have got such a stupendous 


task as it is, we are not going to go into costs. We are not compelled 
to.” 


You are not paying 





is around 


If it said they “shall” consider costs, that would be very different. 

Mr. Mack. Yes. Have you covered this point before us? 

Mr. Dinworrn. Yes, I have, Mr. Mack. 

Mr. Mack. I am sorry it was necessary for you to repeat but I feel 
that unless we made this mandatory, it really 
protection to the consumers. 

Mr. Dirworrn. That is right, sir. 

Mr. Mack. And, as a matter of fact, I think on that basis it might 
be detrimental to either the producers or the consumers, depending 


would not offer any 
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upon the type of people you had administering the law at the time. 
If they were favorably disposed to the consumer interests, they might 
use the cost factor when they felt it would be in the consumer interest, 
and not use it when it would be in the producer’s interest. 

And at the present time, the people on the commission apparently 
are favorably disposed to the producer’s interest, and they could use 
the cost factor only when it would be favorable to the producers. 

Mr. Ditworrn. Surely. 

Mr. Mack. I want to commend you on your very fine statement. 

Mr. Dirwortn. Thank you, sir. 

The Cuarrman. Mr. Mayor, the fact that you have expressed a lack 
of confidence in the Federal Power Commission, leaves us somewhat 
in a quandary about detaining you any further. 

I think that would apply, whether or not we left the legislation like 
it is or something like this proposed bill, you would probably have 
the same attitude, I suppose. 

Mr. Ditwortn. No. I think by and large, they try to do a con- 
scientious job. But, as I say, it certainly has been our experience with 
any regulatory body of that kind that when faced with an enormous 
volume of work, unless they are compelled to do it, they won’t do it. 

The CHatrman. You do feel that the Congress in this case, and 
the State legislatures in matters affecting State procedures, should 
set up the rules by which the regulatory agency should control ¢ 

Mr. Ditworrn. Yes, I do, Mr. Harris. 

The Cuatrman. You think the Congress should do it in this in- 
stance, and your position is that, so far, you think the present situa- 
tion is sufficient ? 

Mr. Ditworru. Yes, sir. 

The Carman. Even though you have said that you recognize that 
the producing industry is an entirely different type of operation than 
the utility type part of the industry, such as the interstate long lines 
and the distributing industry ? 

Mr. Ditworrn. Could I put it this way to you, sir: We are, of 
course, afraid that if any changes may 

The Cuarman. That is not what I asked. 

Mr. DitwortsH. Yes, sir. 

The Crarrman. I say you have just said that you have recognized 
that there are different situations applying to the producing end of 
it than to the transportation and distributing end of it. 

Mr. Ditwortu. Oh, yes. 

The Cuamman. You recognize that fully, and I think it was a 
very fair recognition on your part. The question which seems to 
have developed in the hearings is, you claim on behalf of the con- 
sumers that the consumers are captive customers, and the producers, 
on the other end, are captive producers. 

Now then, sir, I guess what we have got to do is find out who the cap- 
tive is. Obviously, here or somewhere in between, you have got cap- 
tive people on both ends of this business. The question is how it can 
be done in the best interests of all the public, including the consumers. 

Mr. Du.wortn. Yes, sir. 

The CuarrmMan. Because the interest of one has got to be the inter- 
est of the other. 

Mr. Diwortu. That is right, sir. 
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The Cuairman. Recognizing there is a difference in the producing 
segment of the industry and the other, and with reference to a manda- 
tory consideration of costs and not leaving the Commission with dis- 
cretionary authority, you are aware of the fact that there are several 
applications pending before the Commission in which producers 
would allocate their business, so much of it to the natural gas business 
and so much to the oil business. 

Mr. Diitwortn. Yes, I understood there were. 

The CHarrman. Are you aware of the fact that, if such allocation 
were to be approved—and the Commission must approve it because 
the facts are there to warrant it and the courts would uphold them in 
it—assuming that that were to happen, are you aware of the fact that 
in one instance the present proposed increase that has been pending 
down there would be between 8 and 9 million dollars; and if they were 
to make a case so that the application which they have presented were 
to be approved, that it would mean about 30 to 32 million dollars 
which the consumers would have to pay ? 

Mr. Dirwortn. Yes, sir. If I can answer that this way: I have 
represented, I used to do the rate work for the Bell Telephone Co. 
when I was a practicing lawyer, and we handed up some formulas 
to the Public Utilities Commission and had them in knots for months. 
But they usually managed to unravel them and put us back to where 
we belonged. 

The CuatrmMan. I know you must be a good lawyer; but you are 
familiar with that situation which is presently before the Federal 
Power Commission ? 

Mr. Ditworrn. That is right, sir. 

The Cuarrman. And familiar with the fact that that would be the 
result ? 

Mr. Dinwortn. That is right, sir. 

The Cuarrman. If that would be the result, and if we could have 
confidence in the Commission, would it not be better to leave it to 
the discretion of the Commission where the Commission could protect 
the consumers ¢ 

Mr. Ditworrn. I think they can protect the consumers very well 
this way, because I think they can come up with a formula. 

The Cuamman. You think it is protection to the consumers if 
something were to happen in a proceeding before them which would 
require the consumers to pay three times as much as under this 
procedure they would have to pay ! 

Mr. Ditwortn. No, excuse me, sir. What I meant, sir, was that 
I believe the Commission will be able to come up with a formula which 
will be fair to both sides. 

The Cuatrman. Well, the formula would be the law, that is what 
you are talking about. If it is the law, that would be the formula, 
would it not ? 

Mr. Ditworrn. I think, strictly under the law, they can come up 
with a formula—as I say, in every rate case, and you are certainly 
very familiar with them, sir, the company can produce formulas which 
they claim are mandatory under the law which would cost the con- 
sumers many millions of dollars, but a good public utility commission 

‘an always unravel that without too much diffic ulty, and I am con- 
fident the Federal Power Commission can do the same. 
92196—57—pt. 1 89 
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The Cuairman. That is the reason I ask you if it would not be 
better to give the Federal Power Commission the discretionary au- 
thority to “make that determination where they would not be bound 

tightly by something whereby someone could get a windfall, so-called, 
that we heard so much about. 

Mr. Ditworrn. I think what ought to be flexible, sir, is the cost 
formula. I think costs ought to be mandatory, but the formula by 
which costs are to be determined should be flexible. 

The CuarrmMan. Even by the cost formula being made mandatory, 
if in certain instances it might result in a much higher cost to the 
consumer, you still think it should be there ? 

Mr. Ditworrn. I would say this, sir: We will take our chance on 
that, because I do not think it would eventuate. 

The Cuatrman. Mr. Rhodes, any further questions ? 

Mr. Ruopes. No further questions. 

The Cuatrman. Mr. O’Hara, any further questions ? 

Mr. O’Hara. In response to a question by Mr. Dies, did I under- 
stand you to say it was your impression of this bill that we were letting 
the producer out from under control, Mr. Dilworth ? 

Mr. Ditworru.: Well, yes. I think the producer, under this bill, 
will have very little to Worry 7 about. 

Mr. O’Hara. Well, he is controlled the minute he sells his gas in 
interstate commerce, under this bill. 

Mr. Ditwortn. Well, he has sold it—— 

Mr. O’Hara. I assure you that that is the plain intent of the bill. 
The only thing that takes him out from under it is the—what Mr. 
Kuykendall, the Chairman of the Commission, himself said was the 
onerous burden, not only upon the producer but upon the Commission, 
where they have to come in as they do now since the Phillips decision, 
and apply for a certificate of public convenience and necessity. 

But this bill, Mr. Dilworth, completely controls that gas from the 
time it is sold by the producer to the pipeline. 

Mr. Ditworrn. That is like locking the barn door after the horse 
has left, I think, because that is the way we all feel, very strongly, 
about it, because there is nothing in here that will control the price 
that the producer can get or that he can demand. 

Mr. O’Hara. Oh, yes; definitely there is. 

Mr. Ditwortn. We do not think so, sir. 

Mr. O’Hara. Well, you just don’t read the bill. 

Mr. Ditwortu. Oh, yes; we have read it very carefully. 

Mr. O’Hara. Yes. 

You have given us a brief situation in regard to your public utility 
operations. As I understand it, it is oper: ated by a private utility in 
distributing the gas in Philadelphia. 

Mr. Dizworrn. Yes, sir. And they pay a rent to the city, flat rent 
to the city, which is negotiated by contract. I think our present con- 
tract is a 5- or 10-year contract. 

Mr. O’Hara. Who determines the price that the public utility will 
charge? 

Mr. Ditworrn. A 5-man joerg ee 2 members of the city council, 
1 appointed by the mayor, 1 appointed by the city comptroller, and 
1 appointed by the company itself. 


Mr. O’Hara. Do you have a guaranteed rate, a guaranteed income, 


to the utility, the private utility ¢ : 
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Mr. Ditworrn. The rate has to be sufficient to cover all operating 
charges, and where the five-man commission has some discretion is on 
how much will be added for capital charges. 

Mr. O’Hara. Are they guaranteed 6 percent or 8 percent, or any 
amount ¢ 

Mr. Ditworrn. No, sir. They pay us a flat rent, and they 
take an operating fee of, I think it is, $840,000. 

Mr. O’Hara. But what determines what their amount is 
any limit on their rate of return ? 

Mr. Ditworrn. Well, it has been reduced since we have been in 
office, if I may be that political. It is strictly negotiated between 
the city and the UGI. It is not a private negotiation, it is a public 
negotiation, between the mayor and the comptroller and the city 
council of the city, and the UGI on the other hand. 

In other words, at the termination of any contract, if they did not 
want to continue to operate it under the terms we are willing to pay 
them, we would have to look around for somebody else. 

Mr. O'Hara. Well, the point I still do not understand is, what is 
their rate of return that your private utility gets upon its investment ? 

Mr. Dinworrn. I would have to get you that figure. My recollec- 
tion is that it is 5 percent, but I could be in error. 

Mr. O’Hara. If that is not accurate, you can revise your remarks. 

Mr. Ditworrn. I can get the exact figure. The last contract was 
negotiated, I think, 4 years ago. 

Mr. O'Hara. I think that is all. 

The Cuatrman. Mr. Mack, any further questions ? 

Mr. Mack. I have none. 

The Cuarrman. Mr. Hale? 


Mr. Hate. I just wanted to ask one other question, Mr. Mayor. 

The chairman has already touched on this, but in view of your very 
frank answer to my previous question, I cannot help wondering, if 
you do not trust the regulatory body, what difference it makes what 
we put into the statute? 

Mr. Ditworrn. Well, quick, flip answers always get you into 
trouble. I should not have made a flat “no” answer. I should have 
said, what I really meant is, that you cannot expect 

Mr. Harr. Your answer was quick, but I think it was very truthful. 
[Laughter.] I credit you with veracity at all times, sir. 

Mr. Avcer. Mr. Hale, would the gentleman yield ? 

Am TI now being privileged to see how attorneys handle tricky 
questions ? 

Mr. Harr. I do ask you that question quite seriously. Of course, 
no statute is any good, no regulatory statute is any good, unless the 
body which does the actual regulation is a trustworthy and competent 
body. 

Mr. Dinwortn. I think this, Mr. Hale, I think that if they are given 
the powers we would like to see them have, as time goes on, and they 
realize that they have got to face this task and the magnitude of the 
task, I think two things will happen: They will get more adequate 
appropriations for the needs of this large task from the Congress, 
and that the President will also take more seriously the appointments 
to the Federal Power Commission. 

Mr. Hate. You are getting into something else again. [Laughter. ] 
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Without going into that, it does not seem to me that if you have 
a Federal Power Commission which is trustworthy in any degree, 
and it has any capacity at all, it does not seem to me it makes an awful 
lot of difference whether you tell them they shall consider costs or 
whether you tell them that they may consider costs; if costs are rele- 
vant, the Commission ought to consider them just as much under a 
“may” statute as under a “must” statute. 

And if in any particular case costs are not a relevant consideration, 
then the mandatory language should not be there. 

Mr. Ditworrn. [ think, Mr. Hale, experience has shown—and every- 
body is affected by their own personal experience—experience has 
shown that your regulatory bodies will, by and large, not assume, as 
duties, things that they are not compelled to assume. 

Mr. Hatz. I believe that is all. 

The Cuatrman. Mr. Dingell? 

Mr. Dinceix. Thank you, Mr. Chairman. 

Mr. Mayor, I was interested in your comment—as you know, I had 
to leave the room while you were testifying, but I did come back in 
time to listen to what you said after you had completed your statement. 

I want to compliment you on the very fine job you have done on 
behalf of your constituents. 

I would like to direct your attention to the hearing on the last gas 
bill, at which time your city, under the leadership of its able mayor, 
Joseph S. Clark, was one of the leaders in the movement of the oppo- 
sition to the former gas bill. 

May I ask if that mayors’ committee is active at this time? 

Mr. Ditwortu. Yes, sir; it is virtually the same committee. When 
Mayor Wagner comes down, he will give you the exact list. We have 
over 60 cities whose total population exceeds 30 million. 

Mr. Drncett. I might say that is a substantially larger opposition 
than last time, because last time it was 50 cities with a total population 
of about 29.7 million, and I do note there are a number of the same 
cities. For example, my own city of Detroit, your city of Philadelphia. 

Mr. Ditwortn. That is right, sir. 

Mr. Drncetx. The city of Pittsburgh, under Mayor David Law- 
rence. Of course, the city of New York, and I notice that Cleveland 
is again interested in opposing, with their very able representative. 

Mr. Diwwortn. That is right, sir. 

Mr. Drncetx. And I notice the mayor of Milwaukee presented a 
statement yesterday, and I also notice that the mayor of Akron was 
down here yesterday. So substantially the same opposition exists to 
this bill. 

Mr. Ditworrtu. That is right, sir. 

Mr. Dincett. And I might say, as you have said, that you have 
read the bill. 

Now, I would like to go over with you very briefly, if I might, some 
language which Mayor Clark said last year in response to a question 
from Mr. Hale, my distinguished colleague from Maine, and Mr. 
Hale asked as follows: 


But bear in mind, Mr. Mayor, they never have been raised. 
And that was referring to gas rates. 


So you say they want to push the prices up to 25 cents. If they wanted to do 
that, why did they not do it 5 or 10 years ago? 
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Mayor Clark’s answer was this, and I thought it was very interest- 
Ing: 

Because, Mr. Hale, they started around 2 or 3 cents, and now they are up to 
10, 13, 15, and even 16. 

That is referring to cents per thousand cubic feet. 

That is going pretty far pretty fast. 


Do you have any comments you would like to make on that, sir? 

Mr. Dizworrn. No. Senator Clark would be more familiar with 
that than I am, because he owns some oil and gas wells, in Louisiana, 
actually. 

Mr. Dinerii. There was another thing that was very interesting 
to me, and that was Mayor Clark’s answer to some questions by our 
very distinguished chairman, Mr. Harris, and it goes as follows: 

Mr. Harris. Now, in 1949, you had available to you a little over 15 billion 
cubic feet to your consumers. 

Mayor CLARK. I have no doubt that that is correct. I do not carry the figures 
in my mind. I accept them, sir, if you say that is right. 

Mr. Harris. Now, under this procedure we are talking about past history, you 
have made available to you, as you stated a moment ago, in the year 1954, a total 
of 40 billion cubie feet, have you not? 

Mayor CLARK. That is right. 

Mr. Harris. In other words, that is almost 3 times as much gas, during these 
5 years, that your consumers are permitted to have now than what you had in 
1949? 

The point I make is this: This has all happened to your city under 
the influence of this terrible Phillips case which the oil and gas indus- 
try opposed so strongly and vigorously. My question is this, Mr. 
Mayor: Does it. not seem kind of illogical to say this Phillips case is 
stifling the gas, your supply, when the amount of gas you have had 
made available to you is almost 3 times as much in 1954 as in 1949— 
and I imagine the price of gas has increased slightly since 1954; is that 
correct ¢ 

Mr. Dizworrn. Absolutely. We have about 40 million, 40 million 
thousand cubic feet of gas coming in now, and, of course, it has com- 
pletely changed our whole gas industry. Today, 90 percent of the 
gas which goes to our consumers is natural gas. 

Mr. Dinceu. I would like to go over the bill with you. You men- 
tioned some things which I think were very interesting. 

You said this bill was no different in its total cumulative effect on 
the industry than was the previous gas bill that you were so fearful 
of; am I correct? 

Mr. Dreworrn. That is right. 

Mr. Dinceix. I would like to go over with you some of the things 
I think you and I might feel are common reasons for having that 
feeling. May I, sir? 

Let’s start out, if I may, with—have you a copy of the bill before 
you, sir? 

Mr. Dinworrn. I have got one here, but 

Mr. Dinecett. Mr. C lerk, will you see that the mayor has a copy of 
this bill, please ? 

Mr. Ditworrn. I did not bring it up with me. I had it with me. 

Mr. Dincei. We will see that you have one, sir. 

Mr. Ditworrn. I did not bring it up to the desk here, sir. 

Here it is. 











or within the vicinity of the field or fields where produced of all production, 
gathering, processing, treating, compressing, and delivering of such natural gas 
into the transportation facilities of a person engaged in transporting, in such 
transportation facilities, natural gas in interstate commerce beyond the vicinity 
of the field or fields where produced. 

In view of that quotation, Mr. Mayor, my question is this: It ap- 
pears that the traditional interpretation, under the Phillips case, of 
the Natural Gas Act, is to be changed by this to mean that until the 
gas actually hits the entry gate of the pipeline, there will be no Federal 
regulation; am I correct ? 

Mr. Ditworrn. That is right, sir. 

Mr. Dinceit. Which means two things: That we will have no pro- 
tection of local regulation under this bill, am I correct, until it hits 
that point? In other words, States will not be permitted to regulate 
it at all. 

Mr. Dirworru. That is . 

Mr. Dincei. And, in fact, a State’s only regulation today is, in 
some States, to have minimum price, not maximum price, but mini- 


mum price; in other words, a floor underneath the price at which the 
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Mr. Dincetu. I would like you to refer first with me, if you will, to 
page 2, line 18; or rather, start with line 17, and it reads as follows: 
but the provisions of this act shall not apply to any other transportation or sale 
of natural gas, or to the local distribution of natural gas, or to the production or. 

gathering of natural gas, or to the facilities used for such local distribution, pro- 
duction, or gathering; and no State or local authority shall regulate the sale price 
of natural gas either at or before the commencement of the transportation of such 
natural gas in interstate commerce. 

I think you and I would interpret that to mean that the States 
cannot regulate natural gas which is going into interstate commerce, 
before it ac tually gets into interstate commerce ; am I correct, sir? 

Mr. Dinworrn. “Ths at is right. 

Mr. Dincets. Then I would like to turn over and refer you to the 
language appearing at line 5, and following, on page 3: 

“Transportation of natural gas in interstate commerce” means only such trans- 

| portation of natural gas in interstate commerce as occurs after the completion in 


gas may be sold. So that we create a whole huge twilight zone where 
there can be no regulation at all for the protection of your constituents 
and mine; am I correct ? 

Mr. Ditwortu. Yes, sir. 

Mr. Dinceit. So, having done that, we open a loophole whereby 
natural-gas companies and ‘produe ers and pipelines can set up a whole 
series of strawmen to raise prices and to further narrow the actual 
amount of gas gathering and production which is presently subject to 
regulation. So this bill does very narrowly regulate the amount— 
very, very narrowly limit the amount of regulation which can take 
place for the protection of your constituents and mine. 

Mr. Duwworrn. That is right, sir. 

Mr. Dincetx. And I might s say this, Mr. Mayor, you are not opposed 
toa fair return for the people i in the gas industry 

Mr. Ditworrn. No; because, as Mr. Harris pointed out to us, and 
also as Mr. O’Hara did, it is vital that we get adequate supplies of 
natural gas, because, whereas 10 years ago, I think, we only—10 per- 
cent of the gas that went to our city consumers was natural gas, today 
it is 90 perce cent, so if we did not get an adequate supply we would be 
in very bad shape. 
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Mr. Dince.i. Now let us turn over, together, if we may, to section 
13C, which appears on page 14 at line 19. I think this is perhaps one 
of the sections that you find objectionable; am I correct, sir? 

Mr. Ditworru. Yes, sir. 

Mr. Dinceiit. And this provision at the bottom of the page, on line 
23 says: 


The Commission shall recognize the fact that natural gas is a commodity, 
and shall not consider costs or use the public utility rate base cost-of-service 
concept or formula. 

And this applies to regulation of producer contracts only; not to 
producers. Would it be not fair to say that in that language we 
effectively prevent realistic control of prices of gas to your consumers 
and to my consumers ? 

Mr. Ditworrn. We feel very strongly that way. We realize that 
this year we had to make an intelligent approach to this, more so 
than ever before, so that all the big cities put their best legal minds 
to work on this bill: Was it fair, would it work out, or wouldn't it? 

And, as I say, it is at least our considered judgment that it would 
leave us just where the old bill did. 

Mr. Dincewu. In fact, it is almost impossible to make any intelli- 
gent, realistic approach to rates without considering costs; is that 
not a fact ? 

Mr. Ditworrn. We certainly think so, Mr. Dingell. 

Mr. Diner. I would like to turn over to a following section, sec- 
tion 18F, Mr. Mayor, appearing at line 6 and following, on page 17, 
and discuss that with you. 

That section refers back, as you know, Mr. Mayor, to section 13C, 
and it provides that pipeline companies which own their own reserves 
shall receive the same benefits under the bill, regulationwise, and as 
far as exclusion of costs in the consideration of the value of their 
reserves that the independent producers receive. 

This has the effect, I believe—and I hope you will give me your 
comment on it—of raising the value very tremendously of the very- 
substantial reserves which the pipeline companies hold; am I correct 
in that, sir? 

Mr. Ditworrn. That is right; yes. 

Mr. Dinceiti. And, of course, in so doing, it has the effect also of 
a very substantial raise in gas rates to your consumers and to my 
consumers; am I correct ? 

Mr. Ditworrn. That is right. 

Mr. Drnce. So it would appear, then, there are certain things in 
this bill which offer very little, if any, protection to your consumers 
and mine; am I correct ? 

Mr. Ditworrn. That is our belief, Mr. Dingell. 

Mr. DinceLi. Some concessions were made, apparently, in the out- 
lawing of indefinite price rises in contracts; am I correct ? 

Mr. Ditworrn. Those were made, as I understand it; to protect the 
retail—well, whatever you would call a company like the Philadelphia 
Gas Works. One of their big complaints was of this other thing, 
these favored-nation clauses, and that could often be quite ruinous 
to them under the original provisions. That has been taken care of, 
1 understand. 

Mr. Dince.tt. But the outlawing only was as to past contracts. 

Mr. Ditwortnu. That is right. 
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Mr. Drincetx. And not as to such contracts—or rather, is only as to 
future contracts, and not as to past contracts or to contracts which 
have already held this particular provision. 

Mr. Ditwortu. That is right. 

Mr. Dincetx. And, of course, the great bulk of gas which will be 
impacted by this particular section has already raised under these 
escalator clauses. 

Mr. Dirwortu. That is right. 

Mr. Dincety. It would also be fair to say, too, that this bill provides 
that where gas prices under these particular escalator clauses are less 
than the reasonable market price here, that they will be, in the words 
of one of the representatives of the independent producers, permitted 
to spiral up until they reach this reasonable market price; am I 
correct ? 

Mr. Dinworrn. Yes, sir; that is our belief. 

Mr. Drnceix. And those, of course, were some of the principal ob- 
jections that you have to this particular bill; am I right? 

Mr. Dizworrn. That is right, sir. 

Mr. Drnceu. I want to thank you very much for having appeared 
and testified, Mr. Mayor. I appreciate your courtesy and interest, 
and the service you have given to your constituents. 

Mr. Diworru. Thank you, Mr. Dingell. 

The Cuaman. Mr. Heselton ? 

Mr. Hesevron. Mr. Mayor, do you have the bill before you ? 

Mr. Ditwortn. Yes, sir. 

Mr. Heserron. Would you turn again to page 14, please. I refer 
to the portion beginning with line 23, section 13C, subsection (1) : 

The Commission shall recognize the fact that natural gas is a commodity, and 
shall not consider costs or use the public utility rate base cost-of-service concept 
or formula. 

Prior to that there is a definition of how the Commission would 
determine the reasonable market price. 

Again, if you will turn to page 16, this is a definition of what “rea- 
sonable market price” is not necessarily. 

But then the sentence which begins on line 2, page 16: 

Instead, it is a price which the Commission, exercising its judgment and dis- 
cretion in weighing, among other things directly relevant to the issue, all factors 
enumerated above, determines is the reasonable market price. 

First, and I am not sure I understand my chairman’s question about 
the proceeding apparently pending before the Federal Power Com- 
mission, but if I understand the language of the bill, even in the bill 
there is no direction apart from those words, “shall not consider costs.” 
There is no direction that the Commission shall determine a reasonable 
market price upon any single criterion. 

Mr. Dinwortn. That is right, sir. 

Mr. Heserton. They are given a semijudicial or administrative 
obligation of taking certain “relevant factors into consideration. I 
assume that might well be the cost of producing oil or the cost of pro- 
ducing gas, among other things. The Commission is then to arrive 
at a conclusion as to what, in their judgment, would be the reasonable 
market price. Is that your interpretation of that language? 

Mr. Ditwortn. Well, I am not certain that I exactly follow you on 
that, sir. 
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We do believe, and we have had many analyses made of that by 
the corporation counsel, city solicitors, and so forth, and also by pri- 

rate law firms, as to what they would have to come up with as the 
reasonable market price, and our conclusion is that they would 
come up with what the companies are able to get, I mean what the 
producers are able to get and what they are getting from the pipe- 
lines; that that would be the market price, and that is something 
they couldn't very well go behind and wouldn’t go behind. 

Mr. Heseuron. I understand that. But my inquiry is, in terms of 
the actual language of the bill, the Commission is not forced, except 
for the fact that they would be precluded from considering costs 
under that language 

Mr. Ditworrn. That is right, sir. 

Mr. Hesevron (continuing). It is not forced to take any single 
piece of evidence that may be presented to them and simply say 

Mr. Ditwortu. That is right. 

Mr. Hesevron (continuing). “Upon this we cannot come to any 
other conclusion ; we must find this conclusion.” 

Mr. Dinworrn. That is right, sir. 

Mr. Heserron. I realize I am treading on perhaps dangerous 
ground, but I would like to see whether or not you might not agree 
that the proposal made by the administration on the first day of these 
hearings, to eliminate on line 24, page 14, the words “shall not con- 

sider costs,” while I gather you might not feel it would result in good 
legislation, do you not think it would i improve the possible result ? 

Mr. Ditworrn. I just do not think it is good enough. 

Mr. Hesevron. Very well. That was my question. 

Mr. Ditworru. I would have to be as honest as you can be in this 
kind of testimony, I just don’t foresee that you are going to in the 
indefinite future have the kind of Federal Power Commission that 
will, if it isn’t compelled to, undertake this task. It is a very big 
task, there is no question about that. 

Mr. Heseiton. Let me try to get at it another way, then. 

If there is language prohibiting the consideration of costs, you 
feel it is not satisfac tory legislation ? 

Mr. Dinworrn. That is r right, sir. 

Mr. Heserron. If those words were to be eliminated, do you think 
it might be more satisfactory, although still not good ‘legislation, ; in 
your opinion ? 

Mr. Ditwortrn. In my opinion, if the suggestion of the President 
is adopted, I think in the practical workings of the bill in the or" 
mediately foreseeable future—and by that I mean the next 5, 6, or 7 
years, when all the damage will be done—we will be just as badly 
off as we are under the present wording of the bill. That is our feel- 
ing, certainly. 

ra Hesetton. I said I thought it was a dangerous question to ask. 

I do not know whether you are familiar with the material upon 
which you were examined by Mr. Dies, covering the exhibit or 
appendix 1 which was contained on printed pages ‘18 through 41 of 
the majority report of the committee in 1955. 

Mr. Dinworrn. No, sir; I am not. 

Mr. Heserron. That question has been asked of other witnesses in 
terms of relative costs involved so far as the purchaser is concerned, 
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in terms of the field price, in terms of the costs of transportation to 
Philadelphia, for instance, in terms of cost of distribution to the user 
in Philadelphia. Actually, one of the charts, on pages 34 and 35 of 
the committee report, sets out those factors 1 in terms of Philadelphia 
as of 1953. 

I assume further questions will be asked upon those charts, because 
they are significant and of importance, and for that reason I want to 
ask you 1 or 2 questions. 

What is the situation, if you know, with reference to the costs in 
terms of land-taking, in terms of pipeline distribution within Phila- 
delphia, in terms of the investment involved so far as the local dis- 
tributing company is concerned ¢ 

Mr. Ditworru. I do have that, sir. 

To build, operate, maintain, and replace a gas distribution system, 
is an average annual cost of about $50 a c1 ustomer. 

Now, on ‘top of that, there are other costs. I believe the figure that 
the company uses for the total cost of supplying customers, ‘bri inging 
in the pipes, the facilities, and all that, averages about $200 per cus- 
tomer, is my understanding. 

Mr. Hrsriron. You testified that there were 600,000 customers, if 
we could confine it alone to residential customers in Philadelphia. 

On top of that, there are, of course, the industrial and commerce - 
users, who you say use about 15 percent of the total amount of ga 
delivered in Philadelphia. 

Mr. Ditworrn. Yes, sir. 

Mr. Hesevron. I will not attempt to run the mathematics in my 
head, but I think it rather obvious that a substantial amount is in- 
volved in the cost of distribution in Philadelphia or any other com- 
munity where natural gas is delivered. 

Mr. Ditwortn. Oh, yes. 

Mr. Heseiron. Then you go back a bit, and the particular charts 
show that that is lumped as one cost of distribution; then back of that 
is the price received by the interstate pipeline company, which in- 
volves a cost of transportation to Philadelphia city gate of 26.5 cents; 
and a price paid to the producer in the field of 9.5 cents. 

The cost of transportation from, let us say, Texas or Louisiana, « 
any other area—and I am not sure where your supply comes ae 
is through a pipeline running up across relatively inexpensive land 
for the most part. 

Mr. Diwworrn. That is right, sir. 

Mr. Hesetron. There is a single investment in order to place the 
pipeline in that ground. Of course, some investment is involved in 
maintaining it and running this gas through it. 

In addition to that, when we go back into what they call the field 
price, I take it the emphasis is upon the very small amount that is 
paid. Once the hole is drilled, once the gas is started out of the 
ground, I assume that you and I can agree, as reasonable people, that 
there is not much more beyond that involved in terms of investment. 
The gas simply comes out of the ground and is delivered to the pipe- 
line company and transported to the city using it. 

In addition to that, 1s it not true, from your own knowledge, that 
in a great many instances, in drilling for oil or gas, the emphasis is 
upon ‘the drilling for oil and not on the drilling for gas? 
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Mr. Ditworru. That is certainly our understanding. But on that, 
I am not an expert. I merely accepted there what we have been 
told by men who have been advising us who are experts in the field. 

Mr. Hesevron. Mr. Mayor, speaking as a lawyer to a lawyer, the 
rules of evidence do not seem to control us much in this committee. 
We frequently tell you what the situation is. I am guilty of that, 
and perhaps you do not agree with it. You have had the same 
experience. 

Let us assume that is common knowledge and that we can take 
judicial notice of it, perhaps. If any of my colleagues wish to dis- 
pute it, they can give their version. 

There. was a period, a substantial period, and I think it is also 
common knowledge, when gas was considered a waste product in the 
South and Southwest, and was simply flared off. That led to the 
agitation and the resultant development of the so-called conservation 
laws in those areas, which have been markedly successful, in the 
minds of most people. 

So that, instead of this single chart, and the emphasis upon a field 
price of, say, 9.5 cents, as against 26.5 cents, the cost of distribution 
into Philadelphia, and 100 cents within the ¢ ity of Philadelphia, you 
do have many other factors that any reasonable person has to take 
into consideration in terms of any such charge as that. 

Mr. Ditworrn. That is right, sir. 

Mr. Heserron. Then in addition to that, having read those charts 
with a good deal of care some 2 years ago, I noted the sources as 
given, for instance, on this Philadelphia chart, are the annual re- 
ports ‘of pipeline companies to the Federal Power Commission, and 
the American Gas Association Rate Book. 

So that again, as lawyers, we have a right to, not necessarily sa 
they are wrong, but at least to say they may be presented to us w ith 


the hope that ‘there will be a certain emphasis placed upon it as to 
which we cannot agree. 


Mr. Dirworrn. That is right, sir. 

Mr. Hesrrron. In connection with the emphasis that has been laid 
upon the question of why prices did not increase over a substantial 
period of time, is there not another factor involved? That. is that 
during a part of that period of time, anyway, rightly or wrongly, we 
did have with us the OPA, and the OPA held prices down, whether 
they liked it or did not like it. It was only after the OPA was termi- 
nated that you had the working of the other type of economy which 
led to the increases subsequent to that time. 

Mr. Dirworrn. That is my understanding. 

Mr. Heserron. I must take just a bit of time, because there has 
been so much emphasis about this bill that Mr. Macdonald, my col- 
league from Massachusetts, has introduced, and which you have 
pointed out, and I think quite fairly by valid examples, meets the test 
of constitutionality and the test of constitutional judgment in many 
other ways. 

It so happens that I introduced a bill myself, which if identical 
with Mr. Macdonald’s bill, back in 1955, and T asked the Legislative 
Reference Service of the Library of Congress to give me an opinion 
as to its constitutionality. That is a part of our record. 
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You have given some examples. You are a competent lawyer and 
have had a great deal of experience. I think you mentioned the Fair 
Labor Standards Act, which exempts employees of certain news- 
papers that have a circulation of under 4,000. There you have an 
illustration of congressional action which has been upheld by the 
court. 

We have a law on the books which this committee takes great pride 
in having sponsored, and that is the SEC, and the Securities Act of 
1933, as amended. It exempts securities not in excess of $300,000. 

We have the Trust Indenture Act which, under certain circum- 
stances, limits the aggregate principal amount of outstanding securi- 
ties to a million dollars or less. 

There are many others. The 8-hour day of railroad employees, for 
instance, exempted lines which did not have more than a hundred miles 
in length. 

The Federal unemployment tax which is on the books today ap- 
plied only where there are eight or more employees. 

Chief Justice Hughes and many other eminent jurists have repeat- 
edly held that the fifth amendment does not require full and uniform 
exercise of the commerce clause. Congress may weigh relative needs 
and restrict the application of a legislative policy to less than the 
entire field. 

So that in terms of the suggestion before us in Mr. Macdonald’s bill, 
we do have a field in which Congress has acted on many occasions, 
where the Supreme Court has repeatedly held such statutes consti- 
tutional. You feel it might relieve the excessive burden upon the 
Power Commission and relieve so many of these independent pro- 
ducers who really contribute next to nothing in terms of the price 
which the Philadelphia people have to pay for natural gas? 

Mr. Dizwortn. That is right, sir. 

Mr. Hesexron. If it is any source of comfort to you, we had a 
witness yesterday who at this time is speaker of the General Assembly 
of Tennessee, one of our sister States. He informed us that the 
Tennessee Legislature passed a resolution, subsequent to a visit by 
their friends from the Texas Legislature, which was passed by an 
unanimous vote of the house and senate, in which the Tennessee Legis- 
lature expressed somewhat similar opinions to those you have expressed 
this morning with regard to this legislation. 

Thank you. 

Mr. Ditwortn. Thank you, sir. 

Mr. Sprrncer. I have a question. 

The Cuarrman. I believe you come next, Mr. Springer. 

Mr. Sprincer. All right. 

Mr. Dilworth, your experience has been partially as a rate lawyer; 
is that correct ? 

Mr. Diwwortu. I never did a great deal of rate work, sir. About 
20 years ago, our law firm represented the Bell Telephone Co., and I 
participated in several rate cases. 

Mr. Sprincer. You are familiar with the general philosophy of a 
public utility. Could you tell this committee what the philosophy 
is for limiting earnings of public utilities by law? 

Mr. Ditwortn. Well, it varies with the various States, I think. 
For instance, I disagree with the philosophy of our own public utility 
commission. They just do it on the basis of cost of reproduction less 
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depreciation, which I think is completely unrealistic, usually unfair 
to the public, occasionally unfair to the companies. 

My own philosophy would be that the rate of return should be, to 
a utility which has a real monopoly, their actual fair cost, fair invest- 
ment cost, original cost of their investment. 

Mr. Sprincer. M: ay I ask this question: Is not the general philoso- 
phy of limiting ear nings in a monopoly, the fact that. they are exclu- 
sive within their field, and that no one may compete with them within 
that stated area, whatever it may be? 

Mr. Ditworrtn. Yes, sir, but I do not think it is quite that narrow. 

Mr. Sprrncer. Can you add anything to it that you think would 
add anything to what I have already said about the philosophy of the 
States and the Federal Government as to why they say that a 
monopoly or a utility which is a monopoly, and has an area, that you 
limit their earnings because there are no competitors within that area ? 
Is that not the philosophy behind limiting earnings as laid down in the 
laws of the various States? 

Mr. Ditworrn. Yes, sir. Then I think you have got to figure what 
does that amount to, and that is where disagreements come. 

Like everything else, you get twilight zones, and that is where the 
disagreements begin to come, I think. 

I mean, you can’t just say that the only things that should be regu- 
lated are a telephone company or an electric power transmission com- 
pany because they are the only company that can serve. There are 
many other circumstances in which you have what amounts to a virtual 
monopoly, or where you may have a captive—you may have completely 

captive consumers, where the same principle should be applied. 

In my opinion, I don’t think you can be rigid about it. 

Mr. Sprincer. Wait just a second. I asked you about the general 
philosophy of why we initiate laws to limit earnings of public util- 
ities. I have stated it about fairly, have I not? 

Mr. Dirworrn. I think that was the original basic philosophy, but 
it has been expanded a good deal since then, sir, and I think prop- 
erly, sir. 

Mr. Sprincer. Let us just go a little further. 

In 1938, I believe it was, we passed the Natural Gas Act, is that not 
true, that they have an area which they served, and they brought a 
pipeline into a community, and that was the only pipeline coming in 
there, and it was the feeling of the Congress that because that pipe- 
line was interstate in character and crossed State lines, that we had 
jurisdiction over it, and therefore it took on the character of a public 
utility. 

Was that not the philosophy of the Natural Gas Act of 1938 

Mr. Ditworrn. That I am honestly not certain of. In other calle 
I thought back in 1938, that was the height of the New Deal, and I 
was a New Dealer and am a New Dealer, I thought the philosophy 
was a good deal broader than that. 

Mr. Sprincer. Now let’s go further back. First from Philadelphia 
back to the natural gas company. Now we will go back, let us say, 
to Lubbock, Tex., and a man out here starts out to dig a gas well. 

Can you give me the similarity that there is between that man who 
digs a hole in the ground and brings gas out of it, the similarity be- 
tween that and the fact that you have Tegul: ation of gas by the public 
utility commission of Pennsylvania ? 
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Mr. Ditworru. Well, I think the test really is, sir, and I think 
Justice Brandeis was the first to see it, you have got to go behind the 
apparency and you have to see what the actual facts are. I am con- 
_vinced that your man who digs your gas well is not just an individual 
entrepreneur. He is ac tually as much subject to a monopoly of your 
big oil companies, your big pipeline companies, as anyone else; and 
at the other end of the line, you are not going to get any great mass 
of pipelines coming into a community, because when one big pipeline 
has come in, has made its contracts and made that enormous invest- 
ment, you are not very apt to get very many more. 

In addition to which you get your public, as we brought out, mak- 
ing quite a large inv estment in these gas fixtures, ¢ gas hea ating, and all 
that, so that you have a situation where they can, in effect, completely 
dominate the field, dominate the prices, and leave the consumer pretty 
helpless. 

Mr. Sprincer. Let me ask you this: If you started out yourself, 
having been a rate lawyer and knowing something about it, if you 
were asked to go out and dig a well at Lubbock, Tex., would you be 
willing to do that for 5 percent and take the risks? 

Mr. Ditworrn. I don’t think—I don’t think anybody is going to 
ask them to do it for 5 percent, and the fact thi it nobody has been 
frightened off is the thing that is the vital fact. 

I think you have got to look at the actual facts, and, I think, as I 
say, Senator Douglas brought that out extremely effectively in that 
debate, the fact that almost every year we are told, and we are very 
vulnerable in a great industrial State like Pennsylvania, if we do not 
agree to remove this regulation, we won’t get gas. The supply of 
gas has constantly inc reased, the digging for gas has constantly in- 
creased, so that we just don’t—we just—if I was in the gas business, 
I would probably talk the same way—we don’t think that seriously 
they really mean it. 

Mr. Sprrncer. Would you read the question back again, my ques- 
tion to Mr. Dilworth? 

(The question was read by the reporter. ) 

Mr. Sprincer. Would you? 

Mr. Ditworru. I don’t think you can answer that question, sir. 

Mr. Sprrncer. All I ask is whether you would be willing to risk 
your money at nog ate and dig that well. 

Mr. Dirworru. I don’t think anybody is asking that of somebody 
who is digging a well. 

Mr. Sprrncer. You do not believe they are? 

Mr. Ditwortn. No, sir. 

Mr. Sprincer. You do not believe, then, that the theory on which 
you are approaching this is a public-utility rate for a producer? 

Mr. Ditworru. I think everything has to meet the circumstances 
and, as I say, I think the test should be a flexible one here as to what 
costs are; they should include costs, the matter of incentive, the matter 
of risk, the matter of the losses that are sustained from dry holes, all 
those factors must be taken into consideration. 

You certainly couldn’t limit any man to 5 percent on the cost of 
digging a particular well, and I don’t think anybody has thought 
that you should. 
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Mr. Srrincer. How would you start out to regulate a wildcatter 
who, we will say, is digging 4 wells in an area, and we will say he 
hits 1 of them, and the other 3 go broke ? 

Mr. Ditworrn. I think it is very difficult to regulate a single wild- 

vatter, and I think that is why I would like to take them out. I don’t 
think it is as difficult to regulate the big companies. They know 
their costs very well. 

Mr. Sprincer. Let me ask you this: A large part of the gas, fully 
a third of it, is bought from small people, th: at is, the larger companies 
buy from them; is that not true? 

Mr. Ditworrn. I am not sure of the exact figures, but I am sure 

Mr. Sprincer. That is approximately what it is; between 25 and 
30 percent of it is bought from the small producer. If you eliminate 
these ll from this, how are you going, then, to regulate the 
price of your gas at Philadelphia, if those people are eliminated from 
the bill? 

Mr. Ditworrn. I don’t think the big oil companies and the big 
pipeline companies will have the slightest difficulty, sir. I have rep- 
resented one of them, and I have every confidence they will knock 
the little producer on the head to the point where—— 

Mr Springer. Let me ask you this: The large company pays, we 
will say, 12 cents a thousand cubie feet for this, aa the company 
is only allowed, we will say, 9 cents. Is he going to be allowed to 
charge that extra 3 or 4 cents that he pays the small wildeat producer 
who sells him a third of his gas for Philadelphia ? 

Mr. Ditworrn. Again, sir, seriously, I can only answer this way, 
and I am very serious about it: I don’t think your big oil companies 
and your big pipeline companies are going to have any trouble with 
your wildeatters. 

Mr. Sprincer. It is your theory, then, that in the limitation of 
public-utility rates to gas companies, you are going to have no question 
of production ? 

Mr. Dirworrn. No, sir. 

Mr. Sprincer. Incentive to produce? 

Mr. Ditworrn. Well, the history of the last 10 years has shown 
we won't, we believe. 

Mr. Springer. Have you run the figures, in the last 24 months, of the 
amount of gas available? 

Mr. Ditworrn. Well, our general, overall committee did, and we 
understand there is more gas available now than ever before. At 
least that was my understanding. 

Mr. Sprincer. Did you see the figures that Senator Monroney put 
into the Congressional Record last year of the amount of gas that was 
made available in the early part of 19564 

Mr. Ditwortrn. Not specifically, sir. The figures that I have are 
the figures gotten up by our committee, which show—I have them 
right here—that today they are the largest aetna gas reserves 
that we have ever had, and that today more gas is being pumped 
through the pipelines to some 46 States than ever : before. 

Mr. Sprincer. Are you familiar with the number of users or poten- 


tial users who want gas in the State of Pennsylvania and who today 
cannot get gas ¢ 
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Mr. Ditwortu. No, sir; I am not specifically familiar. No; I am 
not, 

Mr. Sprtncer. Do you know the number of potential gas users 
within the city of Philadelphia, subject to your jurisdiction, who 
want gas and cannot get gas? 

Mr. Diwortn. Well, I am told by the UGI that they are supplying 
people as rapidly as people really — to be supplied as they ever 
did before when they manufactured g 

Mr. Sprincer. But do you know the ini who are users in Phila- 
delphia who would like to get more in Philadelphia and who cannot 
get more? 

Mr. Dinworrn. No, sir. I don’t think it would be too great, because 
we have 600,000 users, and 175,000 of those use it for every purpose, 
including the heating of their homes. 

Mr. Sprtncer. You would say that your city would be comparable 
to Chicago; would you not ? 

Mr. Dizworrn. I just wouldn’t know, sir; I honestly wouldn't. 
They are very different. 

Mr. Sprincer. Let me just give you, as an example; there are some 
300,000 people—that is a lot of people, a lot of potential users within 
Cook County, IIl., which is roughly only two-thirds of the distance 
from the gas fields that you are—that are not supplied today who want 
gas. And within my congressional district, which is only 300,000 
people, there are 9,500 people who want gas, that is, their applications 
are signed. That is not the number of people who want it and cannot 
be supplied. 

I can also give you the number of villages and towns within my 
congressional district who want to get gas, and they are not considered 
potential because there is no gas in there. 

Mr. Dinworrtn. I would only have to say this: I know Mayor Daley, 
of Chicago; I know him as a very responsible man, and I know he is a 
very astute politician, and he is convinced that the welfare of the 
people of his city makes it imperative that this legislation should be 
defeated. 

Now, we have all had to discuss all of these problems. We met at 
one meeting, we had 40 of us there, and we had to discuss all of these 
problems: Were we being fair to the people of our city? Would the 
people of our city who wanted gas be able to get it? Were we jeopar- 
dizing the supply? All these questions we really had to consider, 
because they are not only matters we should consider as responsible 
mayors, but also matters we should consider as responsible politicians. 

And we came, certainly the mayors of all the larger cities came, 
to the very definite, unanimous conclusion that this bill is not to the 
best interests of the gas consumers or the people of the cities that. are 
getting big natural gas supplies, such as we are today; where 10 years 
ago, I think I am correct, that we manufactured 90 percent and got 
about 10 percent from natural gas, now we are getting 90 percent 
from natural gas. So it would be a mighty expensive thing to us, and 
very ruinous to us, if we should suddenly lose that supply. 

Mr. Sprrncer. Mr. Dilworth, are you afraid that the price of natural 

gas, if such a bill as this is passed, would rise exorbitantly ¢ 

Mr. Dinwortn. Well, I think the oil industry is a very well-run 
industry, and they have never been hogs; at least that is mv belief. 
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And we, as I say, I think next to Texas, next to Corpus Christi, I 
think we have the second biggest concentration of oil refining, and 
they are splendid people. I don’t think they will let it spiral out of 
control. Ithink they aretoosmarttodothat. No. But I think they 
will give us quite a clipping. [Laughter.] 

Mr. Sprrvcer. Are you familiar with the rise in the price of gas 
as compared with other fuels, between 1947 and 1953, the date of the 
Phillips decision, for the entire country ? 

Mr. Ditwortn. Yes, sir. There has not been much rise. But, as I 

say, again, our economists tell us that the reason for that is that so 
much of it was a sideline of the production of oil, and it came in in 
such enormous quantities that it was very hard for them to raise the 
price. At least, that is our belief. 

Mr. Sprincer. Mr. Dilworth, actually, within my congressional dis- 
trict, there was a greater demand, there was a greater shortage, in 
fact, during those years, no new users could be ‘connected whatever 
in my congressional district. There was not a supply of gas, I can 
assure you. 

But do you know that the rise in the percentage of those three fuels 
in that 5-year period, with all this shortage going on, you had a 
shortage in Philadelphia at the same time far worse than it is today, 
and so did all the eastern seaboard that were screaming to get more 
gas—do you know what the rise in the price was during those periods 
as compared with coal and oil? 

Mr. Ditworrn. I was shown the figures the other day by the presi- 
dent of the Atlantic Refining Co., and most commodities went up very, 
very sharply, like this, is my recollection, and natural gas was almost 
level. 

Mr. Sprincer. Then what is your objection 

Mr. Dirworrn. Because, as I say, I think that was a phenomenon 
which no longer exists; that is our belief and the belief of responsible 
economists that have represented our committee, and also responsible 
economists that advise our city government. 

Mr. Sprincer. There is more gas today, considerably more since. 
1953, than there was from 1947 to 1953, and the rise in price was not 
great then. In other words, the demand was greater “3 than it is 
tod ay. Ifanybody was going to do anything to anybody, I am talking 
about any municipality, they would have done it in those years. 
There just was not any gas available, and the price of gas did not rise. 

I will give you the figures, they were put in our hearing 2 years ago: 
The rise in the price of coal was 18 percent; the rise in the price of “oil 
was 13 percent; the rise in the price of gas was 11 percent, during that 
5-year period. That is the point. 

If there is something wrong with this bill and there are going to be 
outrageous prices to people as a result of it, I will not vote for this 
bill. But no one has come before this committee, at the other hearing 
or this one, either one, and introduced any reliable figures which I 
have been able to find, which indicate that anybody is going to be 
gouged as the result of the passage of this bill. 

I think the theory of the people who are for this bill is that those 
people who are not now being served are the ones who are being 
hurt. They are the people, in my estimation, who need help, not the 
people who are already connected. 
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[I have gas in my home in Champaign, and I am perfectly happy, 
and I couldn’t tell you what the rate is. But I know people all up and | 
down my street who cannot get any gas, and I feel sorry for those | 
people, and I do not believe you are going to get more gas by putting a 
5 percent top on it than you are by leavi ing your incentive open, to get : 
gas for those people who cannot get it. 

You say you are in here fighting for those people who already have | 
gas, and it comes out of their burner. But you are certainly doing, | 
in my estimation, a tremendous disservice to the people in the State 
of Pennsylvania who do not have any gas, and they haven’t any oppor- 
tunity to get any gas, Mr. Dilworth, in the foreseeable future. 

Mr. Ditworrit. Well, we think the other way around, sir. We 
think that this matter is not within the control of the producer. In 
other words, suppose you said to the gas producers tomorrow, “You can 
get. 50 cents for your gas.” It wouldn’t particularly help the supply 
to the cities, because that is very definitely, we believe, in the hands of 
some 18 to 20 large oil companies, and another dozen or so of your 
big pipeline companies, and the very close alliance between them, 
and that gas is going to come to us just as rapidly as they want to let 
us have it and no more rapidly. 

If the price to a producer was $1 a cubic foot, we don’t think that 
it would bring gas to the cities any more rapidly than it is coming 
today. 

Mr. Sprincer. Well, I just want to get your theory. Your theory 
is that there is not any incentive by the nonregulation of the producer 
and gatherer of natural gas, that is your theory, and about which 
you are testifying here wd? 

Mr. Ditworrtn. No, sir, I don’t say that. But 1 say no matter 
what that incentive might be to him, he is completely controlled, in 
turn, by some 18 or 20 companies and by the large pipeline companies. 

Mr. Sprincer. That is all, Mr. Chairman. 

The Cuarrman. Mr. Alger? 

Mr. Auger. No questions, Mr, Chairman. 

The Cuarrman. Dr. Neal? 

Mr. Neat. No more. 

The CHatrmMan. Mr. Mayor, you have had some statements to 
make about the secret meetings of people you referred to as repre- 
sentatives of the industry. Now, you have just mentioned the meeting 
that the mayorshad. You did havea meeting. 

Mr. Ditwortnu. Yes, sir. 

The CHarrman. You made a great deal out of the fact that the 
meeting the industry had did not include the mayors or consumers. 
Did the mayors invite members of the industry to meet with them 
in the discussion of this problem / 

Mr. Ditworrtn. No, but we also were not in the position of being 
either invited or being able to invite the Chairman of the Federal 
Power Commission to sit in when we were—— 

The Cuairman. There has been no testimony here that the Fed- 
eral Power Commission has sat in in any meeting. 

Mr. Ditwortn. That was my recollection. 

Mr. Dinceitzt. I would like to respectfully take issue with the 
chairman on that. I believe that the Chairman of the Federal Power 
Commission himself said that he participated in secret meetings with 
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the members of the industry in the formulation of this particular 
bill, and I believe that the testimony and the record will so show. 

The Cuarrman. Well, the gentleman can so read the record, and 
the chairman will be perfectly willing to let the record speak for 
itself. As I recall, and I can state my own position on it, there was 
no one, not even the Federal Power Commission Chairman himself 
or anyone else, who has given this committee any facts that the 
Chairman of the Federal Power Commission or any other member 
of the Federal Power Commission has participated in any secret 
meetings that the industry people participated in. 

The Chairman of the Federal Power Commission said that he 
called 3 lawyers in and talked with them with reference to the 
possibility of getting a bill after the veto 2 years ago. 

But nevertheless, the question here is, you did not have any of the 
producer or industry people in with you in your meeting, did you? 

Mr. Ditworrn. Oh, no, sir. 

The Cuamman. They were not invited, were they ? 

Mr. Dirwortn. No; they absolutely were not. 

The Cramrman. Mr. Dingell asked you about the bill. He had 
you turn to page 2, and he re: sad the last half of subsection (b), begin- 
ning “but the provisions of this act shall not apply” and so forth. 

You are aware of the fact that that particular language is the 
present law, are you not ? 

Mr. Dinworrn. I have to make a confession, sir. I have complete 
confidence in Mr. Dingell. I was thinking what train I could catch 
back to Philadelphia when he was reading these paragraphs. 

The Cuatrman. I know. I do not blame you for that. You are 
perfectly justified for your thinking of that. 

But the fact is that the language down to the semicolon is precisely 
the present law; is it not ? 

Mr. Ditworrn. I think that is correct, sir. I am sure it is if you 
say so. 

The Crarrman. Now, what he failed to read was the sentence prior 
to that, starting with the paragraph which has to do with the juris- 
diction which the Congress establishes under the act itself: 

The provisions of this Act shall apply to the transportation of natural gas in 
interstate commerce, to the sale in interstate commerce of natural gas for resale 
for ultimate public consumption for domestic, commercial, industrial, or any 
other use, to natural-gas companies engaged in such transportation or sale, and 
to the sale of natural gas— 
we will stop at “sale.” 

That is precisely the present law; is it not? 

Mr. Ditwortn. I would certainly, if you so state, sir, have no doubt 
it is. 

The Cuarrman. What Mr. Dingell failed to read in order to get 
the full picture of what this bill would do— 
and to the sale of natural gas under producer contracts to the extent provided 
in sections 13A, 13B, 18C, 13D, and 13E, which sales, to such extent, shall be 
subject only to Federal regulation. 

Then, of course, that would change your answer to his questions 
altogether, would it not? You can answer that. 

Mr. Diwworrn. I can’t go that far, sir. 

The CuarrmMan. Well, you said in answer to his questions a while 
ago that that was right, what he read. 

















































622 NATURAL GAS ACT 


Mr. Ditwortn. Well, he asked me if that led to certain things. 

The Cuarrman. And he said that means there is no regulation at 
all, and you said, “Yes.” 

Now, do not overlook these sections that I referred to, which do 
establish the jurisdiction here. 

Well, that just goes to explain that sometimes you can get a very 
strange interpretation of one’s own viewpoint of what is actually 
proposed. I felt that ought to be cleared up, because the record ought 
to show what the facts are and what is proposed and intended here. 

We have kept you entirely too long. 

Mr. Dirwortn. No, sir. I have greatly enjoyed it, and I greatly 
appreciate the courtesy of the committee in letting me appear here 
this morning, very sincerely. 

The CHarrman. We are very glad to have you, Mr. Mayor. We 
know you are a very busy man, just as are a lot of these other public 
officials who are here waiting to express their views. And, so far as 
the Chair is concerned, he is anxious to give them that opportunity 
just as expeditiously as possible. 

On behalf of the committee, let me thank you for your testimony 
and your appearance here today. 

_Mr. Dutwortn. Thank you very much, Mr. Harris. Thank you, 
sir. 

(The following letter was later received from Mr. Dilworth :) 


CITy OF PHILADELPHIA, May 23, 1957. 


af ae ae A tet a. nh £ i te 
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Hon. OREN Harris, 


Chairman, House Interstate and Foreign Commerce Committee, 
New House Office Building, Washington, D. C. 


DeaR Mr. Harris: At the time I had the privilege of testifying before your 
committee last Friday, I was asked various questions of a factual nature with 
respect to the detail of the operations of the Philadelphia gas works. I offered 
answers to these questions to the best of my ability, but indicated that I would 
like the opportunity of verifying these facts in the interest of a completely 
accurate record. 

In the following I am listing the questions of this nature put to me by various 
Congressmen, and the detailed answers to these questions which I have been 
able to ascertain. 

1. Congressman O’Hara asked which pipeline companies served Philadelphia, 
where they purchased gas, the date gas was first received, and whether or not 
there were any pending rate increases. I am advised that the companies are the 
Texas Eastern Transmission Corp., first supplying Philadelphia in 1948, and 
the Transcontinental Gas Pipe Line Corp., which purchase gas in Texas, Lou- 
isiana, and Mississippi; and that there is one pending rate increase by the former 
corporation, of which the portion applicable to Philadelphia is in the order of $1 
million a year. In addition there are numerous producer rate increase cases pend- 
ing which could in the aggregate have an even greater effect. 

2. Congressman Alger asked whether gas prices had stayed the same in Phila- 
delphia. I thought he was referring to the retail rate, which has been con- 
stant for 6 years, but find upon reading the transcript that he was referring 
to the price of gas at the wellhead. 

I am advised that the average purchase cost of gas to Philadelphia’s pipeline 
suppliers has increased very materially since gas first came to Philadelphia, 
and it is now almost double what it was in the late forty’s. 

3. Dr. Neal asked for the approximate delivery cost for gas in Philadelphia. 
The answer to this question is that the cost now averages 39 cents a thousand 
cubic feet. He also asked questions with respect to the arrangement between 
ourselves and the United Gas Improvement. I told him I believed that the rental 
which the city receives was $5,600,000 but find it is only $5,200,000, and that the 
operating company’s management fee is $800,000 a year. 

4. Congressman O’Hara inquired as to the rate of return which the United 
Gas Improvement is permitted to receive under our contract. I misunderstood 
this question, and replied that I believed it was 5 percent, thinking he had 
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reference to the occasional working capital loans made by the company some 
years ago. As a matter of fact, since the city owns the gas plant, there is no 
question of a return, in the usual sense of the word. All the company receives is 
the $800,000 management fee above referred to. 

5. Congressman Heselton inquired as to the distribution cost of serving gas in 
Philadelphia. I am advised that the annual costs of operation, excluding costs 
of purchasing and producing gas but including the city rental and capital charges 
amount to $29 million which, for 570,000 customers, equals $51 a customer. The 
investment which the city has in the gas plant is $136 million, and this divided by 
the same number of customers comes to an investment of $238 a customer. 

6. Congressman Springer inquired as to the number of customers waiting 
to receive gas service in Philadelphia. I am advised that there is no “waiting 
list” in Philadelphia, and that the customers are served with gas at the time 
they apply, except of course in instances where lines must be run to reach 
them. 

I hope that this testimony, together with this letter, which I trust you will in- 
sert in the printed testimony at the appropriate place, will be of value to you in 
your deliberations. I hope that I will receive the transcript before it is printed, 
so that I can make the customary editorial changes. 

May I thank you again for the courtesy with which you received my testimony. 

Yours very truly, 
RICHARDSON DILWORTH. 


The CuHarrmMan. May I inquire if Mayor Anthony J. Celebrezze 
is here? Is that the correct name? 

Mr. Locuer. Mr. Chairman, he was required to go back home, but 
he has asked me to present his statement, and I would like to do so. 

The Cuatrrman. What is your name? 
' Mr. Locuer. Ralph S. Locher. I am the law director for Cleve- 
and. 

He wanted me to summarize his statement for him and introduce 
it into the record. 

The Cuarrman. All right, Mr. Locher, if you will be back here at 
1: 45. 

The committee will adjourn until 1: 45. 

(Whereupon, at 12:30 p. m., the committee adjourned, to recon- 
vene at 1:45 p. m., of the same day.) 





AFTERNOON SESSION 




















The Cuatrman. The committee will come to order. 
Mr. Locher, will you state your full name and identify yourself, 
please, sir? 


STATEMENT OF RALPH S. LOCHER, DIRECTOR OF LAW, 
CLEVELAND, OHIO 


Mr. Locuer. Mr. Chairman, members of the committee, my name is 
Ralph S. Locher, and I am law director of the city of Cleveland, and 
am privileged to be here today to summarize briefly the statement of 
our mayor of Cleveland, Anthony J. Celebrezze, who was here Wed- 
nesday, Mr. Chairman, but was required to get back to his official 
duties, and who has asked me to present his statement for him. 

The CuatrmMan. Will you convey our regrets to your mayor that we 
were not able to get to him on Wednesday while he was here, and 
to have personally presented his statement to the committee? I am 
sure he recognized the situation with which we were faced. 

Mr. Locuer. I am sure he did. I would like at this time to ask 
permission to mail in for the record a resolution that was passed 
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Monday night by our city council, and which I do not have a copy of 
at this time, going on record supporting our mayor’s position and the 
position of the entire council of the city of C leveland / Q 

The Carman. You may have that permission. 

(The information to be supplied is as follows :) 


CLERK OF COUNCIL 


The following resolution was adopted by the Council of the City of Cleveland, 
May 13, 1957: 
“RESOLUTION No. 1077-57 


“By Messrs. Kovach and Klementowicz 


“An emergency resolution memorializing the 85th Congress of the United 
States to defeat proposed legislation, H. R. 6790 and H. R. 6791, which proposes to 
amend the Natural Gas Act by exempting the production of natural gas sold in 
interstate commerce from regulation by the Federal Power Commission, by 
conferring limited jurisdiction over producer contracts for the sale of natural 
gas, and by incorporating into law the fair-field price concept in administration of 
the Natural Gas Act. 

“Whereas the Natural Gas Act of 1938 was passed by the Congress for the 
primary purpose of protecting the consumers of natural gas against exploitation 
at the hands of natural-gas suppliers ; and 

“Whereas the city of Cleveland — ipated actively in behalf of the public 
interest in obtaining passage of the Natural Gas Act of 1938; and 

“Whereas the city of Cleveland contains more than 300,000 residential and 
commercial consumers of natural gas who have a vital interest in the production 
and distribution of natural gas; and 

“Whereas since the passage of the Natural Gas Act of 1938, the independent 
producers of natural gas have obtained the introduction of at least six major 
legislative proposals in the various Congresses for exemption from the provi- 
sions of said act ; and 

“Whereas the last of these legislative proposals was the Harris-Fulbright bill 
which was passed by the 84th Congress but vetoed by the President of the United 
States ; and 

“Whereas proposed legislation has been introduced again in the present ses- 
sion of the 85th Congress of the United States, H. R. 6790 by Mr. Oren Harris and 
H. R. 6791 by Mr. Joseph P. O’Hara; and 

“Whereas these legislative proposals have as their purpose the exemption of 
independent producers from the jurisdiction of the Federal Power Commission, 
save a limited jurisdiction over producer contracts for the sale of natural e is, and 
would establish the fair-field price concept in the administration of the Natural 
Gas Act; and 

“Whereas such legislation would not be in the public interest because it would 
violate the basic intendment of the Natural Gas Act of 1938; and 

“Whereas the city of Cleveland has traditionally opposed similar legislation on 
behalf of the consumers of natural gas whose interests require effective regula- 
tion of the natural gas industry ; and 

“Whereas Mayor Anthony J. Celebrezze has accepted appointment on the 
United States Mayors’ Committee on Natural Gas ti I and Ralph S. 
Locher, director of law, has been named to a committee of the National Institute 
of Municipal Law Officers to represent the public in opposition to the proposed 
legislation ; and 

“Whereas this resolution constitutes an emergency measure providing for the 
usual daily operation of a municipal department: Now, therefore, be it 

“Resolved by the Council of the City of Cleveland: 

“Section 1. That the 85th Congress of the United States, be and it hereby is 
respectfully memorialized to defeat the legislative proposal contained in H. R. 
6790 introduced by Representative Oren Harris and H. R. 6791 introduced by 
Representative Joseph P. O’Hara, to amend the Natural Gas Act by exempting 
the production of natural gas sold in interstate commerce from regulation by the 
Federal Power Commission, save for a limited jurisdiction over producer con- 
tracts for the sale of natural gas, and which would incorporate the fair-field 
price concept in the administration of the Natural Gas Act of 1988, and to defeat 
any other proposed legislation which would undermine the effective regulation of 
the interstate commerce of natural gas. 
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“Section 2. That the clerk of council be and he hereby is directed to transmit 
a certified copy of this resolution immediately upon the adoption thereof and the 
signing by the mayor, to Senators John W. Bricker and Frank J. Lausche, and 
to Representatives Frances P. Bolton, Michael A. Feighan, William E. Minshall, 
Jr., and Charles A. Vanik. 

“Section 3. That this resolution is hereby declared to be an emergency measure 
and, provided it receives the affirmative vote of two-thirds of all the members 
elected to council, it shall take effect and be in force immediately upon its adop- 
tion and approval by the mayor; otherwise it shall take effect and be in force 
from and after the earliest period allowed by law. 

“Adopted May 13, 1957. 

“Effective May 16, 1957.” 

I, Harvey B. Atkins, acting clerk of Council of the City of Cleveland, do hereby 
certify that the foregoing is a true and correct copy of Resolution No. 1077-57 
adopted by the Council of the City of Cleveland, May 13, 1957. 

Witness my hand and seal at Cleveland, Ohio, this 23d day of May 1957. 

[SEAL] HARVEY B. ATKINS, Acting Clerk of Council. 

The CHarrman. And the mayor’s entire statement you desire to be 
included in the record ? 


Mr. Locuer. Yes, thank you. 
(The statement is as follows:) 


STATEMENT OF ANTHONY J. CELEBREZZE, MAYOR, ON BEHALF OF THE CITY OF 
CLEVELAND, OHIO 
Hon. OREN HARRIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, 85th Congress of the United States. 

HONORABLE CHAIRMAN AND MEMBERS OF THE COMMITTEE: I am again privileged 
to submit to you a statement on behalf of the city of Cleveland representing 
its position in the important matter of the proposed legislation introduced by 
Mr. Oren Harris, H. R. 6790, and Mr. Joseph P. O'Hara, H. R. 6791, to amend 
the Natural Gas Act of 1988, as amended, presently under consideration. 

The people of the city of Cleveland, through their representatives in the city 
council, have adopted a resolution expressing their opposition to this proposed 
legislation which would seriously undermine the avowed purpose and intent 
of the Natural Gas Act. 

The committee on public utilities of the Ohio Municipal League, an organiza- 
tion comprised of 486 member public officials from Ohio municipalities, has 
recorded its opposition to the proposed legislation. 

In presenting this statement, the public interest is the paramount motive. 
I am mindful of the grave duty devolving upon public officials to represent their 
respective communities of people: and in this instance to champion the cause 
of the consumers of natural gas whose interests require effective regulation of 
the interstate commerce of natural gas. 

I earnestly implore your committee to evaluate, in its deliberations, the ram: 
fications of a legislative policy which will rely on the operation of the law of 
supply and demand in the marketing of an essential noncompetitive fuel in an 
economic atmosphere of increasing and unprecedented demand. 

Respectfully submitted. 


ANTHONY J. CELEBREZZE, Vayor. 
INTRODUCTORY STATEMENT 


The State of Ohio is vitally dependent upon natural gas. Its inhabitants 
rely on natural gas; its industry relies on natural gas. In 1955, Ohio ranked 
second among the States of the United States as a consumer of gas for resi- 
dential use. At the present time it ranks third behind the States of Texas and 
California in total natural gas consumption. According to the latest figures 
available from the Bureau of Mines, of the United States Department of the 
Interior, for the year 1955, 1,909,000 consumers in the State of Ohio consumed 
a total of 500,865,000 thousand cubic feet for which the consumers of Ohio paid 
out a total of $300,900,000. This cost to the Ohio consumers represents one of 
the largest outlays of money for natural gas paid by the States throughout the 
United States in 1955. The gas consumers of Ohio have spent over $500 mil- 
lion for gas-burning appliances and equipment. Indeed, the State has a large 
stake in the natural-gas industry and a vital interest in problems which may 
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affect the distribution of natural gas to Ohio inhabitants who are so vitally 
dependent upon effective regulation of the industry in the public interest. 

The city of Cleveland, Ohio’s largest city, the nexus of a great and large 
metropolitan and industrial community, is vitally dependent upon an adequate 
supply of natural gas to its 399 varied industrial consumers and to its 265,013 
residential and commercial consumers. It ranks third among the cities of the 
Nation in gas consumption. Of necessity, problems incident to the assurance of 
an adequate and proper supply at reasonable costs are of creat concern to the 
city because such adequate and proper supply of natural gas has become a vital 
day-to-day requirement. 

The inhabitants of Cleveland, approximately 1 million persons, who constitute 
statistically 245,735 residential connections, have invested over $120 million in 
gas-burning appliances and equipment. To service these appliances and equip- 
ment, the consumers in the city of Cleveland currently expend $35,500,000 
annually for the purchase of natural gas. 

The increasing use of natural gas as a base fuel for domestic purposes and 
as a space heater by consumers in Cleveland has increased its volume to a 
point where even the slightest increase in price reflects the sensitivity of the 
cost factor—a 1 cent increase per thousand cubic feet at the wellhead, passed on 
to the ultimate consumers in Cleveland, means an aggregate increased annual 
cost at present rate levels of $800,000. The constant increase in demand is 
evidenced by a comparison of sales in Cleveland for the years 1945-56. 

In 1945 domestic consumption totaled 19,098,508 thousand cubic feet; in 1956, 
56,269,239. For these same years, industrial consumption increased from 6,579,- 
639 thousand cubic feet to 16,195,669. The consumption of natural gas per 
domestic consumer in Cleveland has risen from 78,039 cubic feet in 1945; to 
213,056 in 1956. Total consumption has increased from 25,678,147 thousand 
cubic feet in 1945; to 72,464,908 in 1956.2 

Since 1902 the East Ohio Gas Co. has served the consumers of the city of 
Cleveland. It has invested $223 million in this area. East Ohio, a subsidiary 
of the Consolidated Natural Gas Co., obtains a part of its supply of natural gas 
from the Hope Natural Gas Co. and the New York State Natural Gas Co., 
affiliates of the Consolidated system. Its principal supply of natural gas comes 
from the southwestern fields of the midcontinent and Texas gulf coast regions 
via the transmission pipelines of the Panhandle Eastern Pipeline Co., the 
Tennessee Gas Transmission Co., and the Texas Eastern Transmission Corp. 
In 1956 East Ohio expended $81,685,736 for its purchases of natural gas from 
the pipeline companies. The cost of these purchases by East Ohio is directly 
dependent upon the price which the pipeline company pays for gas purchased 
from the independent producers who supply the interstate pipelines. The cost 
of natural gas to the Cleveland consumers is in turn directly dependent upon 
the price which East Ohio pays for its purchases from the pipeline companies. 

To afford some measure of protection of their interests the consumers of Cleve- 
land can look to the Public Utilities Commission of Ohio which exercises regula- 
tory jurisdiction over the East Ohio Gas Co. East Ohio, and the consumers, can 
look to the Federal Power Commission to exercise a degree of regulatory control 
over the interstate pipeline companies. But what real effect can this regulatory 
scheme have if the primary phase of the interstate commerce in natural gas, 
and the phase most in need of regulation, is allowed to be free from effective 
control? 

In the interest of the consumers of Ohio and the city of Cleveland, who in 
the economic sense are dedicated to the use of natural gas, and who are hope- 
lessly and inextricably bound by a network of connected pipelines which lead 
from the wellheads of the gas fields of the Midcontinent and Texas gulf coast 
regions to the small pipe connections in their homes, the continuing attempts of 
industry proponents to void the declared legislative policy contained in the Natu- 
ral Gas Act of 1938 must be opposed by those who represent the consumer public. 


COMMENTS ON ECONOMICS OF THE NATURAL GAS INDUSTRY 


An appraisal of the natural gas industry evidences the unfounded arguments 
being given current emphasis as a rationale for the movement to destroy effective 
regulation of the independent producers. 

Although proponents of the proposed legislation represent that the discovery, 
production, and gathering of natural gas is carried on by 3,000 or 4,000 inde- 


1 Bast Ohio Gas Co. statistics. 
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pendent producers, whose risks are great and among whom the forces of eco- 
nomics create keen competition, the fact is that the major oil companies hold 
natural gas reserves approaching 60 percent of the United States total of more 
than 238 trillion cubic feet. It is estimated that 85 percent of the gas sold via 
interstate pipelines is supplied by 100 producers, most of whom are large oil 
companies. Nearly 70 percent of the independent producers are small producers 
representing only 1 well or 1 tract of ground or lease who provide approximately 
7 percent of the total gas sold through interstate pipelines, or less than 2 million 
thousand cubic feet annually.’ 

As an indication that the natural gas industry is logically a concomitant of the 
oil industry and that natural gas is practically a byproduct of the petroleum 
industry, the following is significant: 

“Data relating to well-drilling activity have not been, and cannot be, segre- 
gated between oil and gas. When drilling is undertaken, there is generally no 
way of knowing whether the resultant well will yield gas or oil, or will be dry.” * 

“Tt is well known that practically every exploratory (wildcat) well is drilled 
for oil and if it produces some gas or gas only, the gas production is only an 
incident or byproduct in the search and production of oil.” * 

About 60 percent of the natural gas sold to transmission lines is obtained from 
oil wells which were explored and developed primarily for the discovery of addi- 
tional petroleum supplies. The American Gas Association reports that 56,682 
new well completions were made in 1955—31,567 were primarily oil wells, only 
3,613 were primarily natural gas wells. Of the total well completions, 12,271 
were wildcat wells. And yet, though the estimated known recoverable reserves 
at the beginning of 1955 were 211 trillion cubic feet, at the year end of 1955, they 
had increased to 223 trillion cubic feet, notwithstanding a record withdrawal of 
over 10 trillion cubic feet. This represents the largest annual increase in re- 
serves with one exception since reliable records have been made and kept.® 

The prime argument voiced by the industry proponents in repeated efforts to 
amend the Natural Gas Act is essentially that regulation of the independent 
producers will stifle incentive and curtail the discovery of natural gas, and will 
result in discouraging the interstate commerce of natural gas and large-scale 
resort to intrastate marketing in the state of production by independent pro- 
ducers. In President Eisenhower's budget message of January 16, 1957, to the 
Congress it is stated: 

“Legislation freeing gas producers from public utility-type regulation is essen- 
tial if the incentives to find and develop new supplies of gas are to be preserved 
and sales of gas to interstate markets are not to be discouraged to the detriment 
of both consumers and producers, as well as the national interest.” 

Despite the fact that records of the continued expansion of natural-gas re- 
serves throughout the decade 1946-55, and particularly since the Phillips deci- 
sion, negate any serious relationship between regulation versus nonregulation 
as holding in the balance the quest for continuing natural gas supplies, there is 
additional evidence rebutting such destruction of incentive for discovery. 

Since approximately 60 percent of the natural gas sold to transmission lines 
is obtained from wells which were explored and developed primarily for the 
discovery of additional petroleum supply, it is inevitable that untapped natural 
gas resources will continue to be discovered so long as the petroleum industry 
continues its search for oil. 

On January 1, 1957, the American Gas Association reported that the proved 
recoverable reserves of natural gas in the United States totaled 237.8 trillion 
cubie feet. This represents the largest annual increment to reserve since 1941 
and occurred in spite of record withdrawals in excess of 10.9 trillion cubic feet 
during 1956. 

In spite of the unprecedented postwar demand for natural gas, with conse- 
quent tremendous increases in net production, recoverable reserves have never 
failed to increase by at least 5 trillion cubic feet annually during this period. 

“As long as new discoveries exceed production, the ratio of reserves to pro- 
duction, frequently computed to determine number of years’ supply available, 
is relatively unimportant.” ° 


2Publie Utilities Fortnightly No. 7, p. 444, vol. 58. 

3 Gas Facts, 1955, p. 24. 

4 Public Utilities Fortnightly No. 7, vol. 58, p. 445, September 27, 1956. 

5Gas Facts, 1955, p. 6; Public Utilities Fortnightly September 27, 1956, p. 442. 
®Gas Facts, 1955, p. 6. 
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The natural gas industry has become the sixth largest industry in the United 
States. What is the stature of this industry? A recent issue of the Public 
Utilities Fortnightly was devoted to an evaluation of the prospects for it.’ 

The only conclusion that can be drawn of the industry is that it is an industry 
with a future, a glowing future, one which has already experienced a vast growth, 
and which will continue to grow with or without regulation of the independent 
producers by the Federal Power Commission. 

Mr. Dean H. Mitchell, the president of the American Gas Association, had this 
to say about the industry: 

“We are adding new customers at a rate of about 1 milion a year, and current 
studies indicate that at the end of 1956 we will be serving more than 30 million 
customers with over 72 billion therms of gas. Revenues in the gas utility and : 
pipeline industry will be more than $4 bilion. 

“Our facilities will have to be expanded continuously to keep pace with this ' 
tremendous growth. The ability to cope with this situation is indicated in sta- I 
tistical reports which show that the gas utility and pipeline industry will spend 
a recordbreaking $1.6 billion in 1956 for new construction and for expansion of 
present facilities. In the 4 years from 1956 through 1959, the gas industry has 
earmarked a total of $7.3 billion for new construction. This is the greatest sum 
ever expended by our industry in any 4-year period in its history. 

“This year’s expenditure will bring the industry’s total investment in plant 
and other gross assets to $17.5 billion. With investment increasing at a rate of 
approximately $1 billion a year, the gas industry will be a $20 billion industry 
by 1960. When we consider that back in 1945, the industry’s gross assets were 
about $5 billion, we can proudly state that ours is perhaps the only major, basic 
industry, that has quadrupled its gross assets in a decade and a half. 

“Some 96 percent of the estimated construction expenditures for the next 4 ( 
years will be spent on natural gas expansion. Natural-gas transmission lines { 
alone will account for $3 billion with an additional $2.5 bilion going for distri- 
bution systems of natural gas utility companies. 

“Sometimes the question arises as to whether the gas industry will have suffi- 
cient resources to continue to serve this ever-increasing market. Again, our past 
history and present estimates point conclusively to a source of supply that will 
last for many years. * * * 

“* * * Unofficial, yet reliable, estimates made by outstanding experts in this 
field place the total economically recoverable reserves of natural gas in the 
United States at volumes ranging from 500 to 750 trillion cubic feet. So even at 
today’s accelerating rate of gains in natural gas production, it would seem 
almost evident we will be able to supply our customers for several decades 
to come * * *,.” 

These remarks of Mr. Mitchell were made with cognizance of the regulation 
of independent producers, as noted in his further observation : 

“Now that the Harris-Fulbright bill has been vetoed, it is urgent that the 
industry again achieve nationwide coordination and cooperation. Most of the 
problems facing us are not unique with a gas utility company, or a transmission 
company or a producer. We must find a common approach to their solutions. 
And while each segment of the industry should and must retain its principles 
and beliefs, the different branches also must remain fully aware of their indi- 
vidual and collective responsibilities to our customers—the public * * *,”* 

Still another bird’s-eye view of the industry under regulation is provided by a 
recognized financial writer who devoted his article to and entitled it, “The 
Outlook for Natural Gas Earnings,” as a result of the Harris-Fulbright veto. 
His conclusion is that no disturbance to the financial positions of the natural gas 
companies would occur as a result of the Harris-Fulbright veto. As to the 
industry’s potential, it is particularly significant to note his observation for the 
future, notwithstanding the failure of passage of the Harris-Fulbright bill: 

“But the important point is that while a net 74,923.5 billion cubic feet of gas 
has been withdrawn in the 1946-55 decade, estimated reserves have continued | 
to expand with the years, although at a lesser rate than production, and they 
should continue to increase.” ° 

In addition, a total of 22 companies engaged in the production, transmission, 
or distribution of natural gas whose common stocks are listed upon the New 
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7 Public Utilities Fortnightly No. 9, October 25, 1956, vol. 
8 Public Utilities Fortnightly No. 9, October 25, 1956, Dp. oe 49, 654, vol. 58, 
® Public Utilities Fortnightly No. 10, May 10, 1956, p. 671, vol. 57. 
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York or American Stock Exchanges have paid dividends on their junior shares 
for 30 or more years.” 

The American Gas Association has also reported that since World War II, 
expansion of the gas industry has averaged a billion dollars per year, or 10 
times the rate of prewar development, and is currently expending in 1957 an 
estimated $2 billion for plant expansion. As a result of this expansion, an 
average of 900,000 new customers per year have been added to utility gas lines 
which now serve more than 29 million users in the United States. 

As of November 30, 1955, the net gas utility plant was recorded from the 
accounts of the companies reporting to the Federal Power Commission as 
$4,842,436,846. 

Natural gas pipeline mileage has increased to a point which exceeds that 
of the railroads.“ At the end of 1955, 497,000 miles of main were operated 
by gas utilities and pipelines, an increase of 28,090 over 1952.” 

“The contributions of natural gas to the energy needs of the Nation reached 
a new peak in 1953, exceeding 23 percent of the total. Only 5 years ago the 
comparable percentage was 15, but an ever-increasing pipeline capacity, to 
transport gas from producing fields to metropolitan consuming centers, has 
significantly multiplied the use of gas during this relatively short period.” ™ 

As for the production and gathering phase of the natural-gas industry, data 
introduced before the Federal Power Commission in docket R—142 reveal that 
independent producers of natural gas are largely corporations invested with 
large sums of capital in a going industry free from extraordinary speculative 
risks. 

“While the production of natural gas js at times speculative, it is not con- 
ducted as a gambling enterprise, but by and large as any normal business under- 
taking in which there are admitted risks.” ™ 

In addition, that data showed that invested capital is a highly significant 
factor in the petroleum production and natural gas production business. It is 
recognized that when the ratio of assets to revenue is as low as 1 to 1 capitalisa 
highly significant factor. The ratio of assets to revenue for crude petroleum 
and natural gas producers studied was found to be 1.48 to 1. 

This means, of course, that natural-gas producers require a substantial capital 
investment as a ratio of revenues, and the conclusion to be drawn is that in order 
to attract so substantial a capital investment as a ratio of annual revenues, the 
enterprise must be lacking in a high degree of risk, but rather must be an enter- 
prise which over a period of time promises a consistent and attractive rate of 
return. 

If the production and gathering of natural gas were as risky as we are encour- 
aged to accept the petroleum and natural gas production companies would not 
enjoy the favorable stock market desirability, or the favorable ratings for bond 
issuing purposes, and dividends would have to be greater than those generally 
paid to common stockholders. An examination of any recent financial data on 
gas utility stocks will reveal that the stock issues of the natural gas industry 
bear no resemblance in performance and dividend pay-out ratios to speculative 
issues. 

“Today the gas industry stands on a high plateau of investor confidence. With 
natural gas now accounting for about 95 percent of the yearly output, we face 
a bright and optimistic future. Proved reserves continue to increase at a 
faster rate than they are being consumed. Our industry seems well assured of 
rising earnings. Natural-gas stocks in general have proved good income pro- 
ducers. 

“While it is important that we conduct our business so as to continue to earn 
a fair return to our investors, we also have other responsibilities. 

“We have the finest fuel in the world to deliver to the great markets of the 
Nation. Those markets are constantly increasing. This puts heavier burdens 
of responsibility on those who serve them. I have tried, in this brief article, to 
point out a few of the ways in which our industry is preparing to meet the prob- 
lems and demands of the future.” * 

As for the contention that the proposed legislation is necessary to avoid with- 
drawal of natural-gas supplies from the interstate market, the following remarks 


1 Public Utilities Fortnightly No. 10, May 10, 1956, p. 672, vol. 57. 

11 United Press report, July 4, 1953. 

12 Gas Facts, 1955, p. 1 

13 Gas Facts, 1953, p. 1. 

14 Federal Power Commission staff testimony, docket R-142, January 12, 1955. 
1558 Public Utilities Fortnightly, No. 9, October 25, 1956, p. 654. 
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by Arthur K. Lee, chairman of the board of the United Cities Utilities Co., are 
pertinent and convincing: 

“The claim has also been repeatedly made in Congress and elsewhere that un- 
less decontrol of prices becomes effective for interstate lines, much new produc- 
tion will be sold intrastate. I believe if this were a serious threat, except in 
isolated cases, it would have become evident before this time. * * * 

“A compilation prepared for me by the American Gas Association, bureau of 
statistics, shows that in the seven gas exporting States (Texas, Louisiana, Okla- 
homa, Kansas, New Mexico, Mississippi, and Wyoming) gas available for sale 
was disposed of as shown in the following table: 








| 1953 1954 
ae dle cic nace nn dang ann ameiaiesghaiabeiokannietumnk ae 5, 800 6, 200 
pee... ...... FR ete eh cde donkcunceleckee Lee eremden sheieaccustipeatens 500 600 
aie dkeetie<uestss ivianaebiieicwinnmanies at saneaielas scaaben nasal 6, 300 6, 800 
IND dea aes. cess ackscbischeesansenanthonudeeteeayeas 3, 900 4, 300 
DO ND iin oan io Saeki ES apes teeieons Sadbwsddieweiean 11,800 11,900 
ee ee rr ere do nee eee eee eed 5, 700 6, 200 
er I 5 ai okie ie a anos ie eis ee bcs 600° 600 





1 Probably 10 percent carried in interstate lines. 


“If these direct sales of 600 billions annually are doubled or trebled, does it 
seem reasonable that such increases could have much eflect on total sales 
exceeding 7,100 billions or known recoverable reserves of 223,697 billion cubic 
feet, especially in view of the increase last year of 11,987 billion on these 
reserves?” * 

In view of the preceding observations, the contention that continued Federal 
lower Commission jurisdiction over independent producers under the National 
Gas Act as interpreted in the Phillips Petroleum case, will result in curtailment 
of supply and threaten the prospering interstate commerce in natural gas of an 
industry which will have invested $20 billion by 1960 is incredulous. It is hardly 
tenable to contend that anything foreseeable can seriously impede the industry’s 
progress and expansion ; indeed, the tremendous development of the industry and 
increasing demands upon it require more certainly a continuing effective regu- 
lation in the interest of the consumer public. 


COMMENTS ON THE PUBLIC INTEREST 


Despite the fact that the entire United States is a market for natural gas, 
of the 48 States, only 6 States—Texas, Louisiana, Kansas, Oklahoma, New Mex- 
ico, and Arkansas—possess about 86 percent of the Nation’s total natural gas 
reserves. Thus 42 States, seven-eighths of the Nation, are vitally dependent upon 
6 States, or one-eighth of the Nation, for their supply of natural gas which they 
must be assured of every day throughout the year. 

A network of pipelines binds these States to the producing States in a large 
web from which they cannot disjoin themselves. Having committed themselves 
to natural gas utilization, there is no opportunity to search for other markets. 
'rhere is only one source of natural gas—there is only one market—determined 
by nature and the physical location of pipelines. The market has become a 
seller’s market featured by unprecedented demands. 

In view of the multistate dependence upon the interstate commerce in natural 
gas and the economic factors of localized supply and interstate demand, indi- 
vidual State commissions cannot effectively carry out a unified program which 
can maintain the proper balance of supply and price among the States affected. 
The individual commissions of the producing States cannot legally regulate the 
price of gas sold in interstate commerce. Nor can the States which receive it. 


1% Public Utilities Fortnightly No. 7, September 27, 1956, p. 446, vol. 58. 
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The Natural Gas Act of 1938 was enacted to regulate the interstate commerce in 
natural gas which the States were without authority to regulate. Two earlier 
cases of the Supreme Court, Missouri v. Kansas Gas Co. (265 U. 8. 298 (1924) ); 
Public Service Commission vy. Attleboro Steam and Electric Co. (273 U. S. 83 
(1927)), had ruled that the transmission of gas and electricity across State 
boundaries was interstate commerce, and that neither the State of origin nor the 
State of destination could constitutionally regulate the prices charged for the 
commodities. The individual commissions of the producing States cannot con- 
cern themselves with a nationwide program of distribution, which would take 
into account the various needs of the 42 States which have committed themselves 
to a need for an uninterrupted gas supply. There must be effective regulation by 
the Federal Power Commission. Without Federal regulation of producers, com- 
petition among the States in a seller’s market can only result in spiraling prices 
at the wellhead as a result of competition between pipelines to secure adequate 
supplies of gas for the areas they serve. This eventuality must not be permitted 
to obtain, although indications are that this is a serious problem at the present 
time. Pipeline executives have testified before the Federal Power Commission 
that all of the competition in the gas fields is between buyers seeking a supply 
of natural gas. 

Under such economic conditions, the legislative proposals here under consid- 
eration which would allow the reasonable market price to prevail would obviously 
not afford the consumer any real protection against excessive charges and the 
cost of natural gas will be free to reach the point at which consumers would 
find it prudent to abandon the use of natural gas, despite their invesmen in gas- 
burning appliances. 

The seriousness of the problem attendant upon the increased prices of gas at 
the wellhead is pointed up in the following data: 


Average field price per thousand cubic feet 























[Cents] 
Year United | 4 States! Year United | 4 States! 
States States 
1940__- ‘ oles oil 4.5 2.1 | 1952 7.8 6.3 
Piso ctndddtheematinwessaks 4.9 3.1 1953_.. 9.2 7.7 
1950. ._- as é 6.5 5.0 || 1954__ 10.1 8.6 
ER ae tee Sees ee 7.3 09 Th Deis. sta ee cae 10.8 9.4 








1 Major producers: Kansas, Louisiana, Oklahoma, and Texas, 
Source: U. 8. Department of the Interior, Bureau of Mines (natural gas statistics). 


These are averages, which tend to cause downward adjustment, but notation 
should be made in this regard of the following statement made by an industry 
spokesman: 

‘“* * * Tn the years between 1936 and 1952 the average field price had increased 
from 5.5 cents to 7.8 cents or 2.3 cents in a period of 16 years. But in the 1 
year 1953 it increased an additional 1.4 cents and while figures for succeeding 
years are not available, I think it is safe to say that the average price today is 
not less than 12 cents, and as producers are now asking FPC for approval of 
new contracts at as high as 21 cents and have also placed a valuation on re- 
serves as high as 40 cents per thousand cubic feet, it is entirely evident that 
control of prices of gas entering interstate pipelines, both under existing and 
new contracts, must be maintained in some manner if the 20 million to 25 mil- 
lion consumers of the country are to be protected against charges running into 
many billions of dollars above costs and reasonable profits for risk and in- 
centive.” 


17 Public Utilities Fortnightly No. 7, September 27, 1956, p. 442, vol. 58. 
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The consumers of Cleveland have only to examine the rate increases granted 
by the Federal Power Commission since 1950 to the pipeline companies who sup- 
ply the East Ohio Gas Co. These increases are as follows: 

















Rate Price 
Date increase (cents) Docket 
(cents) 
Panhandle Eastern Pipeline Co.: 
i aietethd sd gic ctnblhinn caddciteninne as s “ae a io spaliene » tei ‘ 19 
NE, SEE oo in naan ; ‘ Fann 4. 55 23.55 | G-1116 et al. 
fam. '1, 1066... - .- =... Seiad : 2. 55 126.10 | G-2506. 
Tennessee Gas Transmission Co.: 
aS a 4 3 ss tinta4s ucekue 23. 09 
oS } | aa . leneini 2.73 25.82 | G-1741, G-1746. 
Feb. 15, 1953_____- cio : 3. 37 29.19 | G~-2052. 
Mar. 1, 1954_...._--- , ‘g os 3 1.11 30.30 | G-2252. 
Nov. 18, 1954___- ‘ . . 25 30.55 | G-2252. 
i}! ): | ; 1.90 32.45 | G-5259. 
July 14, 1957. .-...-- J 4. 30 236.75 | G-11980. 
Texas Eastern Pipeline Co.: 
1950___ so pabaisdiaodvon mpokaues 25.9 
Dec. 1, 1952_-_._-- pete ; 6.0 31.9 | G-1964. 
Sept. 1, 1953_._....__- ; son 9 | 332.8 | G-1964 (pt. 2). 
Hope Natural Gas Co.: 
he 6 ‘ — ‘ caren d hhcdtga ccabiicenll 29. 25 
Apr. 1, 1950_- ; E 4 2.4 31.65 | G-1292. 
Feb. 1, 1952__- : " i : 2.85 34.50 | G-1779. 
Feb. 15, 1953- 1. 95 | 36.45 | G-2051. 
Oct. 1, 1953... 1. 65 | 38.10 | G-2165, 
Apr. 9, 1954 2. 27 40.37 | G-2303. 
Dee. 15, 1954__ J 1.11 | 41.48 | G-5474. 
July 14, 1957_- ‘ : 3. 16 444.64 | G-12454. 


1 Increase since 1950, 7.10 cents. 
2 Increase since 1950, 13.66 cents. 
3 Increase since 1950, 6.9 cents. 

4 Increase since 1950, 15.39 cents. 


During the fiscal year of 1955, applications before the Federal Power Commis- 
sion for gas rate increases numbered 893, and totaled $157,800,000, of which 
$14,100,000 has already been allowed, as shown in the 36th Annual Report, Fed- 
eral Power Commission, 1956, page 81. 

In the seller’s market of today, the so-called reasonable market price will 
continue in ever greater proportionate increases so long as the captive market 
will bear it. And yet at the present time when effective regulation of the inde- 
pendent producers is of paramount importance, in order to avoid the consequences 
of unprecedented demand for a presently noncompetitive fuel, legislation has 
been introduced which would deprive the Federal Power Commission of tradi- 
tional methods of containing unreasonable prices and earnings of public utility 
enterprises. This cannot and must not happen. An effective regulation of the 
sale of natural gas by independent producers in interstate commerce was never 
more urgently needed than it is today. 

The nature of the natural gas industry and the consequent position of the 
consumer makes opposition to the proposed legislation incumbent upon repre- 
sentatives of the public. As stated in one authoritative analysis of the natural 
gas industry and the public interest: 

“While in one sense natural gas is in direct competition with bituminous and 
anthracite coal, fuel oil and gasoline, coke, wood and even electricity produced 
by water power (and may in the immediate future be in competition with atomic 
energy), in many instances this competition is unreal. If, for instance, a manu- 
facturing concern can get the same heating value from $2 worth of natural 
gas as from coal at $4 per ton, and at the same time enjoy the additional advan- 
tages of natural gas, there is no true competition. 

“The gathering, transportation, and distribution of natural gas are inherently 
monopolistic. * * *” 

* * * * * * * 


“To summarize: From well to burner tip, the gathering, transportation and 
distributing facilities affecting natural gas are highly monopolistic. Gathering 
facilities are monopolistic in respect to producers; pipelines are monopolistic in 
respect to direct consumers and purchasers for resale; distributing companies are 
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monopolistic in respect to the ultimate consumer. This monopolistic nature of 
natural gas may have a profound effect upon every factor of control.” * 

The legislative proposals here being considered would abandon the traditional 
methods employed by the Federal Power Commission to regulate the cost of the 
utility product and ultimately the reasonableness of the earnings of public utility 
enterprises enjoying monopoly characteristics and would substitute therefor a 
concept of unregulated reasonable market price. This is tantamount to no 


regulation at all, and would subject the consumers to exploitation by the natural 
gas companies. 


The legislative proposals here being considered would abandon the traditional 
ploitation at the hands of natural gas companies. A legislative standard which 
will rely on the operation of the law of supply and demand in the marketing 
of an essential noncompetitive utility product in an atmosphere of increasing 
and unprecedented demand can only result in increased prices, In the hearings 
on the Harris- Fulbright bill, the National Institute of Municipal Law Officers 
estimated that a 5-cent increase per thousand cubic feet at the well-head would 
result in an additional cost to consumers of $400 to $500 million annually ; today 
this is probably an underestimate. 

The proposed legislation would not only place the consuming public in a help- 
less captive position, but it would implant and impose upon the Federal Power 
Commission a sterile, ineffective regulatory authority. 

This complex legislative proposal would benefit the independent producer 
at the expense of the public by establishing the fair field price or reasonable 
market price and by eliminating the present established concepts of public utility 
regulation. It would regulate the Federal Power Commission to the status of an 
agency to declare that producer contracts reflect the current market price of 
gas established by nonregulated forces. Regulation contemplated under legis- 
lative proposals contained in the Harris and O’Hara bills would be implemented 
after the price of natural gas has been set by outside factors and hence would be 
of no protection to the consumer public. 


The Cuatrman. Is it your intention to include it in the record and 
then summarize it ? 

Mr. Locuer. That is correct; if I may. 

The Cuarrman. You do that. 

Mr. Locuer. Mr. Chairman and members of the committee, those of 
us who are entrusted with municipal duties feel a grave responsibility, 
indeed, when we appear before this committee of the Congress, because 
we represent many millions of people in this country who are seemingly 
inarticulate. 

These people, and these consumers, look to us as their municipal 
officials to speak for them here in the Halls of Congress. 

They, obviously, cannet come in person. The aged couple cannot 
be here. The man and woman working in the factory, in an office, or 
having a small business hus neither the time nor the resources to appear 
before this committee in person. 

And so it is that on this very vital subject of the regulation of natural 
gas relatively a small number of municipal officials are looked to by 
many millions of their constituents to plead their cause for them. 

Natural gas is, indeed, vital to the State of Ohio and more particu- 
larly to the city of Cleveland. 

In 1955, Ohio ranked second among the States of the United States 
as a consumer of gas for residential use. And at the present time it 
ranks third, according to the United States Department of Interior, 
behind the States of Texas and California. 

There are in the State of Ohio 1,909,000 natural-gas consumers 
And in the city of Cleveland there are two-hundred- and- sixty-five- odd 


18 Natural Gas and the Public Interest, Blachly and Oatman, Granite Press, 1947, pp. 
41-48. 
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residential and commercial consumers. And Cleveland ranks third 
among the cities of the Nation in gas consumption. 

We, of course, are therefore vitally interested in the regulation of 
this great natural resource. 

In addition, $120 million, it is estimated, has been invested by the 
citizens of Cleveland, Ohio, in gas-burning appliances and equipment. 
And approximately one-half million dollars has been so invested by 
the pee of the State of Ohio. A 1-cent increase in the price of gas 
in Cleveland represents an $800,000 increase in the total price paid by 
the consumers in Cleveland. 

Further to illustrate our dependence upon this great resource, I must 
state that total consumption in Cleveland has increased from 25 million 
M. c. f. in 1945 to 72 million plus M. c. f. in 1956. We have had the 
advantages of natural gas in the city of Cleveland since 1902 and we 
were probably one of the first citizens in the country to avail ourselves 
of this convenient fuel. 

Our local distributing company has invested in excess of $200 mil- 
fion in its plant in the city of Cleveland alone. And in 1956 the East 
Ohio Gas Co., which supplies the residents of Cleveland, Ohio, 
expended $81,685,000 for its purchase of natural gas from the pipeline 
companies. In order to afford some measure of protection to the 
citizens of Cleveland, and the consumers, they look to the Public 
Utilities Commission of Ohio which exercises regulatory jurisdiction 
over the distribution company. 

The East Ohio, in turn, and the consumers, can look to the Federal 
Power Commission to exercise the degree of regulatory control over 
the Interstate Pipeline Co., but what real effect can this regulatory 
scheme have if the primary phase of the interstate commerce in nat- 
ural gas and the phase most in need of regulation is allowed to be 
free from effective control ? 

Now I would like to devote a few moments to comments on the 
economics of the natural-gas industry. 

On page 4 we point out that, while the gathering of natural gas 
is carried on by three or four thousand independent producers—and 
I have heard figures up to seven and eight thousand—whose risks are 
great and among whom the forces of economics create keen competi- 
tion, the fact is that the major oil companies hold natural-gas reserves 
approaching 60 percent of the United States total of more than 238 
trillion cubic feet. And the fact is, also, that a relatively large number 
of those independent producers produce a relatively small percentage 
of the total natural gas produced in this country. 

And in that connection, I would like to say that our position is 
that we would very much like to see the small producers, the ones 
envisaged in Mr. Macdonald’s bill, exempted from regulation, either 
by an act of Congress or, as we think it could be done with less burden 
and more expeditiously, by a rule of the Federal Power Commission 
itself, which, I think, would fit with the Federal Power Commission’s 
attitude in saying that the great amount of paperwork required is 
more than it can cope with at the present time. 

A good deal has been said in the hearings, members of the com- 
mittee, about the matter of incentive being required in order to assure 
an adequate supply of natural gas. The American Gas Association 
reports that 66,682 new wells were completed in 1955; 31,567 were 
primarily oil wells and only 3,613 were natural-gas wells. 
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Of the total well completion, 12,271 were wildcat wells. And yet, 
though the estimated known recoverable reserves at the beginning of 
1955 were 211 trillion cubic feet, at the year end of 1955 they had 
increased to 223 trillion cubic feet, notwithstanding a record with- 
drawal of over 10 trillion cubic feet. This represents the largest 
annual increase in reserves, with one exception, since reliable records 
have been made and kept. 

And on January 1, 1957, the American Gas Association reported 
along the same line that the proved recoverable reserves of natural 
gas in the United States totaled 237.8 trillion cubic feet, and this 
represents the largest annual increment to reserves since 1941, and 
it occurred in spite of record withdrawals, and it occurred, of course, 
in spite of the decision in the Phillips case, which many people have 
stated has greatly retarded the interests and the quest for oil and 
for gas. 

The stock market itself, in the advances that shares of oil and gas 
companies have made on the stock market, indicates the desirability 
of investing in this great enterprise. 

The only conclusion that can be drawn of the industry is that it is 
an industry with a future, a growing future, one which has already 
experienced a vast growth and which will continue to grow with or 
without regulation of the independent producers by the Federal Power 
Commission. 

And we have quoted in this statement, at great length, Mr. Dean 
H. Mitchell, the president of the American Gas Association, who, like- 
wise, at pages 7 and 8 of our statement, points to the very fine prospects 
which this industry has and which we expect it to have in the years 
to come. And he makes that prophecy knowing full well that the 
Harris-Fulbright bill had been vetoed at the time he made his declara- 
tion. 

Then follows a discussion of the great increase in the strength in 
the long line pipeline companies. And on page 10 there is a discussion 
of the speculative risk argument that has been made many times 
during the course of these hearings. 

The Federal Power Commission staff in the testimony which it 
produced in docket R-42, in which Cleveland appeared, would indicate 
that the staff has less fear of the impossibility of regulating the inde- 
pendent producer than does the Commission membership itself. 

In fact, I recall very clearly Mr. Gatchell, who I think is the chief 
counsel of the Federal Power Commission, stating that while the 
production of natural gas is at times speculative, it is not conducted as a 
gambling game, but rather the ratio of assets to revenue is such that 
it can very easily be regulated on a rate-base method. 

Of course, the bill which we are considering here today and opposing 
here today, would disregard not only costs but it would also disregard 
any form of rate base. Then a few comments on the public interest. A 
network of pipelines binds the consuming States to the producing 
States in a large web from which they cannot disjoin themselves. And 
having committed themselves to natural gas there is no opportunity 
to search for other markets. ; 

There is only one source of natural gas. There is only one market, 
determined by nature and the physical location of the pipelines. That 
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market has become a sellers’ market, featured by unprecedented 
demand. 

The Natural Gas Act of 1938, gentlemen, was enacted to regulate 
the interstate commerce in natural gas which the States were without 
authority to regulate. 

Some earlier cases of the Supreme Court have ruled that the trans- 
mission of gas and electricity across State boundaries was interstate 
commerce, and that neither the State of or igin nor the State of destina- 
tion could constitutionally regulate the prices charged for the com- 
modity. 

There must be, therefore, effective regulation by the Federal Power 
Commission. 

On page 15 is a graph which we believe disproved many of the asser- 
tions which have been made that the cost of gas at the wellhead has 
remained relatively constant whereas the cost of the price charged by 
the distributing company has increased greatly. 

But rather the figures which we have ‘obtained would indicate that 
the average field price per thousand cubic feet in the year 1940, as an 
illustration, the average field price in the United States was 4.5 cents 
per thousand cubic feet. 

In 1955 it had increased to 10.8 cents per M.c. f. And for the four 
States of Kansas, Louisiana, Oklahoma, and Texas, the price increased 
from 2.1 cents in 1940 to 9.4 cents in 1955. These are averages, mind 
you, which tend to cause downward adjustment. 

On page 16 we enumerate the sources of supply to our local dis- 
tributing company. We acquire gas from the Panhandle Eastern 
Pipeline Co., the Tennessee Gas Transmission Co., Texas Eastern 
Pipeline Co., ‘and Hope Natural Gas Co. 

And in the order in which I have named them, increases through 
these distributing companies from those pipelines since 1950 are in 
the amount of 7.10 cents per thousand cubic feet, charged by Panhandle 
Eastern Pipeline Co., 13.66 cents by Tennessee Gas Transmission Co., 
6.9 cents by Texas Eastern Pipeline Co., and 15.39 cents per thousand 
cubic feet by Hope Natural Gas Co. 

In the sellers’ market of today the so-called reason: able market price 
will continue upward in ever greater proportionate increases so long 
as the captive market will bear it. 

And yet at the present time when effective regulation of the inde- 
pendent producers is of paramount importance, in order to avoid the 
consequences of unprecedented demand for a presently noncompetitive 
fuel, legislation has been introduced which would deprive the Federal 
Power Commission of traditional methods of containing unreasonable 
prices and earnings of public utility enterprises. 

This cannot and must not happen, and an effective regulation of 
the sale of natural gas by independent producers in interstate com- 
merce was never more urgently needed than it is today. 

In conclusion, and with specific reference to the bill which is under 
consideration by your honorable body, permit me to say on behalf of 
our mayor that the legislative proposals here being considered would 


abandon the traditional methods employed by the Federal Power 


Commission and the method that is employed, I might say, gentlemen, 
since prior to the Hope case and certainly since that case in which the 
city of Cleveland was a petitioner as was the city of Akron. 
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It would abandon the traditional method for a concept of unregu- 
lated reasonable market price, which is tantamount to no regulation 
at all, and would subject consumers to exploitation by the natural-gas 
company. 

Such a method which disregards both cost and rate base—it is the 
reasonable market price concept—would regulate the Federal Power 
Commission to the status of an agency only to declare that producer 
contracts reflect the terms, market price of gas established by non- 

regulated forces. 

‘And for those reasons we officials of the city of Cleveland and on 
behalf of the administration and the council, must express our vigorous 
opposition to House bills Nos. 6790 and 6791, 

Thank you. 

The Carman. I thank you very much, Mr. Locher, for your pres- 
entation. I think there might be some questions. 

Mr. O’Hara. I will pass at this time. 

The CuarrmMan. Mr. Heselton. 

Mr. Heseiron. I was interested in this statement of Mr. Mitchell, 
the president of the American Gas Association, from which you quoted 
on pages 7 and 8 of the brief, with reference to the prospects of the 
natural-gas industry. 

You are familiar with the statement, I take it. 

Mr. Locuer. Yes. 

We read the statement in the Petroleum Fortnightly and it was 
quoted from that publication. 

Mr. Hesevron. I noticed in particular in the second paragraph of 
the statement that he says that— 
the ability to cope with this tremendous expansion in growth— 
and he describes the situation— 


is indicated in statistical reports which shows that the gas utility and pipeline 
industry will spend a record-breaking $1.6 billion in 1956 for new construction 
and for expansion of present facilities. 

Do you have any knowledge of how much the gas industry spent in 
that period for that purpose / 

Mr. Locuer. I do know this, that whereas on November 30, 1956, the 
utility plant of pipeline companies was $4,842 million plus, ‘that only 
a short time later, as of February 28 of this year, the figure had in- 
creased to over $5 billion. 

[ cannot spec ifically say whether or not Mr. Mitchell’s forecast has 
been lived up to with respect to pipelines alone. 

Mr. Heseuron. Somewhere in the brief, reference has been made, 
and I cannot locate it at the re to the amount of new discoveries, 
I think in the last year, and the amount of drilling. 

Do you know where that is? Can you put your finger on it? 

Mr. Locner. I think [ can. 

Mr. Hesevron. Ihave found ithere. It starts at page 5. 

Mr. Locuer. Yes, sir. 

Mr. Heseiron (reading) : 

The American Gas Association reports that 56,682 new well completions were 
made in 1955—31,567 were primarily oil wells, only 3,613 were primarily natural 
gas wells. 


Do you have any later information as to the wells in 1956? 
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Mr. Locuer. No, I do not, Mr. Heselton. 

Mr. Hesetron. That is all, Mr. Chairman. 

The Cuatrrman. Mr. Alger. 

Mr. Auger. Thank you, Mr. Chairman. Mr. Locher, you said a 
number of things here that I would like to talk with you about but I 
will be very brief. I want to ask particularly as to this on page 10. 
You discuss the assumption that the enterprise must be lacking in a 
high degree of real risk, and that assumption is drawn based on the 
ratio here of c: apital investment, as to—what, assets? 

Mr. Locuer. Yes, sir. 

Mr. Arcer. Can you think of any other industry in this Nation that 

‘an be compared to gas production in order to arrive at a statement 
like that? 

Mr. Locuer. I cannot offhand name other industry that is similar 
to it but I am merely pointing out here that it isn’t the entirely specu- 
lative sort of thing that it has been alleged to be. 

The Chief Counsel of the Federal Power Commission who has had a 
lot of experience with this matter feels—and I am quoting him here— 
that it is not conducted as a gambling enterprise but by and large as 
any normal business undertaking in which there are admitted risks. 

And as I think it was pointed out this morning, particularly where 
you have a large experience by a large company, it can be analyzed 
much as any other normal business can, admitting that risks are 
higher. 

Mr. Arcrr. I appreciate what you say, and there is probably some 
value to it. Just in case there might be some doubt in your mind 
about the production, I want to point out to you that many times a 
driller will find nothing and will go on with another and find nothing. 

If you were to tell me that they are not gambling or taking a terrific 
risk, I would not understand you. The only reason I challenge it in 
this way, and not to let it go in silence is this statement that the enter- 
prise must be lacking in a high degree of risk. That is why I ask you. 

I can think of no other industry that can fairly be compared in this 
matter of risk. I will not go further with that. 

I was merely aware as "T sat here and listened to the figures pre- 
sented that figures can be used to prove anything. 

In the matter of figures, I see the table on page 15. I would like to 
offset that with another quotation here. Here is one from the hear- 
ings last year, page 1172. Let me read this into the record: 

Based on 1935-39 averages for 50 representative cities compiled by the Bureau 


of Labor Statistics, natural gas in 1953 had an index of 99.6, or just under aver- 
age prices for the 1935-39 period. 


Contrast this with 233.4 from anthracite coal, 212.9 for bituminous coal, and 
205.5 for No. 2 fuel oil, contrast this also with the 191.3 overall cost-of-living 
index for 1953. 

Of course, I submit that all figures must be proven. These figures 
on page 15 come from the Bureau of Mines and Natural Gas Statistics, 
United States Department of the Interior. These over here come 
from the Bureau of Labor Statistics. 

So we have varying figures here. 

Do you know if your figures are at the wellhead? Iam just wonder- 
ing how much you really. know about the pricing of gas, and whether 
these figures might not be taken out of context in a sense ? 
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Mr. Locuer. Mr. Alger, I do not pretend to be an expert on the 
pricing of gas. But relative to the previous question, our distributing 
company, during the same years that you mentioned, the wellhead 
price had increé sed by 99.6 percent, our distributing company has not 
increased its total price by 100 percent during those same years. It 
has been able to absorb those costs. 

Mr. Arcrr. That 99.6 percent is the price in 1953, as compared with 
the price between 1935 and 1939. ‘That is the whole point of the state- 
ment I made. Whereas the cost of living went up onal 200 percent, 
the cost of gas was approximately the same in 1953 as it was between 
the 1933 and 1939 period. And this indicates representative figures. 

All I am saying is this, we might confuse these figures and bring = 
other figures. I “share your genuine interest in how is the best wa 


to get the best price by having the lowest price to the consumer, which 
I assume is your goal. 


Mr. Locner. Yes. 


Mr. Arcer. I am very concerned that we might by regulation, force 
prices up since regul: ation always seems to follow a pattern of increased 
prices, whereas this countr y was built on the very premise that where 
competition is in effect prices are lower. 

I am just suggesting it to you. I may be entirely wrong. But I 
am sure you are aware of the position that competition produces the 
lowest prices. At least, that has been the history. 

Do you think there has been monopoly in the gas industry ? 

Mr. Locuer. We do not just assume it, Mr. Alger. I think the 
facts that we have presented indicate that a few large companies con- 
trol the great preponderance of not only the reserves but the 
production. 

Mr. Areer. I think all of you have shown, Mr. Locher, is that there 
are several large companies which are doing very nicely. 

I wonder how it proves that there is a “monopoly. When you get 
into the pipelines, that is another thing, and I might agree with 
you. I donot know. We are talking about the sale of gas and prices 
at the well. 

Mr. Locuer. Well, the pipeline is a very important factor. The 
gas can be transported only through pipelines. It is not as though 
there was competit ion. 

Mr. Arcrer. This bill I am speaking of talks in terms of the pro- 
ducers. We are not talking about pipelines. 

Mr. Locuer. No; but what we had pointed out earlier was that 
the great preponderance of the market of natural gas is produced 
by a ‘Tel: itively few producers. 

‘hey are the ones with whom the pipeline must deal in order to 
acquire natural gas, 

It is a seller’s market in view of the demand that we now have. The 
pipelines are the only means of transporting this gas. 

Mr. Arcer. Is it the pipeline that ms akes for the monopoly ; is that 
what you are saying? 

Mr: Locuer. No. Iam saying that the gas production differs from 
other types of fuel and other commodities which ean be brought to 
market in a variety of ways. 

Mr. Arcer. That is true. We are not talking about transmission. 
I grant you that may well be, and you have not yet established, that 
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the production of natural gas itself establishes a monopoly. That 
is what I am trying to clear up in my own thinking. Production is 
one thing, and transportation is another. 

Mr. Locuer. That is correct. 

Mr. Areer. I am limiting my questions to the production of ga 
whether big or small. 

I have been long enough in Texas to have seen the competition there, 
and it is keen, and I am wondering why we should avoid the intention 
of Congress, according to the Phillips decision—the intent of Congress 
was that gas would be exempted from price control at the wellhead. 

I cannot help but feel that Congress felt then that because of the 
keen competition, the production of gas should not be covered, and I 
am still wondering if in your mind there is, and why there is monopoly. 

I am talking about the production of gas. 

Mr. Locuer. Well, until you havea seller and a buyer who can deal 
at arm’s length, and with considerable strength in the position of each, 
you will have monopoly, and that is our contention, that you do not 
have a situation where a buyer and a seller can enter into a bargain. 

It is a seller’s market, it is a producer’s market. ‘The market is sup- 
plied by, the great bulk of it, but a ver y few producers relatively, and 
for that reason it is our contention there just cannot be this competi- 
tive factor. 

Mr. Arcer. How long has the city of Cleveland felt this way or 
recognized this about gas, would you say ¢ 

Mr. Locuer. Well, we have felt about it for some time. 

We were not only one of those which led the fight for the Natural 
Gas Act, but we carried the Hope decision to a successful conclusion, 
from our point of view, and we have 

Mr. Aucer. Have you ever pressed antimonopoly charges or asked 
for the invoking of antitrust prosecution ? 

Mr. Locuer. No, I do not know that we have against any oil com- 
panies or gas companies. 

But I think «“ will recognize that proof is rather difficult in mat- 
ters of that sort. 

Mr. Acer. Well, feeling as keenly as you do about it, and since you 
were interested in it prior to 1938 up until the present time, and you 
feel very definitely it is monopolistic, I am wondering why you did 
not press that charge, because there are laws on the books. 

Mr. Locuer. Well, I think that. irrespective of whether we press a 
charge or not, the Congress has felt that it is in the public interest to 
regulate this great resource; the Supreme Court has so interpreted the 
act, and it is our contention that this is no time to abandon that concept 
of regulating something that is in the public interest at this very time 
when prices are tending to skyrocket. 

Mr. Areer. I have taken my time, and if I have more time I will just 
leave this thought with you, contrary to your idea. 

That Congress, I do not think at any time, has ever said that natural- 
gas pricing should be controlled. 

I think that was changed by the Supreme Court decision, and some ) 
of us thought we would come back and reverse that with our legisla- 
tion. Now we find that will not be the course. I do not think you 
will find anything in Congress before 1954 that shows Congress in- 
tended to regulate wellhead pricing. 
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Mr. Locuer. Well, I think you will find a number of bills, however, 
Mr, Congressman, that would have attempted to decontrol, so to speak, 
the regul: ation of wellhead prices, probably because the Federal Power 
Commission had varied back and forth in its interpretation of the law. 
law. 

Mr. Atcer. Mr. Locher, you will find many bills, I think we could 
find, that would give everybody in this country anything they want, 
if legislation would do it. ’ There are m: iny bills placed in the hopper, 
but that is not congressional intent. 

‘Thank you, Mr. Chairman. 

The CnHarrman. Dr. Neal ¢ 

Mr. Neau. Mr. Locher, do you have any estimate which would show 
the comparative increase in price as it enters the pipeline, since 1938, 
and how it would compare—that is, the increase in pipeline pure hases 
from the wells since 1938—how does that compare with the relative 
percentage of increase that has taken place in the city of Cleveland 
since 1938, to the consumer ? 

Mr. Locuer. Mr. Congressman, I do not have that. 

I merely have records which indic ate that the increase in price to 
the consumer, which is regulated, incidentally, by our city council, 
with right of appeal to our public utilities commission, that per 
thousand cubic feet the price has increased from 1950, whem it was 
55 cents per thousand cubic feet, after the first thousand, to 651, 
cents per thousand cubic feet in 1956. That is the current rate now. 

Mr. Neau. That is a period of 6 years ¢ 

Mr. Locner. Yes. 

And during that period from 1947 to the present, the cost of the 
purchase of natural gas by our local distributing company from the 
pipelines which serve it, increased from approximately 14 cents per 
thousand enbie feet—from 23 cents in 1947, 1 should say, I qualify 
that, from 1947 to 1957, in a 10-year period, it went up approximately 
14 cents per thousand cubic feet. 

Mr. Nean. Well, now, that is pipeline / 

Mr. Locter. Yes. 

Mr. Nea. What I have been trying to get at is the comparative 
costs at the 

Mr. Locnuer. Well, | should add what L had in the table that was 
referred to earlier by Congressman Alger, that in the meantime the 
wellhead costs had gone up in the United States as an average, and 
this is from the Bureau of Mines, United States Department of the 
Interior, had gone up during that same period, using 1950 as a com- 
parison point for the United States, the average went up 6.5 cents to 
10.8, and I think now it is probably double the 6.5 

For the four principal gas-producing States, the price in 1950 was 
» cents per thousand cubie feet, and in 1955 it was 9.4, it had almost 
doubled. 

So that I think a comparison, while it is not for the period you 
asked for, would seem to indicate that the increase in the retail price 
of gas at the stove or the furnace, had increased considerably less 
percentagewise as had the pipeline company delivery price in com- 
parison to the wellhead price. 

Mr. Neau. That is what I was trying to get at. 

Thank you very much. 
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Mr. Locuer. Yes, sir. 

The CuHatrman. Mr. O’Hara. 

Mr. O’Hara. Mr. Locher, as I understand you, you said the East 
Ohio Gas Co. serves your city of Cleveland ? 

Mr. Locuer. Yes, sir. 

Mr. O’Hara. In other words, it is a distributing utility ? 

Mr. Locuer. Yes. 

Mr. O’Hara. A private company. 

How long did you say it had been giving such service? 

Mr. Locuer. We have been receiving natural gas in Cleveland 
since 1902, probably not by the same concern, I am not certain; but by 
either the original concern or its successors in interest. 

We first got it in 1902. 

Mr. O’Hara. I suppose prior to that time the East Ohio Gas Co. 
had manufactured the gas and—— 

Mr. Locuer. I am not certain. We were right in a gas-producing 
area. In fact, there are still many gas wells that are not completely 
plugged yet, right in the city itself. So I suspect we always had 
natural gas. 

Mr. O’Hara. You are not representing any of them today; are you? 

Mr. Locner. No, sir. I am representing no distributing companies 
or producers or anyone except the citizens of Cleveland. 

Mr. O’Hara. You probably were one of the earliest cities, large 
cities, to be served by natural gas in this country ? 

Mr. Locner. That is very true. 

Mr. O'Hara. Is it not true, Mr. Locher, that your retail rates of the 
East Ohio Gas Co. are either the lowest or among the lowest in the 
whole United States / 

Mr. Locner. Yes; they are. 

We have the same rate, incidentally, if I may interrupt, as Akron 
has, whose mayor you heard yesterday. 

East Ohio serves the entire, almost the entire, northeastern Ohio. 
The East Ohio Gas—— 

Mr. O'Hara. Is there a distributing company which serves as a pub- 
lic utility a number of large cities like Cleveland in Ohio in that area; 
is that correct ? 

Mr. Locner. The East Ohio Gas Co. is the only one in northeastern 
Ohio that serves the large cities in that area 

Mr. O'Hara. Approxim: ately how many cities ? 

Mr. Locuer. Well, in Cuyahoga County alone there are about 19 
cities and they are all supplied by East Ohio, but in addition, Akron 
and Youngstown and others outside of our county are also served, so 
I cannot guess, but there must be at least 30 cities which are served 
by East Ohio Gas, Cleveland being the largest of them. 

Mr. O’Hara. Do you know of any distributing company that is as 
large and serves as much of an area and population as does the East 
Ohio, offhand 

Mr. Locuer. I frankly do not. I know that East Ohio is a part of 
Consolidated Natural Gas and is, I think, the largest of those affiliated 
companies. 

I cannot tell ew how it compares to other large distributing com- 
panies, because I do not know. 

Mr. O'Hara. Well, it certainly is one of the very large ones; is it not ? 
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Mr. Locuer. I would say so; yes. 

Mr. O'Hara. Does East Ohio render adequate and good service to 
your people of Cleveland / 

Mr. Locurr. Yes. East Ohio has often been commended by our 
council, even during rate fights, for its efliciency and its ability to stay 
ahead of the demand for natural gas. 

Mr. O'Hara. As I understand it, your city of Cleveland is being 
served through the East Ohio Gas Co. by four large pipeline opera- 
tions # 

Mr. Locuer. That is correct. 

Mr. O'Hara. I notice that Mr. William Dougherty, who is the repre- 
sentative of the East Ohio Gas Co. 
the Harris-O’ Hara bills. 

Are you familiar with that statement, Mr. Locher, with that state- 
ment filed by Mr. Dougherty / 

Mr. Locuer. Yes:;Iam. I have had occasion to read it. 

Mr. O'Hara. Is Mr. Dougherty the general counsel or president, 01 
what is his capacity with East Ohio? 

Mr. Locurr. He may be a director of East Ohio, but he is either the 
president or chairman of the board of the Consolidated Natural Gas, 
which owns all of the stock of East Ohie, and which is the parent 
company. 

He probably is a director of East Ohio Gas, but I am not certain. 

Mr. O'Hara. I think it is also a matter of your knowledge that Mr. 


Dougherty and East Ohio and the Consolidated systems outspokenly 
opposed the Harris-Fulbright bill in 1955 4 


Mr. Locner. Yes, sir: I know that. 

Mr. O’Hara. I believe after you read the statement of Mr. Dough- 
erty upon these bills, the present bills, after considering these bills, 
determined that the bills meet the objections which east Ohio ser iously 
argued against the Harris-Fulbright bill—do they not urge that, does 
not Mr. Dougherty in his statement urge that, this bill, in his opinion, 
is in the public interest ? 

Mr. Locuer. Let me say that Iam merely representing and relating 
what an official of the distributing company or, rather, 
company is saying. 

It is true that he said that. But we, in the city of Cleveland, do not 
agree with the position taken by our distributing company. 

Mr. O’Hara. I did not ask you that. 

Mr. Locuer. Yes. 

Mr. O’Hara. I asked you if he is one of the officials of this large 
distributing system—— 

Mr. Locuer. Yes. 

Mr. O’Hara. Who is supporting these bills. 

Now, do you not feel, Mr. Locher, that your utility that supplies 
you, and feels that this bill is necessary to provide adequate supply 


for the future is of importance? That is Mr. Dougherty’s position 
in his statement, is it not ? 


Mr. Locner. Yes; that is his position. 

Mr. O’Hara. And, of course, I think we had the premise estab- 
lished here yesterday by the gentleman from Tennessee that those 
who represented the distributors, of course, were speaking for the 
consumer, so could you follow along on that? 


, has filed a statement supporting 


its holding 
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Mr. Locuer. I do not think the converse is true, that the representa- 
tives of the consumers must represent the distributing companies, and 
I cannot and will not do that. 

But we disagree, fundamentally with the Dougherty position in that 
it is his honest judgment, and it certainly is yours, as sponsor of this 
bill, that you can have adequate regulation by regulating producer 
contracts on the concept of re easonable market price. 

It is our position that we should not depart from the traditional 
method of using two things: Costs and a rate base, and the Hope 
Natural Gas case spelled that out. 

We cannot depart from that because when we start using fair field 
price or reasonable market price, in our opinion, due to the lack of 
competition, you just do not have regulation. You merely have the 
Federal Power Commission having to put its stamp of approval on 
these prices, as they must of necessity, in our view, keep going up, and 
that is where we disagree with Mr. Dougherty. 

Mr. O'Hara. Isn’t that rather an exaggerated view, with the specific 
language which is written into this bill to control the various—it is 
attempted to be spelled out. Nobody has said there is anything left 
out on these ground rules to the consumer that apply all the way 
across the board. 

Can you think of anything, as attorney for the city of Cleveland, 
that has been omitted, outside of the cost item, as to which there has 
been a suggestion that that be stricken out, and it will be considered ? 

But let us assume that the cost item was in there, Mr. Locher. Can 
you think of anything that has been omitted from Mr. Harris’ bill and 
my bill in the way of a standard that would not adequately protect 
the consumer, and yet deal fairly with the producer and the pipeline 
companies ? 

Mr. Locuer. Well, my complaint goes fundamentally to the bill, 
the omission of costs and a rate base just leaves no regulation, in my 
judgment. 

Mr. O’Hara. Well, we are caught in an ironical situation there. I 
think you have been here long enough to have heard the testimony 
here before us, statements that have been made, where the Harris bill 
would eliminate costs, that the imposition of costs under the Phillips 
decision and under the formula which is being followed by the Fed- 
eral Power Commission, under the existing law, if it imposes costs, it 
is going to mean a considerable increase in ‘behalf of some of the pipe- 
line companies, and, I presume, their producers. 

Now, it is a two-edged sword, is it not, Mr. Locher? 

Mr. Locner. Well, if you assume that the Federal Power Commis- 
sion will come to that result and, as I understand it, the case has just 
been filed, it has to be proved, then the question will be, must we or 
should we sacrifice these traditional controls of costs and rate base for 
what might be the unusual or the exceptional case such as you related. 

Our position is if you can justify costs you should have a right to 
charge a reasonable rate of return over and above your costs and your 
income to attract capital, and your depreciation, and all the other 
factors that enter into it. 

Mr. O’Hara. But, you understand that if that is carried out, if the 
theory of cost is carried out, and the decision of the Commission is 
sustained by the courts, that it could well i impose a greater increase 
in prices than could be imposed under the Harris and O'Hara bills? 
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Mr. Locurr. Well, I know of no case, Mr. O'Hara, where, through 
the use of the cost method they have ‘obtained a greatly increased 
price over and above some other method. 

I mean, this is speculative, I think, as to what the result of this par- 
ticular case you refer to, with which I am not familiar, might turn 
out to be. 

Mr. O’Hara. Well, I think an examination of the statements of Mr. 
Kendall and Mr. Kuy kendall, I think both of them said if the element 
of costs was included, that in some instances it could well mean a sub- 
stantial increase and, perhaps, in others, with the broad discretion of 
the Commission, it might not mean an increase, but it would, each case 
would; have to be decided upon its own merits. 

In other words, while we are belaboring costs, they take into con- 
sideration, I presume, under present law, many things besides costs, 
lo they not? 

[ am not familiar enough with the decisions, but I presume they do. 

Mr. Locner. Yes. They take a number of factors into considera- 
tion, and in addition to that, they generally grant a certain specified 
rate of return, in addition, based upon a certain rate base. That is 
what we feel should be continued. 

It might result in some increases. It has resulted in increases over 
the ast few years. 

Mr. O'Hara. Of course, Mr. Locher, those who take your position 
are assuming that ad infinitum there is going to be the same ratio of 
the supply of gas as there is at the present time or as to demand. 

Now, isn’t that a rather farfetched assumption ? 

Mr. Locner. Let me say this, if the use of the cost method in the 
cases your illustrated would greatly increase the price, and since your 
bill takes away the right to look to costs, won’t your bill be more or 
less putting a damper on further exploration if it means a reduced 
price to the consumer—to the producer, I am sorry, over and above 
what the present method would give? 

I mean, we are just in argument as to which method will give the 
greatest incentive. 

Apparently under your bill you might take away the incentive, 
since you cannot consider costs, and since you stated in some instances 
costs and their consideration would raise the producer’s price. 

Mr. O’Hara. Let me ask you this question, and I have learned what 
I know about the gas and oil business sitting here on the committee, 
which probably does not mean very much. 

But this is the simple element that I have often wondered about, 
how they arrive at costs. Here is 1 wildcatter who will drill, say 
10 wells and hit 9 dry holes. 

Here is another wildeatter in the same field who will drill 5 wells 
and hit 5 wells. 

How in the world are you going to fairly and adequately compen- 
sate the poor fellow who hit 9 out of 10 dry as compared to the luck 
of the other chap who hit 5 out of 5 on the element of costs? 

Now, they are both selling, mind you, they are both selling, the 
products of those wells to the same pipeline from the same field. 

How in the world can you figure costs for that one poor chap who 
had the bad luck as compared to the one who had the good luck, as a 
practical utility commonsense application 4 
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Mr. Locuer. That, I believe, is the most difficult thing that would 
be required of the Commission. I grant that is a serious adminis- 
trative problem. 

We are told, however, that, No. 1, we could exempt the small fellow 
who does not have a broad experience and a long history of good 
wells and bad wells; and, secondly, let us assume that the one man 
never hits a good well, he cannot be reimbursed under any method, 
yours or the other side’s. 

Mr. O’Hara. That is right. 

Mr. Locuer. Let us assume that he hits the sixth well, which is a 
producer. He cannot charge a dollar a thousand cubic feet in order 
to recoup his losses. So that somewhere in there there is a zone of 
reasonableness that I think the Commission could seize upon and fix 
a rate that would be fair to everyone. 

Mr. O’Hara. They would certainly have to take an awfully wide 
jump across that speculative field to arrive at a fair rate for one who 
had the bad luck. 

Mr. Locuer. It would be difficult to regulate it, but I do not think 
it is an impossible thing to do, and I think the staff itself has realized 
that it can be done. 

I took part in those hearing in docket 142, and the staff, apart from 
the Commission members themselves, thought that it was something 
that was possible of regulation. 

Mr. O’Hara. That is all, Mr. Chairman. 

The CuarrmMan. Mr. Heselton, do you have some further questions? 

Mr. Heseiron. My colleague, Mr. Alger, referred to what he thought 
the intent of Congress was in enacting the 1938 Gas Act. 

Now, I realize that that particular point had been argued for years, 
and was argued very extensively in the courts, and ultim: itely in the 
Supreme Court here in Washington in April of 1954. 

Sooner or later, it seems to me that in connection with the consid- 
eration of this bill, it will be advisable to have the decision of the 
Supreme Court inserted in the record and I may say, both the majority, 
and the concurring opinion of Mr. Justice Frankfurter, and the dis- 
senting opinion of Justices Douglas, Clark, and Burton, I think, 
should be available not only for the committee but, if necessary, the 
House. 

I am tempted, Mr. Chairman, to add at this point that I would like 
to have those opinions placed in the record, but I am not sure what 
your views are. 

The Crratrman. Well, I think that they are available for the Mem- 
bers of Congress, and anyone here in this committee, and in the 
libraries, and I think that would add to the costs of the record. 

Let it be received for the committee, and anyone can have it who 
desires. 

Mr. Hesevron. Well, of course, there is no point in having it re- 
ceived in committee. 

I hold in my possession here volume 347, United States Code, which 
belongs to the committee. 

The Crarrman. Well, couldn’t you make reference to the volume 
report and page, so it can easily be referred to? 

Mr. Heseuron. Yes; I will be glad to, if that will be of any value. 

The Cramman. And the case number and the styles, 
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Mr. Hesexron. It is Phillips Petroleum Company v. the State of 
Wisconsin, et al. (347 U.S. 672, ¢ pinion No. 280). 

The Cuairman. I think, if the gentlman will permit, I would like 
to remind him that it is also included in the report which our com- 
mittee submitted 2 years ago, the entire opinion. 

Mr. Hesrvron. The entire opinion? 

The Carman. Yes. 

Mr. Hesevron. It is sometimes difficult to find those reports, too. 

Be that as it may, I submit to my chairman’s judgment on that. 

Consequently, I will only refer to some of the question, at least, that 
were asked, to the last two sentences of the majority opinion with 
whic ch, I am sure, you, as an experienced attorney are quite familiar. 

Protection of consumers against exploitation at the hands of natural-gas com- 


panies was the primary aim of the Natural Gas Act, Federal Power Commission 
v. Hope Natural Gas Co., supra, at 610. 


Continuing the quotation: 

Attempts to weaken this protection by amendatory legislation exempting 
independent natural-gas producers from Federal regulation have repeatedly 
failed, and we refuse to achieve the same result by a strained interpretation of 
the existing statutory language. 

Now, my question to you is, do I understand when you say that 
you subscribe to the opinion of the United States Supreme Court in 
interpreting the Natural Gas Act, as having interpreted it on that 
point in that language. 

Mr. Locuer. I certs ainly do, Mr. Congressman. 

I would like to elaborate to this extent, to say that the feeling must 
have been current in Congress as well as elsewhere that the 1938 
Natural Gas Act did regulate the independent producers because in 
H. R. 4051, in the 80th C ONgLTEeSS ; H. R. 4099, in the SOth Congress ; 
Hl. R. 1758, in the S8ilst Congress: Senate bill 1498, in the 8ist Con- 
gress; and bills since then, have all attempted to bring about a result 
contrary to that of the Supreme Court in the Phillips case. 

Mr. Hrsevron. Exactly. 

Mr. O'Hara. Will the gentleman yield ¢ 

Mr. HEsELTON Well, yes. 

Mr. O'Hara. In fairness to the record, I think it ought to appear, 
Mr. Locher, that those earlier bills were introduced because of the 
hiatus that existed in the Federal Power Commission, when you 
had peo] le switching—there were 2 and 2, and 3 and 2, and 2 and 3 
the other way, and the industry, as I understand it, was in a turmoil 
as to what was a ying to hi: ippen down there. 

So that those bills t y whicl h you have referred, Mr. Locher, were, 

I think you know full well, due to the hiatus that existed in the 
Federal Power Commission, and | rior to the 1954 decision. 

Mr. Hesevron. 1 am always glad to vield to my distinguished col- 
league to ex ‘press his point of view 

Of course, references can be made to the extensive arguments that 
were before the United States Supreme Court and before the lower 
Federal courts, but they are repetitious in the sense that they are made 
here and have been made here and will be made here over and over 
wean. 

On that particular point, at page—that is one of the reasons why I 
thought it might be useful to have it in the record, the full opinion 
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at this point—Mr. Justice Minton referred to the question—I cannot 
lay my finger on it at the moment, but I will quote from this particu- 
lar portion—at pages 682 and 683: 

Rather, we believe, that the legislative history indicates a congressional 
intent to give the Commission jurisdiction over the rates of all wholesales of 
natural gas in interstate commerce, whether by a pipeline company or not and 
whether occurring before, during, or after transmission by an interstate pipeline 
coapany. There can be no dispute that the overriding congressional purpose 
was to plug the gap in regulation of natural-gas companies resulting from judi- 
cial decisions prohibiting, on Federal constitutional grounds, State regulation 
of many of the interstate conmerce aspects of the natural-gas business. 

Of course, we could go on and reargue the Phillips case and take 
up the rest of the day, and probably another week. 

My point is that many of the questions that have been addressed to 
you hiave been addressed to you, and will be addressed to other wit 
nesses, and are simply the same questions that were raised before the 
sSupre me Court and hi ad been disposed of by the Supreme Court, as 
we said, by the mz ijor ity of the Court, whether it be 5, 6, 7, or 8, and 
that speaks for the C ourt and becomes the law of the land. 

Mr. Locuer. That is right. 

Mr. Hesevron. Now, finally, as I understood my colleague, Mr. 
O’Hara’s questions, you expressed some familiarity with the Consoli 
dated Natural Gas Co. 

Mr. Locuer. Yes. It is the parent company of the Kast Ohio 
Gas Co. 

Mr. Hesevron. And that is the only company, the East Ohio Gas 
Co., which serves Cleveland; is it not? 

Mr. Locuer. Yes; it does. 

Mr. Hesevron. And I assume you may be familiar with the fact 
that it serves at least two other Ohio communities, substantial Ohio 
communities ? 

Mr. Locuer. That is right; Akron and Youngstown. 

Mr. Hresevrron. Akron and Youngstown. 

The Mr. Dougherty referred to is Mr. William A. Dougherty ; 
is he not? 

Mr. Locurr. Yes. He is the chairman of the board and chief coun- 
sel of Consolidated. I discovered that since. 

Mr. Hesevton. Consolidated Natural Gas? 

Mr. Locuer. Yes. 

Mr. Hesexron. Is he also vice president, or do you know whether 
he has any association whatever with Color sae Interstate Co. ? 

Mr. Locuer. No; I do not. 

Mr. Hesevron. Do you know whether he has any association with 
the Mississippi River Fuel Co. ? 

Mr. Locuer. No; I do not know of any of his other duties other 
than the ones I mentioned. 

Mr. Heseiton. Do you know anything about the sources of supply 
of the East Ohio Gas Co. ? 

Mr. Locuer. Well, the sources of supply are from the four pipeline 
companies that I have mentioned earlier. 

Mr. Hesevron. Is Panhandle Eastern Pipeline Co. one of them? 

Mr. Locuer. That is right. 

Mr. Hesevtron. Is Tennessee Gas Transmission Co. one of them ? 

Mr. Locuer. Yes, sir. 
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Mr. Hesevron. Is Texas Eastern one of them? 

Mr. Locuer. Yes, sir. 

Mr. Hesevron. Do you have here any recent information, as to the 
amount of natural gas purchased by the East Ohio Co. from any one 
of those 3, any one or all of those 3, in the last calendar year that you 
have any information on? 

Mr. Locuer. Mr. Congressman, I do not have it divided up as to 
what proportion. 

Mr. Hesetron. Would you obtain that and supply it and submit it 
for the record ? 

Mr. Locuer. I would be glad to. 

Mr. Hesevron. As information that you have from any official ree- 
ords in the city as to the amount of the last annual purchase that you 
could obtain. 

Mr. Locuerr. Yes, sir; I would be glad to supply that, and it is avail- 
able to us in Cleveland, and I will be glad to mail it in to the chairman. 

Mr. Hesevton. Thank you. That is all. 

(The information referred to follows :) 

Crry oF CLEVELAND, 
DEPARTMENT OF LAW, 


May 28, 1957 
Hon. OREN HARRIS, 


Chairman, House Committee on Interstate and Foreign Commerce, 
New House Office Building, Washington, D.C. 
DEAR CONGRESSMAN HARRIS: * * * 
During the course of my testimony, I was asked by Mr. Heselton to submit 
certain data relative to the amounts of gas purchased by the Kast Ohio Gas Co. 
during the year 1956. This data was for the record and it is as follows: 


Thousand cubic feet 


Pan Handle Eastern__--~-- sess smedeeie Si scuis ncapalanias uate a neolooe evaded cana aa eaemen leaden 5D, 405, 297 


TOLES  TNSCON 8 nag ok eae ee een ee 47, 124, 101 
TF ONOBBUO 6 rain tind Se ouside. Seal bee os 
Lake Shate Piers oc eas st et th tse dab de 1, 326, 981 
Summer gas: Transcontinental Gas Pipeline______________________ 1, 710, 984 


Again may I say on behalf of Mayor Celebrezze, that we appreciate the courtesy 

extended by you and your committee in hearing the mayor’s statement. 
Sincerely, 
RAtpH S. LocHer, Director of Law. 

The Cuatrman. Mr. Dingell? 

Mr. Dincetx. No questions. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Locher, I want to thank you on behalf of the 
committee for your statement here. 

Of course, from the hearings had heretofore and the familiarity I 
have with this problem, I recognize the unusually favorable situation 
in which you find yourself in C leveland, Akron, and Youngstown. 

Undoubtedly, you have, perhaps, the best and most favorable situa- 
tion there of any place in the United States because of the fact that 
you did expand so much during the period before the 1940's. 

You had your facilities already established, a number of pipelines 
already in and, therefore, you did not have the high cost of construc- 
tion for which your constituent consumers had to pay, as it is with 
the many other places which have had newer facilities developed since 
that time. 

You have been very fortunate in the fact that you had substantial 
facilities that could carry volumes of gas without any increased cost 
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of construction, ee volumes of gas which have made it possible 
for the people in your area to receive additional supplies without in- 
creased cost. 

I think that is a most unusual situation and, of course, the farsight- 
edness of your people out there, together with those ‘who came in 
and encouraged it; namely, the natural g gas interstate pipeline com- 
pany, is the reason why you have reason to be thankful for your situa- 
tion . 

For example, as you have already indicated, you started out years 
ago, even in 1948, you were consuming about 117 million cubic feet 
of gas per day, and that gradually has increased until 1952 it is 173 
million, about the same thing in 1953, a little more in 1954 and still 
a little more in 1955. 

Now, the reason for the fact that you are able to pay higher prices 
of gas in recent years without having to increase it to your consumers, 
is because you were able to tie down by contract over a long period of 
time a low-cost gas back in the earlier days of the natural- -gas busi- 
ness. 

Now, that is true; is it not? 

Mr. Locuer. Well, I think I should put it this way: That I do 
not know what duration the contracts had but, as I pointed out 
earlier 

The Cuarrman. They are usually 20 years. 

Mr. Locuer. As I pointed out earlier, however, the cost of gas to 
East Ohio in the past 10 years has risen by about 14 cents. 

I do not think that is all attributable to the pipelines and their 
increases. 

The Cuatrman. You mean the cost of gas to East Ohio? 

Mr. Locuer. Has increased by 14 cents. It increased from 23.53 
cents per thousand cubic feet to'37.50 cents in the last 10 years; and, 
according to the company in its rate increase application last year, 
part of that increase was due to the increase at the producer end, in 
addition to increases granted the pipelines for their additional costs. 

The Cramman. How much? 

Mr. Locuer. Well, according to the table I referred to earlier, 
in 1950 the United States average at the wellhead was 

The Cuarrman. I am talking about East Ohio, now. You talk 
about East Ohio. 

Mr. Locner. I am sorry; [ am not personally familiar with the in- 
crease at the wellhead relative to their own particular contracts and 
to their own pipeline suppliers. 

The Cramman. Well, for your information, since you were speak- 
ing of 1950, where the prices had increased from—or, from 1945, 
where the prices had increased from 23 cents to 37 cents in 1956, was 
that what you stated a moment ago? 

Mr. Locuer. Yes, sir. 

The Cuamman. Are you familiar with the fact that during that 
time or from 1949, rather, through 1953 that the increased wellhead 
price to East Ohio was 8.97 to 11.38, which was less than 3 cents? 

Mr. Locuer. Yes. But on a percentage basis that would be, I 
think, almost as great as, perhaps greater than, the increase in the 
price charged the consumer during that same period. 

The CHamrmMan. 23 to 37? 

Mr. Locner. No; I am talking about the consumer cost. 
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In other words, let us call it 9 to 11, which would be 11% is about— 
let me see, 214 compared to 9, that is twenty-some percent, I suppose. 

Whereas the increase in the price that East Ohio charged to its 
consumers did not increase to that extent. 

The CHarrmMan. I am talking about your situation, now. 

You are basing your objections here primarily on what your situa- 
tion in the east Ohio area is, the area served by East Ohio. 

Mr. Locuer. Yes. 

The Cnatroan. I just said, and I prefaced that by the fact, that 
Cleveland and Akron are in a most favorable position for which you 
are thankful, I am sure. 

Mr. Locner. That is right. 

The Cnamman. Let us talk about your own situation here, and 
that is what you are basing your opposition to this on. 

Did you know that the average customer in your city of Cleve- 
land in 1949 paid an average of 55.33, and in 1953 it had been increased 
only to 57.54, only 2 cents 4 

Now, that speaks well, exceedingly well. 

L have just this one other thing: You mentioned a moment ago, 
pleading the cause of the consumer, and I agree that that is your 
responsibility as a city official. 

But you would not want the record to imply that the Members of 
Congress, members of this committee and all, were not equally inter- 
ested in the consumers and the welfare of the consumers of this 
country, would you ? 

Mr. Locurr. No, I think without consumers we would not be here. 

The Cyatrman. That is right. 

You would not want to say that the distributors would not be in- 
terested in the welfare of the consumers, would you ¢ 

Mr. Locner. No, I never said that. 

The Cuarrman. That is right. 

[ did not want the record to even imply it, and I wanted to straighten 
that out 

Let me thank you very much for your appearance here. 

Mr. Locurr. Thank you, Mr. Chairman; I appreciate being here. 

The Caarmman. Our next witness is Mr. Charles A. Sawyer from 
Minneapolis. 

Mr. Sawyer, we are glad to have you. 

You are the city attorney representing the mayor of Minneapolis 
here today ? 


STATEMENT OF CHARLES SAWYER, CITY ATTORNEY, CITY OF 
MINNEAPOLIS; ACCOMPANIED BY EINAR OLSON, UTILITY AUDI- 
TOR, RESEARCH ENGINEER'S OFFICE, MINNEAPOLIS 


Mr. Sawyer. That is correct; and the city council, if I may. 

The Cuarrman. And the City Council of Mineapolis. 

Mr. Sawyer. I wonder if it would be out of order, Mr. Chairman, 

have an assistant from our utility engineers’ oflice who helped col- 
lect. the data we have used as the basis for our statement. Could he 
be here and help me to refer to the material I have in the file? 

The CHarkrMan. Very well, yes. 

I think you had better identify him for the record. 

92196—57—pt. 1——-42 
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Mr. Sawyer. He is Einar Olson. I believe his title is utility audi- 
tor from the Research Engineer’s Office of the City of Minneapolis. 

The CHarrmMan. Your full name, please ? 

Mr. Orson. Einar Olson. 

The CHarrmMan. Do you have a statement ? 

Mr. Sawyer. Yes. This is a prepared statement. 

The CuarmrmMan. You may proceed. 

Mr. Sawyer. First, I have a communication to the committee, ad- 
dressed to the committee, from Mayor Hoyer which I would like to 
have inserted in the record, if I may, and I would, if the committee 
will bear with me, like to read some portions of it, some of the same 
matters being covered by my statement, and I will try not to be rep- 
etitious. 

First, the mayor asks me to represent him in this matter and he 
states: 


In 1956, I vigorously opposed the so-called Harris-fulbright bill and I am fully 
convinced that H. R. 6790—the Harris bill is for all intent and purposes the 
same bill. At that time I contacted all towns, villages, and cities in the upper 
Midwest and our immediate area, which were served by natural gas—includ- 


ing 73 towns in Iowa, 75 in Nebraska, 31 in Kansas, 9 in South Dakota, and 53 


in the State of Minnesota. A large majority of these towns supported our stand 
in opposition to this bill— 


he refers to the Harris-Fulbright bill— 


and when I speak of “our” I mean the committee of 259 mayors organized under 
the chairmanship of Mayor Robert F. Wagner of the city of New York in opposi 
tion to enactment of the Harris-lulbright natural-gas bill. 

Then the mayor states that the committee is being reactivated and 
he is contacting the various individuals that he contacted previously. 

I hasten to state, before the chairman calls it to my attention, that 
thte commitee was organized in 1955, and was in opposition to the 
then Harris-Fulbright bill and this group of mayors which Mayor 
Hoyer is contacting now, have not, of course, taken any official action 
on the new Harris bill. 

Mayor Hoyer’s attitude is likewise against the new bill. 

I am not going to read all the rest of this statement but I come to 
one little point which his honor makes: 

Furthermore, in this vicinity— 
referring to Minneapolis— 


over 10,000 GI homes have been built without chimneys. If these veterans are 
forced to use other fuel than natural vas, the °y would have to convert their 
furnaces and tear their houses apart in order to put in chimneys—this at an 
approximate cost of $1,000 per home. This hardship conld very easily be in- 
duced by the excessive cost of gas if controls were removed. 

May I, as suggested, have this introduced into the record, Mr, Chair- 
man ¢ 

The CuHarrMaAn. You may let it be included in the record. 

Mr. Sawyer. Thank you, Mr. Chairman. 

(The document referred to follows :) 


City oF MINNEAPOLIS, 
OFFICE OF THE Mayor, 
May 13, 1967. 
In re H. R. 6790, Harris bill. 
THE MEMBERS OF THE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
House of Representatives of the United States. 

GENTLEMEN: I regret that I am unable to attend this week’s hearing, but I 

am sure that Mr. Charles Sawyer, city attorney for the city of Minneapolis, will 
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ably present our city’s case. Because of the lack of time since receiving notice 
of your meeting, I am unable to submit as complete and full a statement as 
I would desire but do present the following for your consideration : 

In 1956 I vigorously opposed the so-called Harris-Fulbright bill, and I am 
fully convinced that H. R. 6790—the Harris bill is for all intent and purposes 
the same bill. At that time I contacted all towns, villages, and cities in the 
upper Midwest and our immediate area, which were served by natural gas— 
including 73 towns in Iowa, 75 in Nebraska, 31 in Kansas, 9 in South Dakota, 
and 53 in the State of Minnesota. A large majority of these towns supported 
our stand in opposition to this bill, and when I speak of “our” I mean the com- 
mittee of 259 mayors organized under the chairmanship of Mayor Robert F. 
Wagner of the city of New York in opposition to enactment of the Harris- 
Fulbright natural-gas bill. 

This committee is now being reactivated, and I as mayor of the city of Minne- 
apolis plan to again become an active member thereof. I intend to contact the 
aforementioned cities again, and I feel confident we will receive the same support 
as we did against the previous legislation. We are reactivating this committee 
because we believe that this large group of mayors, representing millions of 
gas consumers throughout the Nation, can and will try to protect the interests 
of our citizens and also advise them fully of the direct results we believe would 
follow in elimination of existent controls. We can and will try to organize and 
activate the proper citizen interest and support to stave off the legislation which 
we believe would prove so harmful to our people. 

In opposition to the Harris-Fulbright bill, Mayor Wagner made the following 
statement, “Informed experts have estimated that removal of controls will 
increase gas customers paying an additional $40 to $50 annually.” It is my 
opinion that this figure could now be increased by one-third. 

May I eall your attention to the following figures obtained from the Minne- 
apolis Gas Co. and showing city of Minneapolis gas users as of April 1, 1957: 


Residential : 
Without heat__ : 5k sa iw cs aba ch EE cn tara oe ered as 208, 013 
Ween RG es een heaienenaamsacueparaateoae 104, 922 
Total BE aah Bo Gioe aadhicld Stila ania tes Sin AS, SM eS ee 812, 935 
Commercial : 
Withont heat____ wa Sk, celina hel eect tad iin ace ce a ie 3, 317 
With heat BN ccs Si ecco bbc as cata a ae thc tere red cee docasod eee aaa 5, 576 
Industrial: 
Without heat__ scion dag a aca Tiles ER al sick aiiecss eee 356 
Wen MONG 2) coke ee a ae ee 324 
Total heating customers_____-~~_ SLE oS a at ea 110, 822 


It is in behalf of these gas users that we are requesting defeat of H. R. 6790. 

Furthermore, in this vicinity over 10,000 GI homes have been built without 
chimneys. If these veterans are forced to use other fuel than natural gas, they 
would have to convert their furnaces and tear their houses apart in order to 
put in chimneys—this at an approximate cost of $1,000 per home. This hardship 
could very easily be induced by the excessive cost of gas if controls were removed. 

I am appealing to you on behalf of these veterans, and the over 1 million 
veterans throughout the Nation, that the Congress of the United States do 
nothing which will force them into such conversion and remodeling and added 
costs to those who can ill afford to pay the price. 

If any further evidence is necessary to substantiate the above claims, please 
notify me and I shall be pleased to submit such evidence. 

Thanking you for permitting me to submit this statement, I am 

Sincerely, 
Eric G. Hoyer, Mayor. 

Mr. Sawyer. I also have a certified copy of the resolution adopted 
by the city council of the city of Minneapolis on April 26, 1957. 

In adopting this resolution, the city council had before it the pres- 
ent bill and it took a position in opposition to it. 

I am not going to take the time of the committee to read the resolu- 
tion. It is rather lengthy, but it incorporates some of the ideas which 
I will include in my presentation here. 
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Now, I would like to have this introduced into the record, received 
into the record, if I may. 

The CuarrmMan. Very well. 

Mr. Sawyer. I will state that a copy of it, not a certified copy, is 
attached to my statement and it scarcely needs to be in the record 
twice. 

The CuamrMan. We would not want to put it in the record twice. 

Mr. Sawyer. But I wanted the official certification. 

The Cuarrman. If you have it included in your statement, there 1s 
no need of putting it im at this point. 

Mr. Sawyer. Do you care for the certified copy to be before your 
committee / 

The Cuarrman. Either one. It does not make any difference, but 
it should not be a duplicate because that is an unnecessary cost. 

Mr. Sawyer. I do not think it should be published twice. 

The Cuatrman. Do you have that in your statement ? 

Mr. Sawyer. It is included in my statement. 

The CHarrman. All right. 

Mr. Sawyer. Again, I propose to merely do a little picking from 
my statement. I do not care to belabor the arguments which have 
been presented to your committee. 

The Cuairman. Mr. Sawyer, under the rules of the House, you are 
supposed to file your st: itement and summarize it. But ordinar ily we 
find we save time by presenting the whole statement but you can do 
either. You can let your statement be included in the record at this 
point, and summarize it, if you like. 

Mr. Sawyer. Well, I would like to have the statement included in 
the record. 

The CHarrmMan. Very well. It will be received in the record, to 
gether with the resolution referred to. 

(The document referred to follows : 


STATEMENT OF CHARLES A. SAWYER, CITY ATTORNEY, MADE ON BEHALF OF THE 
City OF MINNEAPOLIS 


NATURAL GAS IS IMPORTANT IN MINNEAPOLIS 


I am the city attorney of the city of Minneapolis, and I have been instructed 
by our city council to appear before your committee in opposition to the new 
Harris bill, H. R. 6790. I have a certified copy of the resolution of our city 
council, adopted April 26, 1957, stating its opposition, and instructing me to 
appear, and I request that this resolution be entered in the record. 

I appeared before this committee in 1955 in opposition to the Harris bill 
of that year, pursuant to instructions of our city council, and our city council 
took action opposing the Kerr bill, which was vetoed by the President in 1950. 

I do not propose to repeat the facts and the arguments which I presented in 
1955, but will refer to my statement in the record of those hearings before 
your committee on that bill, H. R. 4560, part 2, at pages 1707 through 
1721. 

I wish to bring some of the figures I presented in 1955 up to date. Minneapolis 
and St. Paul, together with their suburbs are large users of natural gas. Gas 
is distributed in St. Paul by the Northern States Power Co., and I believe that 
the corporation counsel of St. Paul plans to present a statement to your com- 
mittee. The Minneapolis Gas Co. distributes gas to customers in Minneapolis 
and some twenty-five-odd suburbs. Since 1955 the number of customers of the 
Minneapolis Gas Co. has increased to over 200,000, and the number of house- 
heating customers has increased more than 20,000, to a total of 164,581. The 
annual consumption of gas has increased from about 51 million thousand cubic 
feet for the year 1954 to almost 55% million thousand cubie feet for the 12- 
month period ending March 31, 1957. 
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The Twin City area, that is, Minneapolis and St. Paul and suburbs, has a 
population now of well over a million. And the gas consumption for this area has 
increased from about 78 million thousand cubic feet for the year 1954 to 
well over 86 million in 1956. In the year 1956, the Twin City area consumed 
about 2614 percent of the total gas distributed in that year by the Northern 
Natural Gas Co., and this was nearly 1 percent (0.8 percent) of the total natural- 
gas consumption in the United States, or in terms of consumption of gas dis- 
tributed by interstate pipelines, substantially over 1 percent. It is estimated 
that in excess of 80 percent of the homes in the city of Minneapolis are heated 
by natural gas. Each 1 cent increase per thousand cubie feet in the field 
price of gas which is passed on to the ultimate consumers means an increased 
cost of over a half million dollars for the consumers in the city of Minneapolis 
and suburbs, and $860,000 for the Twin City area, each year. 

I state the foregoing figures to show the importance of natural gas to the 
city of Minneapolis. We have cold winters, millions of dollars invested in gas- 
burning furnaces and other equipment, and the price of gas means much to us. 


THE NEW HARRIS BILL, H. R. 6790 


The new Harris bill is dressed up in quite different clothing from the Dill 
of 2 years ago. The new Harris bill starts out as did the bill of 1955, 
to exclude from regulation the production and gathering of natural gas and its 
delivery to interstate pipelines, and then makes an exception for the regulation 
of the sale of natural gas under producer contracts. The rest of the rather lengthy 
bill provides the procedure for these producer contracts to be reviewed by the 
Federal Power Commission upon proper application, with the duty on the part 
of the Federal Power Commisison to determine the reasonable market price of 
gas as a basis for determining the validity of the contracts. The bill expressly 
excludes from consideration by the Federal Power Commission in this de- 
termination “the public utility rate base cost of service concept or formula” 
(H. R. 6790, sec. 13C (1)). The application of the rate-base cost of service 
procedure which was approved by the United States Supreme Court in the 
Phillips case is definitely discarded. 

I do not propose to discuss the detailed procedure in the new Harris bill by 
which the Federal Power Commission is to determine the reasonable market 
price. In fact, I am probably not qualified to do so. But one thing is clear, and 
that is that the cost of producing and gathering and delivering the gas is 
to be discarded, and the reasonable market price is to be substituted. Reasonable 
market price means to me the highest price which the producer or seller can 
procure. 


COST OF PRODUCTION VERSUS REASONABLE MARKET PRICE 


I do not propose to repeat all the arguments of 2 years ago, that the pipeline 
companies themselves, and the ultimate consumers of natural gas, are a captive 
market; that is, by reason of the hundreds of millions of dollars in investment 
in pipelines into particular gas fields, and from those gas fields to particular 
municipalities and consumers, it is very expensive for the pipeline company to 
extend and purchase from other fields, and for the consumers to shift to other 
types of fuel. Neither do I propose to repeat the arguments that there is not free 
competition in each of the limited geographical markets in the selling of natural 
gas. The substantial majority of all natural-gas reserves are held by a com- 
paratively few companies. In a news release of the Federal Power Commission 
dated January 17, 1957, it is stated that 72 of the natural-gas producers supplied 
79 percent of the gas to interstate pipeline companies in the year 1955. 

By reason of the large demand for natural gas which has developed throughout 
the United States, these few companies are in a peculiar position of being able to 
demand a price for their gas far in excess of the cost of exploration and pro- 
duction. Pipeline companies must have large reserves of natural gas available 
which they can rely upon for over a substantial number of years. For this reason 
also the large producers are in an unusually favorable position to negotiate 
contracts at high prices. 

In talking of increased field price for gas to stimulate production, we must not 
overlook the fact that there are enormous reserves held by oil and gas companies, 
which according to the April 1957 issue of the American Gas Association monthly, 
amounted to over 237 billion M. ec. f.; and for every cent increase in the field 
price of gas the value of these reserves increased in the sum of $2,377 million. 
This is part of the windfall to oil and gas companies which President Truman 
spoke of in vetoing the Kerr bill. It has been stated in opposition to proposals for 
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regulating the producers of natural gas that by reason of the large number of 
them the job of regulating each one of them would be tremendous. It is stated in 
a news release of the Federal Power Commission of February 5, 1957, that 
over 7,700 certificate applications have been made by independent producers. 
There is another proposal, however, as there was in 1955, that only the large 
producers, perhaps 200 of them, need to be subject to the price fixing by the 
Federal Power Commission. The other producers would not have the expense 
of rate hearings, but would necessarily have to adjust their prices to the large 
regulated producers in the field. 

If the price to be charged by the producer is unregulated, or is permitted 
to reach a level of “what the traffic will bear,’ this increased price will be 
handed on through the pipeline and distributing company to the consumer, and 
the gas producers will recover a scarcity price under the present seller’s market 
far in excess of the cost of production. As a result, the consumer of gas will be 
forced to pay a quasi-monopoly price for gas, and the purpose of all utility 
regulation will thereby be defeated. 

The argument is made that a higher price for gas is necessary in order to en- 
courage exploration and establishment of larger reserves and greater produc- 
tion to meet the increasing demand. Without the incentives of the new Harris 
bill, in the year 1956, the net increase in the reserves of natural gas was a 
little over 14 trillion cubic feet, and the period of time which the total reserves 
would last on the basis of consumption in 1956 was reduced only a trifle, 
about three-tenths of a year. These statements are made upon the basis of 
figures found in the same April 1957 issue of the American Gas Association 
monthly. 

Another answer to this incentive argument is that, as I am informed, there 
is very little exploration in the United States, nor has there been, solely for the 
purpose of discovering and producing natural gas. Generally speaking, natural 
gas is discovered in exploration for oil, and there is no indication that the new 
Harris bill will stimulate exploration for oil, nor that such stimulation is 
necessary. Argument is made that the increase in the field price of gas is 
unimportant, that the cost of gas in the field is a small part of the ultimate 
price to the consumer. In the last several years, however, so far as Min- 
neapolis is concerned, the increased cost of gas to the pipeline company, and 
the resulting increased cost of gas to the Minneapolis Gas Co. as a distributor, 
has been by far the major portion of the increased cost to the consumer. I do 
not propose to give these figures in detail. I guve some of them in my state- 
ment 2 years ago, and they have been, or will be, furnished, I believe, in the 
statement before your committee by the attorney for the Minneapolis Gas Co. I 
repeat that each 1-cent increase in the field price of gas which is handed on to 
the consumers means over a half million dollars to the customers of the Min- 
neapolis Gas Co. 

We cannot accept the proposition that exploration for oil and gas is not 
adequately encouraged at the present time. We must not overlook the 27- 
percent income tax credit allowed by the Federal Government to gas producers. 
The Federal Power Commission under regulation can fix a price adequate to 
allow for all exploration costs, including dry holes and an adequate return on 
the investment to attract venture capital. 

Another fact becoming of increasing importance is that there are large sup- 
plies of natural gas in Cunada, much of which will be available for distribution 
through interstate pipelines in the United States. In fact, in hearings before 
the Federal Power Commission now taking place, applications for certificates 
for the use of Canadian gas are being considered. 


CONCLUSION 


Our position is simple. The people of Minneapolis use large amounts of gas 
and have millions of dollars invested in furnace and other equipment for the 
burning of gas. We consider that the price of gas, as well as the cost of 
transportation and distribution of gas, are matters strongly impressed with the 
public interest, as was determined by the Congress in the adoption of the 
Natural Gas Act. We are not alarmed by the present limits of reserves of 
natural gas. The price of the gas is important to us. We do not believe that 
the new Harris bill will effectively protect the gas consumer from needlessly 
high gas prices. We desire that the Federal Power Commission continue with 
its present power to regulate the price in the interest of the public, and for the 
protection of the gas consumer. 
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RESOLUTION 
(By Alderman Christensen) 


In opposition to the Harris bill (H. R. 6790), and directing the city attorney to 
request an opportunity to be heard before congressional committees 


Whereas on April 10, 1957, a bill was introduced in the Congress of the United 
States by Congressman Harris, H. R. 6790, which proposes to change the basis 
for the determination of the cost of gas paid or charged by interstate pipeline 
companies by discarding and eliminating the present method of determining costs 
through the use of the public utility rate base cost of service formula and pro- 
cedure, and substituting the reasonable market price as determined by the 
Federal Power Commission, and which bill provides no clear or adequate stand- 
ards for determining the reasonable market price of gas, and which if it becomes 
law may result in a determination by the Federal Power Commission of a price 
for gas far in excess of the price necessary to adequately compensate producers 
of natural gas, and thereby be contrary to the best interests of the ultimate con- 
sumer by reason of excess costs ; and 

Whereas there is not a competitive market in the sale, transportation, and 
resale of natural gas in interstate commerce by reason of the fact that the large 
majority of the natural gas reserves are owned or controlled by a comparatively 
few oil and gas companies, and by reason of the further fact that the transpor- 
tation of natural gas in interstate commerce is dependent upon large investments 
in the installation of pipelines in and to the gas fields, and dependent upon hun- 
dreds of millions of dollars of investments by the ultimate consumers of natural 
gas in gas-burning equipment; and 

Whereas the consumption of natural gas by domestic consumers in the city of 
Minneapolis is large and proportionately greater than in many urban centers by 
reason of the long and intensely cold winter season, and by reason of the large 
number of space-heating customers using natural gas; and 

Whereas the City Council of the City of Minneapolis is of the opinion that if 
this new Harris bill becomes law it will probably result in substantial increases 
in the cost of gas allowed to the Northern Natural Gas Co., which transports 
natural gas to the city of Minneapolis and to the ultimate customers in the city 
of Minneapolis, and by reason of these facts it is the further opinion of the city 
council that this legislation is contrary to the public interest; and 

Whereas hearings have been set before the Interstate and Foreign Commerce 
Committee of the House of Representatives, and the hearings in opposition to 
said legislation are scheduled from May 14 through May 17, 1957, and hearings 
before the Interstate and Foreign Commerce Committee of the United States 
Senate will probably be set thereafter: Now, therefore, be it 

Resolved by the City Council of the City of Minneapolis, That it opposes the 
passage of the new Harris bill or other legislation of a similar nature, or any 
legislation which restricts or eliminates the present legally recognized control of 
the production and sale of natural gas in the field, and requests the Members 
in Congress from Minnesota to exercise their utmost efforts to defeat this bill 
and any such legislation as may be proposed ; be it further 

Resolved, That the city attorney of the city of Minneapolis be directed to 
request an opportunity to be heard by the Interstate and Foreign Commerce 
Committee of the House of Representatives in Congress at the scheduled hearings 
in opposition to said new Harris bill, and at any hearings which may be subse- 
quently scheduled on such bill or similar bills before any committee of the United 
States Senate ; be it further 

Resolved, That the city clerk be directed to send forthwith a copy of this 
resolution to the President and Vice President of the United States, to the 
Speaker of the House of Representatives, to each Member of the United States 
Congress from the State of Minnesota, and to each member of the Interstate and 
Foreign Commerce Committee of the House of Representatives. 

Passed April 26, 1957. 

EUGENE E. SToKOWSKEI, 
President of the Council. 
Approved April 26, 1957. 


Eric G. Hover, Mayor. 
Attest ; 


LEONARD A. JoHNSON, City Clerk. 
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Mr. Sawyer. I hope I can make the summary itself briefer than 
the statement, but I know that sometimes does not happen. 

The CuatrMan. Please do not misunderstand me; it is no reflection 
on you. I just tell you what has happened in the past. 

Mr. Sawyer. I have been here all week and I know a little bit about 
that. 

I think that it would be well to state a few things about the im- 
portance of gas to the city of Minneapolis, bringing up to date the 
figures that we had in 1955. 

The Minneapolis Gas Co. furnishes Minneapolis and its suburbs 
with gas; the Northern States Power furnishes gas in the city of St. 
Paul. 

The Minneapolis Gas Co. now has 200,000 gas consumers, and of 
these are over 164,000 space-heating customers. 

The Minneapolis Gas Co. as of the year ending March 31, 1957, 
used 551% million M. c. f.’s, that is for the prec eding y year, 

The Twin City area of Minneapolis and St. Paul and suburbs has 
a population of over a million people and the consumption fo? the 
year 1956 has increased to 86 million M. c. f.’s for the 1 year. That 
is an increase of 8 million M. c. f.’s since 1954. 

The Twin City area uses 3614 » percent of the total gas supplied by 
the Northern Natural Gas Co., which is the supplier “for the city of 
Minneapolis and Minnesota. 

In fact, Minneapolis uses a little less—well, to be accurate, 0.8 of 
1 percent of the total gas consumption in the United States, as the 
figures are given in the gas journals. Or, in terms of the amount 
used in interstate pipelines, of course that brings it over 1 percent of 
the gas distributed by interstate pipelines in the United States. 

It is estimated by the Minneapolis Gas Co. that over 80 percent of 
the homes in Minneapolis are heated by natural gas. 

In talking about the effect of the price of gas presumably the in- 
crease in prices in the field price of gas, or in the price at the well- 
head, will be passed on to the consumers in the city of Minneapolis, 
and each 1 cent increase to the consumers in the city of Minneapolis 
means a little over a half million dollars; and the increase to the con- 
sumers in the Twin City area means $860,000 per yea 

Unfortunately, a larger percentage of that increase to the con- 
sumers has to be borne by the residential customers by reason of this 
rate or these rates that are filed by the pipeline companies containing 
a contract demanding figure and a commodity figure, and in the sum- 
mertime under the contract demand we have to pay for gas whether 
we use it or not. 

As a result, we have interruptible customers who get gas at a lower 
rate in order to keep the gas moving in the pipeline in : the summer- 
time. 

I have read the new Harris bill, I have gone over it several times, 
and, as I see it, the crux of the whole matter under the new bill is this 
new term for the natural gas industry of reasonable market price of 
gas. 

We realize in Minneapolis, having participated in the various rate 
hearings, that it is the cost of gas, it always has ve to the pipeline 
company, the cost of gas, the cost of production of gas, and under the 
Phillips decision for the producers that sell to the pipeline companies 
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it has pers the cost of gas that has been the factor to determine the 
price of ga 

Now, tr re: culins that the new Harris bill, although there might be some 
indication to the contr: ary from the questions that have been taking 
place here, the Harris bill is, the new bill, is devoted, about three- 
ee of it or more, to the matter of regulation of producers’ con- 

racts of natural ga 

If I understand the bill correctly and understand the ordinary mean- 
ing of “reasonable market price,” ‘which is intended, I consider market 
price to mean the market price to which gas will rise in the market as 
aresult of supply and demand. 

We know that gas is in short supply; it is a seller’s market, and 
adequ: ite gas to furnish all the customers is difficult to obtain. 

That, as I see it, is one of the reasons for the necessity of the regu- 
lation of the production of gas 

Now, the question has been raised regarding gas reserves, and it has 
been said that higher prices for gas must be obtained to encourage 
exploration. 

[ will merely mention and endorse the arguments that have been 
made: One, that in a large percentage of the cases the production of 

gas is incidental to the exploration for "oil. 

It was so stated by Ernest Thompson of Texas, and is in the record 
of 2 years ago. 

At the same time, in spite of the Phillips case in 1954, the reserves 
of natural gas have been increasing, so that they are at present at the 
highest level that they have yet reached, according to the American 
Gas Association Monthly of Apr il I 57, where the reserves of gas at 
the present time, estimated, are 237 plus trillion feet, cubic feet, of 
gas; and the reserves increased during the year 1956—these are figures 
for 1956—that was the reserve at the end of the year, produc tion in 
1956 was 10 trillion, nearly 11 trillion, while the increase over the 
previous year of the reserves is a little over 14 trillion cubic feet. 

Now, the argument is made, and I merely endorse the argument, 
that that is some indication, some substantial indication, that the regu- 
lation of natural gas by the producer is not going to limit the supply, 
that they are going to continue to explore for oil, and in exploring for 
oil, find gas, and find a ready market for their gas, even at the price, 
the regulated price. 

The Federal Power Commission records indicate that since the 
Phillips decision there have been over 7,700 certificate applications by 
producers of natural gas, and over 5,000 of those have been granted. 

[ realize, of course, that these certificate applications do not include 
a full-blown presentation of a rate case on the basis of costs, but that 
many producers have been interested in selling gas and, I take it, are 
selling gas in the inte rstate market. 

W hile the increase in reserves of gas has been fairly substantial, 
the consumption, of course, has gone up but, at the same time, the 
length of life of the gas reserves on the basis of present consumption 
has gone down very little in the last 2 or 3 years. 

Another thing that has not been mentioned in respect to gas supply— 
and I do not know quite why it has not been mentioned; whether there 
is some question about the propriety of mentioning it, I do not know— 
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but Lam aware, as the committee members are aware, that the question 
of Canadian gas has been an important one in the ‘last 2 or 3 years. 

I understand that there are heari ings now going on before the Federal 
Power Commission on the matter of the certification of certain pipe- 
line companies ; and if certain of those pipeline companies are granted 
the certificates of convenience and necessity, they will furnish Canadian 
gas to users in Minnesota and other States. Now, that is another source 
of supply which may indicate that the supply of natural gas will be 
adequate, even with regulation. 

Now, that about cone cludes what I have of my prepared statement. 
If the committee will bear with me, I have heard the discussion of 

various—I have heard various questions and the discussion of various 
arguments, and if I may depart from the prepared statement, I would 
like to state what my feeling and position 1s on a few of these questions 
that have been discussed. 

The Cuatrman. You may do so, Mr. Sawyer. 

I hope the members of the committee will take cognizance of it in 
connection with their questions. 

Mr. Sawyer. I hope that I might anticipate the questions and save 
time. It may not work out that way. 

We believe that the regulation of the producers—and it is clear by 
this bill that the committee considers that there should be regulation 
of the producers—that that regulation should be on the basis of the 
present language of the Natural Gas Act, that is, a just and reasonable 

rate, and I hasten to state again, too, that that rate need not be 6 
percent. 

In fact, in rate cases of various kinds, and in regulations of various 
kinds, one of the elements of determining the rate of return, I believe 
the courts have stated, should be an amount of return which will be 
adequate to attract capital to develop that business and maintain the 
business. 

Now, we likewise—I likewise—favor the suggestion of Mr. Mac- 
donald that the small producers be exempted from regulation. 

IT am not an expert in the field—you may confound me with questions 
as to what happens in Texas and other producing States amongst the 
small producers—but it appears to me a logical and a sensible thing to 
free these producers. About 200 producers would have to be regulated 
if you exempt those producers that sell in interstate commerce less 
than 2 billion cubic feet, | believe it is, per year. About 90 percent of 
that market would be covered by those 200 produc ers. 

I also was interested, in looking over a résumé of Mr. Kuykendall’s 
if that is the way you pronounce his name—his testimony. I saw : 
résumé of it the other day, last night, in fact, and he has made the 
suggestion that in the interest of expediency y and efficiency in the han- 
dling of m: moe s before the Power Commission—I believe he suggested 
the figure of 1 billion cubic feet—the small producers should have 
different treatment. He did not make reference to the Macdonald bill, 
but to the small producer, that he be permitted to sell at the going 
price in the particular fiel 1. 

Now, if I understand him correctly—he did not expressly say so— 
but if I understand him correctly, and it is about the only way his 
statement would make sense, that means the going price to the inter- 
state pipelines in the particular field. 
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In fact, I take it that, generally speaking, the price to the pipelines 
pretty much determines the price, generally, in the field. It has so far, 
because oa are the big buyers. 

Now, I do not want to quibble with anybody as to whether the pro- 
ducers of natural gas or whether the gas produced in the field is a 
public utility. I think if you take technic ‘ally the definition of : 
public utility, the gas produced in the field is not a public atility. 
There are certain elements of public utility missing there. 

However, as to natural gas, generally, the Congress back in 1938 
stated that the gas, natural gas, industry in interstate commerce is 
impressed with the public interest, and for that reason it should be 

regulated. 

I repeat the arguments or mention the arguments that regulation 
is not going to be effective in the natural-gas business in the interstate 
transmission and sale of natural gas unless all three parts of the indus- 
try are regulated, and effec tively regulated. 

If the natural gas is regulated by the distributing company to the 
consumer, and the pipeline company is regulated, and the field pro- 
ducer of gas is not regulated, the field price can go up to what the 
market will bear, and the producer gets the benefit. 

Now, there is one industry for which there has not apparently been 
much sympathy or much consideration in these hearings, and, as I see 
it, that is the pipeline company. 

We have talked about the increased cost of gas, increased price of 
gas in the field. 

Now, up until 15 or 20 years ago, particularly in, we will say, and 
along 1938 is when Minne: epolis started to get some natural gas to mix 
with its manufactured ga 

Natural gas had practic vilty no value. As we have said, it is flashed 
in the field. It was not marketable. It was an incident to the pro- 
duction of oil, the drilling for oil. 

Then the billions of dollars that have been mentioned today were 
invested in pipelines, and the distributing plants of local gas com- 
panies were used to distribute the gas to the consumers. Then quite 
I" apidly the value of the natural gas increased. 

The Congress saw fit to regulate the pipeline company, in its wis- 
dom, and I think quite properly so. But the natural gas, the reserves 
of natural gas, and the natural gas which was thereafter produced, 
increased tremendously i in value. 

If you apply the figures to the present reserves, each 1-cent increase 
in the field price of gas means $2,377 million of increase in value in 
those reserves. Now, that increase is not all attributable to the ex- 
plorers for gas, the produce ers of gas. Those values were created, in 
part, i 1 large part, by the pipeline companies which invested their 
billions of dollars in pipelines to convey the gas from the field to the 
ultimate consumer. 

I say if you are not going to regulate the producer you should not 
regulate the pipeline company. He should get in on the gravy train, 
too, because he has really created the value for those reserves of natural 
gas. 

I have not heard anybody suggest that the Natural Gas Act be 
amended to exclude the pipeline companies from regulation. If they 
were not—the local distributing companies are not subject to Federal 





662 NATURAL GAS ACT 


regulation, according to the Supreme Court, because they are a local 
business. 

{t is my contention that rather than the producers and the pipeline 
companies getting all the benefit from these natural resources which 
have become valuable in recent years, that the public get the benefit. 

Now, on the matter of argument over competition, ‘monopoly and 
so forth, I think if we boil it right down we cannot avoid the con- 
clusion that in the present mar ket, monopoly or competition or what- 
not in the present market, the demand for gas, natural gas, is greater 
than the current supply. That demand is incre: sing const: antly. As 
a result, unless there 1s regulation, the producer’s price of gas, the field 
price of gas, is going to go up very substantially. 

You fellows know more about the gas and oil business than I do, 
but I have read on the subject, and it has been variously estimated 
that the price of gas may go up 5 cents, 10 cents, may go up to 35 
or 40 cents per Me. f. It will go up until, if there is only a market 
price to determine it, or what we used to call the field price, it will 
go up until oil and coal and other fuels are competitive with it. 

Obviously, natural gas at the present time is below the price of these 
other fuels, and these other fuels can in many cases not effectively 
compete. 

I do not care whether you call the natural gas a commodity or a 
utility or what. It is my understanding, and it is in my mind im- 
pressed with the public interest ; and the public, which has always con- 
tributed to the value of this gas by the investment in gas furnaces, 
in gas equipment, should get some of the benefits of this natural re- 
source, and not have the lid off on one end so that the producers can, 
if they will, increase the price of gas until the market 1s competitive. 

I noticed also with interest Mr. Kuykendall’s statement that, while 
he is for the new Harris bill—I take it it is quite proper to say the 
Harris bill instead of the Mr. Harris bill—I do not mean any derroga 
tion of the chairman—— 

The Cuairman. It is perfectly all right, Harris and O’Hara. 

Mr. Sawyer. Mr. Kuykendall stated that he would not like to see 
the lid taken off completely. He would not like to see regulation of 
producers removed completely. 

Well now, certainly we agree with him to that extent. But I go 
further and say if you are not going to take the lid off and you are 
going to have regulation, it should be something other than a price 
which is arrived at, the highest price which the market will bear, pre- 
sumably, if by market price we mean what supply and demand will 
create. 

Market price in economics, when I studied it 35 years ago, meant 
the result of competition in the market, and the operation of the law 
of supply and demand. 

Now, on the matter of regulation of the industry—well, first, let 
me say right in that connection, the administration's proposal of an 
amendment to permit the use of cost—I anticipate the question and 
state—that as far as my viewpoint is concerned that does not satis- 
fy the need of the consumer in respect to natural gas. 

The cost price, with a reasonable return, and in this case it might 
well exceed 6 percent, has been the basis for the regulatory approach, 
and I think the bill, if it says that costs may be used, leaving in the 
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many provisions it has, that the market, reasonable market price is 
the gage, would mean very little. 

Probably some control is better than no control, but my point is 
that, if I understand reasonable market price correctly, that that is 
much too high from the standpoint of the consumer. 

I notice, too, that the President stated in his veto message that he 
thought that the consumer’s interest should be considered, and I do 
fail to see how the consumer's interest is at all adequately considered 
if the reasonable market price is maintained through regulation. 

One little point that also has not been mentioned: There is one 
section of the new Harris bill which provides that natural-gas pipe- 
lines shall be allowed, under the new regulatory procedure, the rea- 
sonable market price of gas. 

Now, that includes your production costs, presumably ; that is, the 
production costs have entered into what the market price may be, 
dry holes and all the rest of it. 

If that were done, I know with the Northern Natural Gas Co., for 
instance, I pointed out when I testified in 1955 that large exploration 
costs by the Northern Natural Gas Co., which is also a producing 
company or it has two subsidiaries that are producing companies, 
large exploration costs were charged in their cost of service. 

So they have already been paid for their dry wells and for those 
exploration costs. 

If now, on top of that, and that has been charged into the consumer 
in the rate base, and the cost of service, if they are not to receive the 
field price for the gas, I think we would have to go back and take 
away from them the million-odd dollars that were allowed to them 
in 1955. But there is no good way to do that because that gas is 
consumed and has been paid for. 

Questions have been asked here today—I gave some figures in 1955 
regarding the relative cost of the field prices of gas or the price paid 
by the pipeline company, and the cost of gas in the city of Minne- 
apolis. 

Now, the figures that I had in 1955 ge that the Northern Gas Co. 
paid in ‘the field in 1947, 3.55 cents per Mc. 

In 1954 they paid 13.12 cents per Me. f. 

I think, Mr. Harris, the present chairman, challenged those fig- 
ures, and the difference in the figures apparently was in the fact that 
this was not the wellhead price, but this was the price ot the pipeline, 
which included, of course, gathering costs and transportation to place 
it in interstate commerce. 

But those are the figures that I have. The price of gas to the 
pipeline, including the gathering costs, in 1954 was about four times 
the price in 1947. 

Furthermore, we are worried about the future. That is not an 
awfully high price for gas, but that includes gas bought under con- 
tracts that were made nearly 20 years ago. 

I do not have all the details. “In fact, the Northern Natural’s books 
are not entirely at our disposal. I do not have all the detafls, but I 
understand on gas bought recently they pay substantially more, and 
this is an average price which I have given you. 

In fact, a new rate increase was filed by Northern Natural, as Mr. 
O’Hara indicated already, just—it was suspended by the Federal 
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Power Commission, I think, in February, and goes into effect 5 
months thereafter. 

I am told that the Northern Natural claims to have acquired about 
1 trillion cubic feet additional reserves, and that those new reserves 
cost substantially more money than their old reserves, and are aver- 
aged in, of course, and that is one of the substantial reasons for the 
latest rate increase, as given by them. Of course, we have not got all 
those figures. 

I think that that about concludes my statement. 

I have been asked by a representative of the attorney general’s 
office if I might call attention to a statement which he has prepared 
for the State of Minnesota. 

He has copies which have been presented here. 

T have been asked by the attorney general who was here on Tuesday, 
but he merely made a statement that he was going to present a state- 
ment for the record. 

Mr. O’Hara. Is this, as you understand it, Mr. Sawyer, the state- 
ment on behalf of Mr. Lord, as attorney general ? 

Mr. Sawyer. That is correct. 

The CuatrmMan. We will take care of it at the proper time. 

Mr. Sawyer. I do not understand, Mr. Chairman. You do not 
want me to go into it? 

The Crarmman. Well, I think your own testimony had better 
appear in the record consecutively instead of having someone else’s 
statement disrupting it. 

Mr. Sawyer. You do not wish to have me read the statement or dis- 
cuss the statement ? 

The Cuarrman. At the conclusion of your statement you may in- 
clude it in the record. 

Mr. Sawyrer. Well, I have concluded my statement, and I ask that 
it be included in the record. 

The CHatrMan. Well, at the conclusion of the questioning, then. 

Mr. Sawyer. All right, sir. 

The Cuamman. Mr. Saw yer, I will say this, not necessarily for your 
benefit alone, but when we were asked by the chairman of the mayors’ 
organization for time for the many mayors named and presented here, 
they asked for 15 minutes each. 

I did indicate when you started that, perhaps, we would save time 
by reading the statement instead of summarizing it. You have 
utilized nearly 30 minutes. 

Mr. Sawyer. I am sorry. 

The Cuarrman. I do not want to start complaining now, but it has 
been the same thing over and over again all the time, the same things 
which have been presented by people who want to bombard this com- 
mittee with information which we know about. 

Mr. Mack, any questions? 

Mr. Mack. No questions. 

The CHarrman. Mr. O'Hara? 

Mr. O’Hara. Mr. Sawyer, did the council pass two different resolu- 
tions pertaining to the so-called Harris bill? The reason I mention 
it is that you will recall you wrote me under date of February 8, 1957, 
as city attorney of the city of Minneapolis, sending me a copy of the 
resolution in opposition to the Harris bill, which is mated, according 
to the copy furnished me of the resolution, January 25, 1957. 
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I notice that you passed another resolution, apparently in April 
that you put in the record. 

Mr. Sawyer. That is correct. 

Mr. O’Hara. In other words, I want to compliment the council 
on its being on the job before anybody had even thought what they 
were going to introduce in the way of a bill, because the bill, Mr. 
Harris’ bill, and mine were not introduced until April 10, 1957. 

Mr. Sawyer. That is correct. We had been advised by various 
people that there was going to be—well, it was in the papers—there 
was going to be some bill in the legislature in the Congress, involving 
natural gas producer regulation. 

We did anticipate, and we passed the resolution in January, and 
then when the Harris bill came out we considered that, and discussed 
it with the city council, and they passed another resolution. 

The Harris bill, being a bill regulating the producers, had to have a 
little different consideration and approach from the city council than 
the previous bill. 

Mr. O'Hara. I want to compliment you, at least you recognized that, 
as city attorney, it was a different bill. 

Mr. Sawyer, you stated several times that you were quite strong for 
regulation all across the board. 

Now, it is a fact, is it not, that we have no public utilities commis- 
sion or public utilities law in our State ? 

Mr. Sawyer. Well, not affecting natural gas. 

Mr. O’Hara. Not electricity or gas ! 

Mr. Sawyer. That is correct. 

Mr. O’Hara. And the Minneapolis Gas Co. operates under a fran- 
chise with the city of Minneapolis, upon which it is guaranteed, as I 
understand it, a 614-percent rate return; is that correct ? 

Mr. Sawyer. That is correct. 

Mr. O’Hara. And you have no public utilities commission as such, 
in Minneapolis, in the city of Minneapolis. 

How do you regulate the return upon which the Minneapolis Gas Co. 
gets its return ? 

Mr. Sawyer. How do we 

Mr. O’Hara. Well, you have no public utilities commission, as such ? 

Mr. Sawyer. Oh, I see what you mean. How do we determine what 
the rate of return is, and what the costs are? 

Mr. O'Hara. Yes. 

Do you have a Minneapolis Utilities Commission ? 

Mr. Sawyer. No. We havea utilities engineer, Mr. Nathan Harris, 
and the gas company, under the franchise, has to file any changes in 
rates in January of each year, and under certain conditions they can 
file another rate in July. 

Then that rate is reviewed by our utilities engineer, and our utilities 
engineer is in close touch with the gas company and its books, and 
checks the books frequently and keeps the check right up to date. 
Then the company, if it has a slight overage, there may be no change in 
rate. If there is a slight underage, there may be no change in rate. 
[f there is a substantial deficiency in revenues for the company so that 
they cannot get their 614-percent return, then they file a rate for an 
increase, 

It is reviewed by our utilities engineer, under the franchise. If the 
utilities engineer considers, concludes, that it is accurate and correct 








666 NATURAL GAS ACT 
t 
and justified on the basis of the books of the company, then that rate ( 
goes into effect. Of course, it has got to be in accordance with the 
provisions of the franchise. s 
If he considers that it is not a proper rate, he objects to the rate, and ‘ 
the gas company then has recourse to the courts to review the determi- 
nation of the utilities engineer. ( 
Mr. O'Hara. Have you had any court proceedings over any differ- 
ences existing betw een the city of Minneapolis and the Minneapolis 
Gas Co. for the last 25 years ? | 
Mr. Sawyer. I belie »ve there has never been any court action. There 
are frequent discussions and adjustments of the rate that the gas 
company has asked for ( 
In fact, in 1955 there was a rate increase. There was a rate increase 
filed in 1954, and, after due consideration and determination that there 
was going to be a refund under one of the pending rate increases from 
Northern Natural, that rate of 7 cents was not put into effect. But, 
the following year, when there was still another increase by the 
Northern Natural, an increased rate was put into effect. I am told 
that there was an appeal to the court threatened on one occasion, but | 
that was worked out so there has not actually been any court action, 
I am sure. 
Mr. O’Hara. Has the city council ever asked the State legislature : 
to pass a State public-utilities law to regulate the sale of gas and 
electricity ? | 
Mr. Sawyer. I think you asked me that question in correspondence | 
at one time. | 


Mr. O’Hara. That is right. 

Mr. Sawyer. Not that I know of. There has been an investigation. 
I think there was an interim committee study on the question. We 
have not. Asa matter of fact 

Mr. O’Hara. There was legislation introduced into the Legislature 
of the State of Minnesota, not in the last session, but in the previous 
session, Mr. Sawyer, and it never got anypl: 1ce, and I wondered if 
there was any supporting action by the c ity of Minneapolis to support 
the theory of a public utilities regulation of gas and electricity in Min- 
neapolis and for the State of Minnesota. 

Mr. Sawyer. I can only speak with any sort of authority back 
through the 1955 session of our legislature. “I was not aware that that 
bill was in the 1955 session. Was it not, if there was such a bill, was 
it not in the 1953 session ? 

Mr. O'Hara. I was informed it was the 1955, but it could have been 
the 1953 session. 

Mr. Sawyer. Well, back of that I cannot say, and during the 1955 
and the 1957 sessions of the legislature, our city council has taken, I 
do not know of such bill being there, and our city council has taken 
no action of that kind. 

Mr. O’Hara. Did it take any in 1953? 

Mr. Sawyer. Iam not aware. I was not city attorney at that time, 
and I had nothing yo do at that time with utility matters, 

Mr. O’Hara. Mr. Sawyer, one other question : : I notice that in the 
report which was filed on the last Harris bill, on page 29, it gives the 
prices of 1953. I do not know what increases have occurred, but, as I 
understood it, as I understand from that exhibit, prices received by 
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the Minneapolis Co. was 81.7 per thousand cubic feet ; that the cost of 
distribution to the Minneapolis customers was listed as 61.5 cents. 

The price received by the pipeline company was 20.2 cents per thou- 
sand cubic feet; and the price paid to the producers in the field was 
9.8 cents. So that the very major part of the expense to your Min- 
neapolis gas users was the cost of distribution by the Minneapolis 
Gas Co. from those figures; is that not correct ? 

Mr. Sawyer. Of course, that is true, and the major portion will 
continue to probably be the distribution expenses. But I call your 
attention to the fact that—and I am, perhaps, anticipating Pat 
Farnand, who hopes to appear before your committee later—with the 
increase to the residential customers from 1948 to 1956, three-quarters 
of that increase was represented by the increased cost in gas. 

That does not take it back to the field price, but that is the pipeline 
price to the city. 

I gave you the figures that I had, 1954, the Northern Natural paid 
13.12 cents for the gas in the field, but that included the gathering 
costs. 

Mr. O’Hara. So, this I was quoting was from an exhibit in the 
report 

Mr. Sawyer. I understand. 

Mr. O’Hara. That was contained in the 1955 report when this bill, 
the Harris bill, was reported out. 

Mr. Sawyer. Also, may I add, when we get to that point, obviously 
every increase in the field will be added as a cost of service for the 
pipeline company and will be handed down by the pipeline company 
to the gas company, and the consumer is going to bear any increased 
price in the field at the present time, and those increases are becoming 
more and more onerous. 

Mr. O’Hara. But the increase to the producer in the field is pro- 
portionately very much smaller to what ultimately gets down to the 
consumer, to whatever increased costs to the pipeline or whatever 
increased costs the distributor may ask for. Centwise it is certainly 
a very small proportion of what the consumer actually pays. 

Mr. Sawyer. It is a small proportion—well, 10 cents—it is 87 cents 
to the residential customer now; it is something over 10 percent. We 
have the additional problem of the contract demand of the fact that 
heating customers use heat only in the peak season, and we sell gas 
to the ‘interruptible customers at from 26.9 to 50 cents per thousand 
cubic feet. 

Now, those are the customers where the increase in the field is going 
to hurt particularly because those customers are getting to the ‘point 
where fuel oil and coal are competitive for the industrial users, and 
we are unable, if we are going to keep those industrial users, that is 
the gas company is, to pass on that increase in the price of ¢ gas to 
the industrial consumers and, therefore, the residential customers 
suffer. 

Mr. O’Hara. That is all I have, Mr. Chairman. 

The Cuarrman. Mr. Dingell? 

Mr. Dinceti. Thank yous Mr. Chairman. I have just one brief 
thing, Mr. Chairman. I did want to read into the record an answer 


that Mr. Kuykendall gave in response to a question of Mr. Macdonald, 
which took place earlier. 
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The Chair and I had some discussion, I think, as to what Mr. Kuy- 
kendall said. Mr. Kuykendall said as follows about the secrecy of S 
the meeting in which he participated. He said as follows: und 
In the first place, I knew of no such consumer groups to go to and i wasn’t Pie 
going to groups. I went to three individuals, and I admonished those individuals i 
that there should be no publicity about this, and there should be absolute secrecy, - 
because I did not want any rumors started that there might be another gas Cor 
bill during the last session of Congress. pip 
Thank you, Mr. Chairman. car 
The Crarrman. Mr. Hale? anc 
Mr. Hate. Just one question, Mr. Sawyer. _ hot 
If the bill were amended so as to make costs admissible as a factor ) 
in the regulation, would that modify your attitude toward the bill? ] 
Mr. Sawyer. I have made a statement on that. I will merely say, aa 
“No.” 109 
The CHatrman. Mr. Heselton / be 
Mr. Hesetron. Mr. Sawyer, I would like to ask you some questions pa 
as to your interpretation of the so-called section which is 13F, begin- Cos 
ning at page 17. th: 
Do you understand that applies to pipeline companies only ¢ , 
Mr. Sawyer. That was what I stated; yes, sir. M. 
Mr. Heseuron. That is referring to a natural-gas company under 
section 4 or 5 of this act ? on 
Mr. Sawyer. Yes. so) 
Mr. Hesevron. Now, in terms of the provision under (i), and be 
under (ii) with reference to the allowance of a reasonable market 
price, what would the effect of that be, in your opinion ? 
Mr. Sawyer. Generally, you mean ? la 
Mr. Hesston. I beg your pardon? ev 
Mr. Sawyer. Generally, you mean ? 
Mr. Heseuron. Yes, sir. bt 
Mr. Sawyer. The effect on the reasonable market price ? 
Mr. Hesevron. Of providing as it does in this section for the allow- th 
ance by the Commission—— cle 
Mr. Sawyer. Yes. 
Mr. Heseiron (continuing). As an operating expense of such 
natural-gas company, first— as 


The gas produced by it and delivered into its transportation facilities, or the i 
transportation facilities of any person transporting such natural gas for its ac- Ce 
count, for transportation in interstate commerce for sale, the reasonable market 
price of such natural gas at the point at which it is delivered into such trans- 


portation facilities in or within the vicinity of the field or fields where produced. h 
And so forth. I thought we might shorten it up by not having to Pt 


read all of it in terms of the question. 
Mr. Sawyer. Well, you did not need to, but I just missed the point 
of your question. s 
he effect which it would have, as far as the consumers in Minneapo- 
lis are concerned, I believe, would be that there would be a substantial 


increase in the cost of gas. 1 

The Northern Natural Gas Co., through its subsidiaries, the North- e 
ern Natural Producing Co. and the Permian Basin Gas Co., I believe | 
it is, Pipeline Co., produces about 18 percent of the gas that is trans- ~ 


ported. 


a 








NATURAL GAS ACT 669 


So my conclusion would be that the reasonable market price, if I 
understand it correctly, would be substantially higher than the cost 
price to them in having produced, having discovered and produced, 
the gas that they are using. 

Mr. Hesevron. Is it not a fact until the action by the Federal Power 
Commission in the so-called Panhandle Eastern Pipeline case the 
a have been allowed to recover their costs of production, the 

carrying charges for gas leases, the exploration, cost for ae 


and “drilling for gas, and the expenses of dry holes where the gas is 
not found ¢ 


Mr. Sawyer. That is correct. 

I mentioned that has been done by Northern Natural. 

Mr. Hxseuron. Now, does this particular section, then, in your opin- 
ion, mean that in addition to that the pipeline companies would now 
be entitled to recover what is called here the reasonable market price 
paid by someone else in that particular area, without reference to the 
costs that may have been included or the other elements of allowances 
that may not be involved in terms of this particular pipeline ? 

Mr. Sawyer. It seems logical, but I cannot escape that conclusion, 
Mr. Heselton. 

Mr. Heseiron. Why should the consumer be expected to pay not 
on the basis of what it costs to produce by them, but on the basis of what 
someone else, someone whose past price and expenses in no way have 
been borne by the consumer, was being paid in that particular area? 

Mr. Sawyer. I do not think that they should. 

Mr. Heseiton. Up to the time of this special suggestion in the legis- 
lation proposed in 1955, do you recall that any similar suggestion aa 
ever been made? 

Mr. Sawyer. My knowledge is, perhaps, rather limited in that field, 
but I do not know of any. 

Mr. Heserron. Does it not, in your opinion, go a great deal further 
than an attempt to reverse what was said to be the effect of the Phillips 
decision by the United States Supreme Court? 

Mr. Sawyer. Yes; definitely. 

This is over and beyond the nullifying of the Phillips case, insofar 
as it may be nullified. 

Mr. Heseiron. As a matter of fact, the pipeline, through its certifi- 
cate, is protected, is it not? 

Mr. Sawyer. Yes. 

Mr. Hesevron. It actually has, and there has been much discussion 
here of whether the consumer is a captive or not. But the pipeline, 
as such, has a captive market, has it not? 

Mr. Sawyer. [ would think so. 

Mr. Hersevron. And it gets a return that is adequate to meet a rea- 
sonable return on its investment? 

Mr. Sawyer. That is correct. 

Mr. Hesetron. By virtue of this particular language, this particu- 
lar provision, then, whether or not the pipeline is seeking something 
else beyond that, that is a spread between its own costs and the field 
price on gas which has been set by someone else, which would not be 
subject to regulatory control other than is provided in other provisions 
of this proposal ? 

Mr. Sawyer. So I understand. 
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Mr. Hesevron. Thank you, sir. na 
The Cuarmman. Mr. Avery? mi 


Mr. Avery. Mr. Sawyer, maybe you covered this before I came in. 
I was just a little late. 
The Minneapolis Gas Co., is that a privately owned company or 1s 


that owned by the city of Minneapolis? sav 
Mr. Sawyer. That is privately owned, sir. lai 
Mr. Avery. And operating under a franchise? tr 
Mr. Sawyer. Under a contract franchise with the city of Minne- sit 
apolis. th 


Mr. Avery. That is merely a negotiated contract. 

Is that reviewed for the rate of return? 

Mr. Sawyer. Yes. The rate of return is specified in the franchise. 
The franchise was renewed, I believe, in 1951, for a 25-year period. 





Mr. Avery. Pursuing further the line of questioning of Mr. O’Hara, Ww 
I understood you to say there is no State regulatory body in Minne- 
sota for public utilities ? al 
Mr. Sawyer. Well, some public utilities are regulated. th 
Mr. Avery. By the State? ur 
Mr. Sawyer. By the Railroad and Warehouse Commission. 
Mr. Avery. Such as what? o1 
Mr. Sawyer. Well, railroads, telegraph and telephones, buses, - 
both af 
Mr. Avery. No form of energy; is that a fair statement ? o 
Mr. Sawyer. I think that is correct. Electricity is not regulated, 
and neither is the gas. . 
Mr. Avery. In most States where there is a town the size of Minne- = 
apolis and St. Paul, they would supply electrical energy, we will say, ~ 
for any number of smaller towns out as far as 50 miles; is that the ' 
case ? b 
Mr. Sawyer. Who supply the electric energy ? h 
Mr. Avery. Any company. ; 
Mr. Sawyer. Any company ? 1 
Mr. Avery. Any company that is operating at a high production : 
rate. 
Mr. Sawyer. That is true of the Northern States Power Co. there 
in Minneapolis; yes. 
Mr. Avery. What source of protection do those smaller towns have ? b 


What is their recourse for a fair and reasonable rate ? 
Mr. Sawyer. As far as electricity is concerned, very little. 
Mr. Avery. They have none? 


Mr. Sawyer. We have no franchise, as such, with the Northern : 
States Power Co., although 2 years ago we got a little bit irked by it, 
and we finally negotiated a partial—a contract partially covering the . 
situation, whereby they agreed to pay what is called a street-use charge, 
which amounts to about a half million dollars a year to the city of 
Minneapolis. 

We have no power of regulation over their rates other than the ' 
common-law regulation. , 


I take it, if rates become quite unreasonable, I take it you can apply 
to the courts for relief with respect to public utilities. 
Mr. Avery. Then, you are saying, in effect, that the city of Minne- 
apolis should have protection against natural-gas producers in the 
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natural-gas producing area, although you feel that these smaller com- 
munities are getting along all right without any protection ? 

Mr. Sawyer. Protection as to gas or electricity ? 

Mr. Avery. Well, on either. Let us take electricity. 

Mr. Sawyer. If you are talking about gas, I might say that the 
same situation applies to most of the smaller munic ipalities, particu- 
larly the suburbs of Minneapolis. They negotiate franchises and con- 
tracts with the gas company, but with the electricity, I am sorry to 
say, really sorry ‘to Say, that the small towns have no recourse—neither 
the small towns nor the ¢ ity have any recourse at the present time. 

Mr. Avery. That is all. 

Thank you, Mr. Sawyer. 

The Cuamman. Dr. Neal? 

Mr. Neat. Mr. Sawyer, there is one question here that I am quite 
unclear on. 

I noticed you made reference to the fact that pipeline companies are 
allowed a certain return or consideration for all of the incidental 
things that come about as a result of the exploration and the produc- 
tion of oil and gas. 

Now, what I mean is this: Is there as difference between the amount 
of consideration that is given to the individual who explores for gas, 
and the pipeline company that also has its exploration facilities or 
affiliated companies; do they both get the same treatment insofar as 
regulation by the Federal Power Commission is concerned ? 

Mr. Sawyer. Well, if I understand your question, I think IT under- 
stand your question, under the provisions of the Phillips case, they 
are expected to get substantially the same treatment, although the rate 
of return would not necessar ily have to be the same. 

But practically or actually, as 1 understand it, I was reading the 
report of the Federal Power Commission last night, they have a num- 
ber of these rate cases, so-called producer cases, on the docket. They 
have decided only a few of them on a rate-base basis. 

Mr. Neat. That is, both producers, individual producers, and pipe- 
line producers ¢ 

Mr. Sawyer. Well, I am talking about individual producers now. 

Mr. cael Individual producers now ? 

Mr. Sawyer. I am talking about individual producers. 

There i is a comparatively small number that have been decided— 
believe there are 13 or 15 cases in the Federal Power Commission re- 
port for 1956, as it isthere stated. But there are a substantially larger 
number that are pending there, and some where there is evidence w hich 
has been taken, and they have not got the orders yet. 

Mr. Near. Yes. 

Mr. Sawyer. But theoretically the procedure would be the same, 
and actually—well, of course, the Panhandle case that Mr. Heselton 
referred to, took a little different tack as to the pipeline. 

The Federal Power Commission took into consideration or rather 
took the cost as a point of departure, as I recall it, and found a price 
as a cost of service in excess of the cost of production to that pipeline 
company, and then, departing from that, the circuit court of appeals 
said that the public’s interest, the consumer's interest, should be pro- 
tected, and there was not such evidence in the case to justify that de- 
parture from the rate-base method of determination of the price. 
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Mr. Neat. The thing I would like to have clear is this: Do the pipe- 
lines that own production facilities, after being given consideration 
for all expenses incident to the production of this oil, before it goes 
into their own pipelines, say, do they have any advantage over the in- 
dividual producer insofar as costs are concerned ? 

Are they, in other words, able, would you say, by reason of the fact 
they have reserves, and by reason of the fact they have their develop- 
ment material, and so on, can they produce gas going into their own 
pipelines that is cheaper than it can be produced by the average in- 
dividual who goes out and explores for oil ? 

Mr. Sawyer. Well, 1 do not know that they can. 

L probably am not qualified to answer that question. 

This fact remains, though: Some of these wells were drilled by the 
pipeline companies years ago, and they are capitalized at a price, at a 
value, of years ago, and the cost of production years ago. 

If they are brought up under this bill, and section 13F to the rea- 
sonable market price currently, they would be getting that profit. 

Mr. Neat. They would have that much advantage. 

Now, they are entitled to the same 2714 percent depletion allowance 
that the individual pipelines are, are they not / 

Mr. Sawyer. You mean the individual producers ¢ 

Mr. Nea. Yes. 

Mr. Sawyer. As far as their income tax is concerned, I think that is 
true, their corporation tax. 

Mr. Neat. Would it not be reasonable to assume that the pipeline 
company that owns and operates production facilities would have con- 
siderable advantage in overall volume over the advantage that is en- 
joyed by the individual producer ¢ 

Mr. Sawyer. Well, if you are including in that consideration the 
matter of income tax advantage, I think I understand correctly, that 
that income tax advantage is taken into consideration in determining 
the rate of return, in determining the amount necessary to realize 
the rate of return which, I believe, for Northern Natural is 6 percent, 

Mr. Neat. In other words, they do not enjoy any greater returns 
by reason of the 2714 percent allowance that an individual producer 
does ¢ 

Mr. Sawyer. That is the way I understand it. 

Mr. Neat. Thank you; that is all I have. 

The Cuarman. Well, the consumer does get quite an advantage, 
though, by the pipeline company owning the reserves in that they are 
able to supply the volume when the need is required ; is that true 4 

Mr. Sawyer. I would certainly think so. 

The Cuarrman. It is to the advantage of the consumer for the pipe- 
line company to have a certain supply of gas of its own, if they can 
get it. 

Mr. Sawyer. I think that is definitely true. The supply of their 
own, plus contract for additional supplies. 

The Cuatrman. In other words, if they have to depend on contracts 
all the time, then they have got to go out and find the gas and enter 
into those contracts. 

Mr. Sawyer. That is correct. 

The CHarrmMan. On the other hand, if they have got a supply of 
their own that they can supplement the gas that they contract for, 
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then it puts them in a much more favorable position to serve the con- 
sumer with the supply he requires; does it not? 

Mr. Sawyer. Yes; I certainly would not quarrel with the pipeline 
company producing gas. 

The Cuarrman. And has it not been a fact that in view of what has 
happened in the way the Federal Power Commission has regulated the 
industry in the past, that the pipeline companies have reduced sub- 
stantially their reserves, and the trend has been way down in the last 
few years of pipeline-owned reserves ? 

Mr. Sawyer. On that I am not informed. 

The CHatrman. Well, the record shows that and, of course, it es- 
tablishes that. 

Let me thank you very much, Mr. Sawyer, on behalf of the committee 
for your appearance here. 

Mr. Sawyer. Well, I thank you very much, and I am sorry if I in- 
fringed improperly on the time. 

The Cuamrman. Not at all. Iam just trying to accommodate a lot 
of other public officials who are here. 

Mr. Sawyer. Coming to the attorney general’s statement, what dis- 
position is to be made of that ? 

The Cuarrman. I notice this is the special assistant attorney gen- 
eral’s statement. 

Mr. Sawyer. He has prepared it under instructions from his su- 
perior, Miles Lord, the attorney general. 

The Cuarrman. It is a statement of Mr. Harold J. Soderberg, spe- 
cial assistant attorney general, made on behalf of the State of Minne- 
sota? 

Mr. Sawyer. That is so. 

The Cuatraan. You may include it in the record. 

(The prepared statement of Mr. Soderberg, referred to, follows :) 


SrATEMENT OF Harotp J. SODERBERG, SPECIAL ASSISTANT ATTORNEY GENERAL, 
MADE ON BEHALF OF THE STATE OF MINNESOTA 


Mr. Chairman and members of this committee, my name is Harold J. Soder- 
berg, I am a special assistant attorney general for the State of Minnesota. 
Attorney General Miles Lord, who was here before you this week to express 
his opposition to the bill now under your consideration, has directed me to 
present this further statement on his behalf and on behalf of Gov. Orville L. 
Freeman. 

This statement is in opposition to the proposed amendments to the Natural 
Gas Act, as contained in H. R. 6790 (Harris bill) and H. R. 6791 (O’Hara bill). 

Minnesota is, of course, a consumer State with respect to natural gas. As 
such, it is deeply concerned about any legislative proposal calculated to advance 
the interest of natural-gas producers at the expense of natural-gas consumers. 

The purpose of these amendments is said to provide for the protection of 
gas consumers from unreasonable producer rates, and to insure the continuity 
of gas supply in interstate commerce, as well as to give natural-gas producers 
partial exemption from the Natural Gas Act (Federal Power Commission re- 
port on H. R. 6790, May 1, 1957). But Minnesota fails to understand how this 
bill affords better consumer protection from unreasonable gas-producer prices 
than presently obtained under the Natural Gas Act as interpreted by the United 
States Supreme Court in the Phillips case. The answer is, and it is clear in 
the above-mentioned report, that such consumer protection was not a primary 
object to H. R. 6790 or H. R. 6791 but rather became an incidental necessity 
occasioned by the bill itself. AS may be expected, the consumer safeguard 
is dwarfed by the producer relief, the latter being closer to the primary result 
intended. 
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The central feature of the bill is the exemption of natural-gas producers from 
FPC regulation coupled with the retention of FPC regulation over gas pro- 
ducer’s contracts. Unfortunately, in this balancing of interests the power 
retained appears to be inadequate. The formula proposed for the fixing or 
approving of rates under producer contracts, being reasonable market price, 
is not equitable, even with the attached standards, since the bill requires the 
FPC to consider natural gas as a commodity and, apparently in consequence, 
prohibits the FPC from considering costs or using the public utility rate base 
cost-of-service concept or formula. 

This amendment to the Natural Gas Act involves so basic a change in philos- 
ophy that a high burden of persuasion is suggested for the proponents. The 
change in philosophy is that natural gas is no longer considered as a natural 
resource of the country, wherever it is found, for the use and benefit of as 
many as possible. The emphasis is changed to make this God-given source 
of heat and power the object of exploitation among the few that possess it. 

The proponents justifications fail to satisfy either on a theoretical or on a 
factual basis. We know of no feature in the Natural Gas Act as it now stands 
preventing the FPC from allowing producers of natural gas a sufficiently high 
price to compensate these producers for all costs, the risks involved in the in- 
dustry and the return required to encourage exploration. Factually, there seems 
to be no basis for this legislation either. The following statements are taken 
from the American Gas Association’s 1956 Gas Facts: 


““NATURAL GAS RESERVES 


“At the end of 1955, proved recoverable natural-gas reserves amounted to 
223.7 trillion cubic feet. This represents an increase of 12 trillion cubic feet 
or 5.7 percent over the previous year, and represents the second greatest annual 
increase since AGA committee on natural gas reserves initiated the compila- 
tion of consistent estimates in 1946. This gain was achieved in spite of record 
net production of 10.1 trillion cubic feet during 1955, up from 9.4 trillion the 
previous year” (p. 5). 

“NATURAL GAS PRODUCTION 


“Well-drilling activity reached a new peak in 1955, as 56,682 new well comple- 
tions were recorded. Of these 3,613 were gas wells, a decline of 9 percent from 
the previous year’s record, but still 20 percent higher than the 1946-50 average. 
Total new oil-well completions, many of which produce gas as well as oil, 
aggregated 31,567, up 6 percent from the 1955 peak” (p. 23). 


“NATURAL GAS TRANSMISSION 


“At the end of 1955, the Nation’s network of gas-company field and gathering, 
transmission and distribution mains totaled 497,390 miles, an increase of 28,090 
miles during the year, equivalent to 6.0 percent and the largest annual incre- 
ment in history. Of this composite, 145,190 miles represented transmission pipe- 
line, with this segment of the network showing a gain of 7,580 miles during 1955. 
The Nation’s distribution network now aggregates 305,980 miles, an increase of 
17,970 miles during the year” (p. 53) 


“NATURAL GAS FINANCE 


“During 1955 total construction expenditures of the gas utility and pipeline 
industry aggregated $1.345 billion. Although slightly below the industry fore- 
cast, this amount was sufficient to cause 1955 to be the third largest construc- 
tion year of the industry and the sixth consecutive year in which new construc- 
tion expenditures exceeded $1 billion. 

“Total expenditures for new facilities during 1956 are estimated at a record- 
breaking $1.6 billion. During the 4 years 1956-59 expenditures should aggregate 
$7.3 billion, the greatest sum ever expended by the industry in any 4-year period” 
(p. 215). 

The reasonable market price factor is, of course, passed on to the consumer 
by the provision that it be considered as an operating expense for pipeline 
companies. Thus occurs a definite impairment in the original intent of the 
Natural Gas Act on the basis of most indefinite justifications. We cannot esti- 
mate what rate increases would be required of the FPC under the changes 
proposed, but it is certain that some increases would result. In that connec- 
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tion, we call this committee’s attention to the statement of former Federal 
Power Commissioner Leland Olds, dated May 3, 1957, wherein he calculates 
the effects of increased field prices which might result from this bill. Based upon 
total sales for 1955 in Minnesota of 109,140,000 M ec. f., he concludes an increase 
of field price cost per M ec. f. of 5 cents would cost the consumers of Minne- 


sota $5,457,000 each year, 10 cents would cost them $10,914,000, 15 cents would 
cost them $16,371,000. 


In 1955, Minnesota had 360,000 natural-gas customers. This number is 
steadily increasing and it will drastically increase during 1957 and 1958, as a 
result of applications by competing pipelines now pending before the FPC, or 
declared, to extend service to many parts of the State of Minnesota not here- 
tofore served at all. Governor Freeman and Attorney General Lord have taken 
a most active role in urging approval of these expafsions by the FPC. The 
communities involved in these applications want natural gas; they want it as 
soon as possible; and, like the communities already consuming natural gas, 
they want the gas at the lowest reasonable prices. We believe they should have 
gas, and have so stated to the FPC: we also believe that these and the other 
communities in the State of Minnesota should have their natural gas at fair 
and reasonable prices, and we so state to this committee. 

rhe cities of Minneapolis and St. Paul, as well as the major gas-distribution 
companies in the State of Minnesota, will file statements of opposition to this 
bill on their own behalf, but we join with them in urging this committee not to 
recommend for passage either H. R. 6790 or H. R. 6791. 

The CHatrmMan. Next we have a representative of the State of Illi- 
nois, representing the mayor of Chicago. 

Mr. Mack. I would like to state that Mr. Danaher, our next witness, 
is one of the outstanding attorneys in Illinois. 

He was a member of the Illinois Commerce Commission which cer- 
tainly qualifies him as an authority on this subject. He is presently 
first assistant corporation counsel and is representing the mayor of 
Chicago today. 

Although he is from Chicago, we also like to claim him from down- 
state. He is well known and well liked in the Springfield area since 
he lived in Springfield while serving in the administration of Gov. 
Adlai Stevenson. 

Mr. Danauer. Thank you, Mr. Mack. 

The CuHatrman. I might also say you have a very fine and able 
member in your member from Illinois on this committee. 

Mr. Danauer. We appreciate that very much, Mr. Chairman. 

The Cuamrman. I amreferring to Mr. Mack. 

You may proceed. 


STATEMENT OF J. J. DANAHER, ASSISTANT CORPORATION COUNSEL, 
CITY OF CHICAGO 


Mr. Danauer. My name is J. J. Danaher. Iam an assistant corpo- 

ration counsel of the city of Chicago assigned to the public utilities 

division of the city law department. I was a member of the Ilinois 
Commerce Commission, 1949-52. 

Due to unavoidable engagements in the city, Mayor Daley was un- 
able to personally appear ‘and present his v iews on this proposed legis- 
lation and I was requested to do so in his absence. I shall try to do so 
to the best of my ability. The city appreciates the opportunity af- 
forded it by the committee to present its side of the controversy. 

Mayor Daley has taken a very definite and positive st: and in opposi- 
tion to the proposed bill and he so advised the mayors’ committee to 
that effect. In his telegram to that committee, Mayor Daley said that 
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he was opposed to any amendment to the Gas Act exempting producers 
or changing the method of regulation now in effect approved by the 


Supreme Court. ol 
‘he sole issue presented by the proposed bill, it seems to us, is one ‘" 
that has to do Ti the basic national public interest. In stating this : 
Vv 


to be the issue, I do not mean to.convey the impression that this issue 


applies only to the rate payers and ignores the interests of the gas " 

producers. On the contrary if the inte rest of either one is served to 

the detriment of the other, “public interest,” as we understand the term, h 

would be defeated. ; 
The producers should be allowed a fair return on their investment 


as that term is generally understood in public utility regulation, while 
the rate payers’ interests should not be jeopardized by selfish or nar- 
row legislation. The proposed bill would place an unreasonable and ‘ 
unconscionable burden upon the rate payers through excessive rates 
to be charged for services which have become a vital necessity to their 
economic existence. 
Judging the proposed legislation upon this basis, it is difficult to 
come to any other fair conclusion than that the proposed bill certainly 
leaves the gas consumers helpless and defenseless either before the | 
Comission or the courts. : 
This may seem to be a harsh criticism but no other adequately) 
expresses the character of the proposed bill. Let us consider for a 
moment the conditions under which the bill is presented for con 
sideration and the existing circumstances surrounding the natural gas | 
industry today. 
It is significant that no serious complaint has been raised against 
the proc edure now in effect before the Federal Power Commission 
insofar as the pipelines are concerned. It is generally conceded that 
they are reimbursed for every penny expended by them in exploration 
or production of natural gas. Insofar as the producers are concerned, 
the present procedure permits all existing contracts to remain in effect 
subject to further action by the Commission. 
When a previous attempt was made to accomplish a similar objec 
tive to the present bill—I have in mind the Harris-Fulbright bill 
the city of Chicago through its special assistant corporation counsel, 
Joseph F. Grossman, appeared before the committee of the Senate and 
presented arguments supported by effective data, opposing that legis- 
lation on the “ground that it afforded no protection to the gas consumer 
and should therefore be defeated. A fair analysis of the current bill 
leads to the very same conclusion. 
This bill affords no protection to the gas consumers, particularly 
in view of the fact that the FPC under the provisions of this bill 1s 
left no discretion but is given a mandatory injunction to validate all 
producers’ prices in new contracts unless the same are in excess of 
reasonable market prices. 
Likewise as to existing contracts the Commission must validate all 
increases under indefinite clauses which do not exceed reasonable 
market price. 
As to the reasonable market price formula, it affords no consola 
tion to the rate payer. It is clearly indefinite, arbitrary and preju- 
dicial to the public interests. 
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This bill would not only override the decision of the Supreme Court 
of the United States in the Phillips and Panhandle cases but it is 
clearly antagonistic to the fundamental purpose of the Natural Gas 
Act. It was held in both of these cases that the purpose of the act 
was to protect gas consumers against exploitation at the hands of 
natural-gas companies. 

This proposal definitely exploits the rights of gas consumers at the 
hands of gas companies and in our opinion no other fair interpreta- 
tion may be applied to its effect on the consumers of natural gas as 
will be clearly apparent from a consideration of the various sections 
which this bill proposes to affect. 

Section 2, subsection 10, which defines “transportation of natural 
gas in interstate commerce,” and subsection 11, which defines the term 
of “sale of natural gas in interstate commerce” vitally constrict the 
scope of the Natural “Gas Act with respect to interstate transportation 
and sale of natural gas. 

The effect of subsection 10 would be to exempt any person in or 
near the vicinity of the field or fields where gas is produced, including 
independent producers, pipeline companies and their affiliates, from 
the jurisdiction of the FPC. 

The effect of subsection 11 would limit the Commission’s jurisdic- 
tion as to sales in interstate commerce to sales between pipeline com- 
panies or sale by pipeline companies to distributing utilities which 
occur outside of the vicinity of fields where gas is produced. 

The governing term, “vicinity,” is given no definite meaning under 
the act and leaves this section wide open to dispute and final adjudica- 
tion by the courts after long and expensive litigation. This fact 
would be particularly true in situations where processing, treatment, 
and compression occur at distances outside the defined limits of a gas 
field. 

The bill purports to protect consumers against unreasonable rates 

caused by excessive contract prices where so-called new contracts or 

renegotiated contracts are involved. An analysis of the bill clearly 
demonstrates that this is a mere sham or an illusion when the ultimate 
effect of the proposed amendment is fairly considered. 

This bill does not vary in any material effect from the formula pro- 
posed in the prior Harris-Fulbright bill which was vetoed by Presi- 
dent Eisenhower because it lacked consumer protection. This bill 
actually permits the producers to charge whatever the traffic will bear. 

The need for control is recognized in the bill, but the very control 
intended is used as a standard of the very market prices sought to be 
controlled. Asa matter of fact, the Commission would have no feasi- 
ble alternative in determining the reasonable market price but to 
accept the price agreed upon by the producer and the pipeline com- 
pany. 

The bill will not permit the Commission to consider the vitally 
important factor of cost. As a matter of fact, the Commission would 
have no jurisdiction whatever over the producer. ‘These facts have 
particular significance to gas consumers residing in the Chicago area. 

The Natural Gas Pipeline Co. of America is a wholly-owned sub- 
sidiary of the Peoples Gas Light & Coke Co., the latter being the sole 
suppher of gas to Chicago residents. The Peoples Co. also controls 





a 


678 NATURAL GAS ACT 


phan Production and Peoples Production companies, both being 

gas producers and potential suppliers of gas to the Peoples Co. - 

Another fact to consider is that the Chie: ago consumer has invested 
approximately a half billion dollars in equipment that may only be 
used for gas consumption. He is in every sense of the word a practical 

‘aptive of the Peoples Co. service in the Chicago area. 

Every time there is an increase in Natural Gas Co. or Texas Illinois 
Co. rates, it affects the Peoples Co.’s operating costs, and has in several 
instances resulted in an application by the latter company to the 
Illinois Commerce Commission for an increase in rates in the Chicago 
area. In conclusion, I would like to discuss briefly the effect of this 
bill on gas rates in the Chicago area. 

When Mr. Grossman made his argument before the Senate Com- 
mittee on Interstate and Foreign Commerce in opposition to the 
Fulbright bill in 1955, he presented data appearing on page 763 of 
the printed proceedings of that hearing wherein it was shown that 
within a period of 4 years the cost of natural gas to the distributing 
company in Chicago—the Peoples Gas Light & Coke Co.—had doubled. 
The rate jumped from 12.07 cents per thousand cubic feet in 1950 to 
24.01 cents in 1955. This, of course, meant an increase in rates for 
Chicago consumers. 

Mr. Grossman further pointed out, page 776-7, in that same docu- 
ment, that the Peoples Gas Light & Coke Co.’s purchases of gas as of 
December 1954 were 128,283,500,000 cubic feet, and that every 1-cent 
increase in price of gas in the field would increase the price to Chicago 
consumers $1,282,835. 

Mr. Chairman, I regret that I have not available at this time a copy 
of these exhibits, but I would like to have them become a matter of 
record in this proceeding by reference. 

There are two exhibits in the proceeding, Mr. Chairman, that 1 
would like to have made a part of the record by reference, if it is 
agreeable to the committee. 

The CHatrMan. ue 

(The documents referred to follow: 


oe re Fi ee ees ee SP) nS ed , a Se, es ed Pt Pt 


Within the last 4 years the cost of natural gas to the distributing company 
in Chicago was doubled principally because of so-called competition in the sale 
of gas in the producing fields. The following table of the average cost of all 
natural gas purchased by Peoples Gas Light & Coke Co. of our city, including 
low-cost gas purchased at interruptible rates, indicates the effect on the whole- 
sale rates for gas to the Chicago area of the kind of competition which now 
exists in the gas fields: 


Cents per 
thousand 
cubic feet 

July 30, 1950___-- arse ee ats e Miasahenis ae OE 
July 30, 1951- eaheoe ae Je ae x sabseenise ae ae 
July 30, 1952_- ‘su au Biss canals caliente eidatnteichhsiades doe bined attach 14. 32 
Dec, 31, 19538__....... seis ican Sites cial ata erie aiean es () 

Dee, 31, 1954__- ee stasine ealepalaindeatie apabilh i ahsen desetianh tactics cai Gagne aceite ld ainda 19, 32 
Mar. 2, 1955_ saa a cae ee ie Sn 


1Not available. 
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Texas-lllinois Natural Gas Pipeline Co. gas purchases 





Year ending Dec. 31, 1951 ! | Year ending Dec. 31, 1954 2 
Average | | Average | 
Amount cost per | Total | Amount | costper | Total 
thousand cost thousand | cost 
cubic feet cubic feet | 
Cents Cents 
Abercrombie , 41, 610, 000 9.650 | $4,015, 365 41, 610, 000 9, 672 $4, 024, 519 
LaGloria Corp 17, 520, 000 7. 460 1, 306, 992 17, 520, 000 7. 484 | 1, 311, 302 
LaGloria Operators 31, 025, 000 7. 460 2,314,465 | 12,775,000 7. 484 | 953, 158 
Phillips Regular 10, 220, 000 9. 000 919, 800 10, 220, 000 9. 470 967, 834 
Magnolia _- . ; 12, 045, 000 7.018 | 845, 318 
Atlantic Refining a E 16, 425, 000 7.018 | 1, 152, 707 
MeCarrick Oil_-- ‘ ; Feat 730, 000 7. 018 51, 231 
Argo Oil. J aes ree : -* s ; 1, 460, 000 12. 283 179, 336 
Panhandle Oil ‘ ‘ 480, 000 7. 456 35, 792 
Texas Co-__- jbed 13, 505, 000 15. 066 2, 034, 758 
Stanoline 4, 579, 000 15. 066 | 689, 904 
Tidewater ac 4, 380, 000 15. 066 659, 921 
B. B. M., W. Bernard 1, 460, 000 15. 066 219, 974 
Tidewater . 5, 475, 000 15. 066 824, 902 
Kidd & Smith ; : 730, 000 12. 300 89, 790 
French a vk ad ; 730, 000 15. 000 109, 500 
Sinclair . Bc cnet Pinkeare ; ee a ae 1, 981, 000 13. 000 257, 530 
Shell_--- ia oe j a . Atonaat = 240, 000 10. 416 25, 000 
Stanolin ----_- ; ; ‘ ose oe : 1, 825, 000 12. 500 228, 125 
Longhorn . P ie 334, 000 12. 200 40, 748 
Gas Gathering, Inc- -- i a 1, 825, 12. 500 228, 125 
Rowan Oil_...-.-- ; . ae sa 367, 500 13. 000 47,775 
Phillips Special pith ; Pa: 3, 505, 261 15. 000 525, 789 
Total ‘ -| 100,375,000 8. 524 8, 556, 622 154, 201, 761 10. 056 15, 506, 033 


| These figures are taken from Opinion 195 of FPC entered in Texas-Illinois original certificate case Docket 
No. G-1246. 
2 Latest estimate submitted by Texas-Illinois in FPC G-2219, exhibit 22. 


Vatural Gas Pipeline Company of America: Source of supply 








1952 ! 12 months ending June 30, 1955 2 
Average Average 
Amount cost per Total Amount cost per Total 
thousand cost thousand cost 
cubic feet cubic feet 
Field purchase Cents Cents 
Burnett & Cornelius 2, 450 6. 269 2, 567 219, 000 6. 371 
Nutter 407, 940 6. 269 . 575 328, 500 6. 371 
Sinclair 3, 470, 161 8. 961 310, 960 4,015, 000 9. 156 
Cities Service 11, 819, 807 9. 030 1, 067, 402 5, 175, 000 10. 719 
Panhandle Eastern. -- 7, 366, 342 9. 380 690, 963 
Red River Gas 3, 997, 675 5. 359 214, 263 
Kimberline & Howse anak 182, 500 8.13 14, 839 
Phillips . 12, 347, 000 15, 000 1, 852, 050 
Fulton 1, 460, 000 15. 830 231, 118 
Total field purchases 27, 262, 375 8. 516 2, 321, 729 24, 027, 000 12. 849 3, 087, 410 
Gasoline plant outlet pur- 
chases 
Panoma, regular 22, 057, 555 8. 347 1,841,175 23, 705, 000 9. 826 2, 329, 301 
Panoma, supplemental ‘ 11. 138 398, 175 
Shamrock, regular 5. 443 556, 429 9, 490, 000 6. 031 572, 360 
Shamrock, supplemental 7, 300, 000 12. 159 887, 651 
Total gas outlet 35, 853, 557 7. 797 2, 795, 779 40, 495, 000 9. 357 3, 789, 312 
Pipeline purchases: 
Colorado Interstate 49, 236, 451 4.167 2, 051, 775 48, 910, 000 15. 540 7, 600, 944 
Do 18, 250, 000 17. 699 3, 230, 174 
Total pipeline pur- 
chases 49, 236, 451 4. 167 2, 051, 775 67, 160, 000 16. 127 10, 831, 118 
Total purchases 112, 352, 383 6. 381 7, 169, 283 131, 682, 000 13. 447 17, 707, 840 
Natural’s production i 87, 687, 270 , ‘ 68, 968, 500 8.151 5, 621, 829 
Total gas, supple- 
mental 200, 039, 553 200, 650, 500 11. 620 23, 329, 669 


Exhibit 2 submitted in FPC, 2083 
? Statement H-1 (c) p. 2A in FPC, G-3123 
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Mr. Danauer. Bringing these figures more up to date as regards 
the Chicago area gas consumption, exhibit 99 , sponsored by the Natural 
Gas Co. in docket No. G-9966 now pending before the FPC, shows 
the Peoples Co. served 982,804 customers in ( ‘hicago in 1957, and it . 
was estimated that this figure would increase in 1958 to 987 ,880, 1959 
to 992,915, and in 1960 it would reach a total of 996,930. P 


The natural-gas requirements would be 135,691 million M e. f. for ” 
the year 1957; 163,703 million for 1958; 177,249 million for 1959; and 
189,134 million for the year 1960. f 


Therefore, an increase of 1 cent per cubic foot of gas would result 
in Chicago consumers paying an additional $1,357,000 for 1957, $1,- 
637,000 for 1958, $1,772,000 for 1959, and $1,891,000 for 1960. 

When it is considered that the field price of gas over the last 7 or 
8 years has risen from approximately 5 cents per thousand cubic feet 


to more than 10 cents, the enormous potential increase in the cost of gas 
when left entirely to the self-interest of the producers and the addi- 
tional revenue accruing to both pipelines and producers as a result 
thereof, the ultimate effect of this proposed bill assumes enormous L 


financial proportions. 

In this connection it is pertinent to recall the testimony of the chief 
executive Officer of the Natural Gas Co. in a proceeding pending be- | 
fore the FPC wherein the field price was a dominant issue. We quote 
from page 543 of the record; that is the case G-3123: 


I am attempting to state the policy and the beliefs of our company and the l 
reasons why we support the Commission’s policy as expressed in the Panhandle { 
case. 

The Panhandle case allowed field price for company-owned pro- 
duction. Continuing on page 526 of the record, we quote: 


We would be here seeking the application of the Panhandle doctrine to provide 
incentive whatever excess dollars would be, whether that would be a million ( 
dollars, $4 million, or $20 million. 
In this particular rate case, Natural, which is a larger producer 
is claiming an increase in rates of $5,600,000 annually, based upon a ( 
field price of approximately 8 cents per thousand cubic feet. This | 
price is well below the prices of 15 to 20 cents or more which it will 
be possible for the company to secure under the proposed reasonable- 
market-price formula, which would involve an increase of more than | 
$11 million. | 
It is the considered judgment of Mayor Richard J. Daley, of the 
city of Chicago and his administration that the proposed legislation , 
will do irreparable harm to gas consumers of Chicago; that it will 
result in substantial and unnecessary rate increases; that the reason- 
able-market-price formula of the bill rests solely upon the prine iple 
of charging what the traffic will bear; and that the only hope against 
exorbitant gas rates lies in the present mode of regul: ation under the 
provisions of the Natural Gas Act and the decisions of our courts. 
We respectfully submit that the proposed amendment should be 
defeated. 
The Cuarrman. Is that all, Mr. Danaher? 
Mr. Danauer. That is all, Mr. Chairman. 
The Cuarmman. Mr. Danaher, we thank you very much for your 
statement on behalf.of your esteemed and distinguished mayor of 


Chicago. 
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On page 7 you refer to a copy of the exhibits becoming a matter 
of record by reference. Did I misunderstand when I understood that 
you wanted to have the exhibits includled in the record, themselves ? 

Mr. Dananer. Yes; I would prefer. I think it would serve a pur- 
pose for the committee to see them and to know exac tly what they 
contained. 

The Cuarrman. Are they lengthy exhibits? 

Mr. Danauer. No. One is about a half page and one is about a 
full page. 

The Cuarrman. Wouldn’t you rather have them in the record itself 
instead of merely by reference ? 

Mr. Danauer. I would prefer it, I certainly would. 

The CHarrMan. You may inc lude it in the record with your state- 
ment if you will furnish the reporter with such copy as you like. 

Mr. Danauer. Thank you. 

The Cuarrman. Mr. Mack? 

Mr. Mack. Mr. Danaher, I notice you estimated the increased con- 
sumption in Chicago—that is also on page 7. 

Mr. DaNnaner. Yes. 

Mr. Mack. At least to the year 1960. I gather from that that you 
have a demand for additional gas at the present time? 

Mr. Dananer. Oh, yes, we have. 

Mr. Mack. In your opinion, would the enactment of this legislation 
make any more gas available in these areas were it is being demanded 
today ? 

Mr. Danauer. No; I do not think it would, Mr. Congressman, at 
all. If anything, it might tend to increase the prices, and it would 
be detrimental to the supply of gas. 

Mr. Mack. I notice that the distributing company in Chicago also 
controls the two pipelines that are serving Chicago at the present time ? 

Mr. Danauer. That is true. 

Mr. Mack. As I understand it, at the present time there are two 
other pipelines which are petitioning the Federal Power Commission 
to obtain permission to bring gas into Chicago, is that correct ? 

Mr. Dananer. That is correct. In Case 9966 and in Case 10124, I 
think the second number is, Midwest and Tennessee Gas Transmission 
are both petitioning to get into the Chicago area. The immediate ap- 
plication is to supply gas to Inland Steel and United States Steel. 

Mr. Mack. From that, then, I would conclude it is not a question 
of the availability of the gas but rather of the distribution facilities 
for supplying these additional people that vou talk about ? 

Mr. Dananer. That is very true, and I think also the committee 
should know that Natural, in 9966, G-9966, before the Federal Power 
Commission, has an application to approve a contract that will en- 
title them to 480,000 additional thousand cubic feet that will come 
over the Colorado Interstate and Northwest Pacific lines. 

In addition to that, in 4280, G-4280, they have 80,000 more coming 
in from the panhandle, from Jack and Wise Counties, and then from 
Oklahoma, under 8301, the Lone Star they have 100,000 more, so addi- 
tionally within probably the next year they will have approximately 
660,000 thousand cubic feet per day running into the Chicago area 

Mr. Mack. Some reference has been made to some of the downstate 
communities in Illinois, and I presume that the same situation exists 
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in those instances where it is principally a question of the distribution 
and the facilities and the extension of the pipelines rather than the 
limitation on the supply ? 

Mr. Dananer. That would be true. I do not think there is any 
serious question about the supply of gas. 

Mr. Mack. I would think that would be true in our particular area 
in Illinois. 

Mr. Dananer. That is true. 

Mr. Mack. I just have one other question I would like to ask. 

There have been assertions made that gas is a commodity and, 
therefore, should not be controlled or regulated, and I would be in- 
terested in having your opinion. 

Natural gas has been controlled in the pipelines since 1938, and I 
cannot see much difference between controlling it there and con- 
trolling it or regulating it at the producer level when it enters the 
pipelines. 

Mr. Dananer. Well, I would agree with that statement. 

I cannot see why they both c annot be regulated. It is true that the 
Federal Power Commission at the present time has not set up any 
definite formula for that particular purpose, that they file their con- 
tracts and the contracts mean a status quo. But from my experience 
in regulated matters, I could not see why they could not formulate 
some sort of a plan. 

Mr. Mack. Thank you very much. 

The Cuarrman. Mr. Hale? 

Mr. Hate. Mr. Danaher, on page 5 of your statement you begin the 
second paragraph as follows: 

This bill does not vary in any material effect from the formula proposed in the 
prior Harris-Fulbright bill which was vetoed by President Eisenhower because it 
lacked consumer protection. 

Have you compared this bill with the bill passed in the last session 
of Congress ? 

Mr. Dananer. I have not compared it in detail completely, Con- 
gressman. 

Mr. Hater. I cannot hear you. 

Mr. Dananer. I beg your pardon. I say, I have not compared it 
line for line, but I understand that the general purpose of the bill, 
of the Harris-Fulbright bill, was to at least encourage the cost formula, 
whereas, the present bill definitely precludes it. That is what I had in 
mind. 

Mr. Hate. I suggest that you compare it carefully line for line. 

Now, the statement that the Harris-Fulbright bill was vetoed by 
President Eisenhower because it lacked consumer protection is com- 
pletely untrue; is it not ? 

Mr. Dananer. No; that is my understanding, the basis of it. 

Mr. Harr. Have you ever read the veto mess: age ? 

Mr. Dananer. No; I have not. 

Mr. Harr. Would you get the veto message and read it? 

Mr. Danauer. I would be glad to. 

Mr. Mack. If the gentleman would yield, I have a copy of it. 
Mr. Hate. I have it here. 

Mr. Heserron. May the witness be supplied with a copy of it? 
The CHarrmMan. Will the gentleman yield to Mr. Mack? 
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Mr. Hater. Yes. 

Mr. Mack. I might say to the gentleman I spent considerable time 
when the representatives of the administration were up here asking 
just why the bill was vetoed. I inquired about the arrogant tactics of 
the gas lobby, and no one said this was the reason for its being vetoed. 

So, on that basis, it is possible that he vetoed it because it did not 
protect the consumer’s interest. 

Mr. Hare. Would you be good enough to hand Mr. Danaher a copy 
of the veto message ? 

The CrarrmMan. He has a copy. 

Mr. Hate. You have a copy of it, Mr. Danaher, so it will not be 
necessary for me to read it to you. 

Mr. Dananer. I have a copy of it now, Mr. Congressman. 

Mr. Hare. In the first place, the President says he is “in accord with 
the basic objectives of the bill.” 

In the second paragraph he speaks of, “highly questionable activities 
of private persons,” “arrogant and in defiance of acceptable standards 
of propriety” which, I think, nobody questions. Then he says 

Legally constituted agencies of Government are now engaged in investigating 
this situation. 

He says that he would not be discharging his duty to approve the 
legislation before the activities in question have been fully investigated 
by Congress and the Department of Justice. 

He says: 

I must make quite clear that legislation conforming to the basic objectives of 
H. R. 6645 is needed. It is needed because the type of regulation of producers 
of natural gas which is required under present law will discourage individual) 
initiative and incentive to explore for and develop new sources of supply. 

Where do you find in that veto message any language which says 
that the bill was vetoed because it did not give consumer protection 4 

Mr. Mack. If the gentleman will continue reading the veto message, 
the last paragraph of the message, I think that will bring it out. If 
the gentleman will yield I will read it: 

I feel that any new legislation, in addition to furthering the long-term interest 
of consumers in plentiful supplies of gas, should include specific language pro- 
tecting consumers in their right to fair prices. 

The Cuairman. I think everybody understands what the situation 

s, and has, since the President vetoed it. 

I am sure Mr. Mack has no intention at all of trying to reverse 
what he tried to develop a few days ago. 

Everyone, of course, puts their own interpretation on the veto, 
und I think the matter speaks for itself. 

Mr. Have. Mr. Danaher, if costs—if this bill were amended so as 
to make costs a factor to be considered in the control of the producers, 
would that affect your attitude? 

Mr. Dananer. That would depend, Mr. Congressman, on how, to 
what extent, the cost phase of it would control the determination of 
the Federal Power Commission insofar as rates are concerned. Mere- 
ly to change that item with reference to costs and then counterbalance 
it with other provisions, of course, would not serve my purpose. 

Mr. Hare. Do you trust the Federal Power Commission ¢ 

Mr. Danauner. I would say on the whole, yes; I do. 

92196—57—pt. 1-44 
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Mr. Hare. That is all, Mr. Chairman. 

Mr. Dananer. They are a public body and, in my estimation—I 
practiced before them for the last couple of years—and I have the 
highest respect for the members of the Federal Power Commission. 
I do not say they are infallible, but I do say that they are human. 

The Cuarrman. I am sure the members of the Commission would 
appreciate your statement a little bit more so than they did that of 
the mayor of Philadelphia. 

Mr. Dananer. Mr. Chairman, I was on a commission 4 years my- 
self, and I know sometimes they are subject to misinterpretation. 

The Cuatrman. Mr. Dingell, did I call on you? 

Mr. Dineett. Thank you, Mr. Chairman. You called on me, and 
I have no questions. 

The CuarMan. Mr. Heselton ? 

Mr. Hesevron. Mr. Danaher, will you identify the chief executive 
officer of the Natural Gas Co. whom you quote on page 8% 

Mr. Danauer. Yes. His name is Mr. James E. Oates. 

Mr. Hesevron. What is his position ? 

Mr. Dananer. At that time he was chairman of the board. 

Mr. Hesetron. Of what company; Natural Gas Co. ? 

Mr. Danauer. He was chairman of the board of Peoples. He was 
chairman of the board of Natural, and he was chairman of the board 
of Texas-Illinois. 

Mr. Hesevron. Now, if I understand your statement correctly, the 
Peoples Gas Light & Coke Co. is the sole distributor at the present 
time, sole supplier, of natural gas to the people of Chicago ? 

Mr. Danauer. That is true. 

Mr. Hesevron. And the Natural Gas Pipeline Company of America 
is a Wholly-owned subsidiary of the Peoples Co. ? 

Mr. Dananer. To the extent of about 98.9 percent or something 
like that. 

Mr. Hesevron. What is the Texas-Illinois Natural Gas Pipeline 
Co. ? 

Mr. Danauer. Well, that is a pipeline that runs gas into the Chi- 
cago area from the lower section of the country, and I think Peoples’ 
interest in that runs a little bit better than 80 percent. 

Mr. Hesevron. Eighty percent? 

Mr. Dananer Eighty percent. plus, somewhere in that neighbor- 
hood. 

Mr. Heseuron. When you say Peoples, you mean the Peoples Gas 
Light & Coke Co. ? 

Mr. Dananer. Iam sorry, I did not hear that. 

Mr. Heseuron. When you say Peoples, you mean the Peoples 
Gas Light & Coke Co. ? 

Mr. Dananer. I do mean that; yes. 

Mr. Hesevron. I want it clear in the record. 

You said the Peoples Co. also controls the Texoma production? 

Mr. Dananuer. Yes. 

Mr. Heseiron. The Texoma production supplies whom ? 

Mr. Danauer. Well, they are presumably to supply the Peoples. 
But that is a comparatively new company and a prospecting, as I 
understand it, company, and has not been too successful, so there- 
fore, the volume of gas supplied Peoples is not very extensive. 
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Mr. Heseiron. How much of a control do Peoples have on Texoma? 

Mr. Danauer. They have avery substantial control. I donot know 
offhand, but I should judge in the neighborhood of 90 percent. 

Mr. Heseuron. And what about the Peoples Production Co. who 
controls that ? 

Mr. Danauer. Well, that is a three-company arrangement down for 
offshore gas exploration in Louisiana; and Peoples owns the con- 
trolling interest in a third of that sy ndicate stock. 

Mr. Hesevtron. Did you say somewhere in your statement that there 
was an application of -_ her pipeline company to serve Chicago? 

Mr. Danauer. Yes; I did. 

Mr. Heseuron. What is the name of that pipeline company d 

Mr. Danauer. Well, it is a combination. It is Midwest Gas Pipe- 
line Co. and the parent of that company is the Tennessee Gas Pipeline 
Co. 

Mr. Hesevron. In connection with that application has the Natural 
Gas Pipeline Co. of America taken any position ¢ 

Mr. Danauer. Oh, yes; very definitely. 

Mr. Hesevron. What is their position ? 

Mr. DanaHer. Opposition to it. 

Mr. Hesetron. Has the Texas-Lllinois Natural Gas Pipeline Co. 
taken any position ¢ 

Mr. Danauer. I do not think they are even a party to that proceed- 
ing, Mr. Congressman. 

Mr. Hesetron. Going back to the Natural Gas Pipeline Co., do you 
have with you the sources of their supply ? 

Mr. Danauer. No; I have not. 

Mr. Heseiron. Are you ac quainted with the sources of their supply ¢ 

Mr. Dananer. Yes; I have it here up to the year 1955. 

Mr. Hesevron. Let me ask you a question, first. 

Mr. Danauer. Yes. 

Mr. Hesevton. May I ask what particular figure or particular 
period you are referring to, now ? 

Mr. Danauer. For the 12 months ending June 30, 1955. 

Mr. Hesetron. All right. 

Do you have anything later than that ? 

Mr. Danauer. No; I have not. 

Mr. Hesexiron. Referring to what you have before you which, | 
understand, was supplied by officials of the city of Chicago in the public 
record, out ‘of the purchases in that period, 24,027,000 cubic feet, how 
much of it was obtained from Phillips ? 

Mr. Danauer. 12,347,000. 

Mr. Heseiron. Perhaps I misstated it. Did I state 24 million, Mr. 
Reporter ¢ 

(The question was read by the reporter. ) 

Mr. Heseiton. How much was obtained from Phillips in that 
period ? 

Mr. Danauer. 12,347,000. 

Mr. Hesevton. Have you the rest of the figures of the field pur- 
chases for that period ? 

Mr. Danauerr. Yes; I have. 

Mr. Heseiton. Will you state them ¢ 
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Mr. Dananer. From Burnett and Cornelius, 219,000; Nutter, 329- 
500; Sinclair, 4,015,000; Cities Service, 5,475,000; Kimberline and 
Howse, 182,500; Phillips, 12,347,000; Fulton, 1,460,000. 

Mr. Hesevton. For a total of 24,027,000? 

Mr. Danauer. That is correct. 

Mr. Hesetron. Do you know why nothing was purchased during 
that period from Panhandle Eastern ? 

Mr. Dananer. No; I donot. 

Mr. Hesevron. Will you refer to the gas planned output purchases 
during that period ? 

Mr. Dananer. Yes. 

Mr. Hesevron. Will you state them ¢ 

Mr. Dananer. [am sorry, I did not hear you. 

Mr. Heseitron. Will youstate them / 

Mr. Dananer. Panoma regular, 23,705,000; Shamrock regular, 

9,490,000; Shamrock supplemental, 7,300,000 : total, 49,495,000. 

Mr. Heserron. Will you state the ‘pipeline purchases during that 
period ¢ 

Mr. Dananer. Colorado Interstates was practically all of the vive- 
line purchases, totaling 67,160,000. 

Mr. Hesevton. And the total of those purchases you have given us 
so far is how much ? 

Mr. Dananer. Meaning including Natural’s ? 

Mr. Heserron. No. Iam talking about the total. 

Mr. Dananer. The total purchases are 131,682,000. 

Mr. Hesetron. What did Natural Gas Pipeline Company of Amer- 
ica obtain from its own production during that period ¢ 

Mr. Dananer. 68,968,500. 

Mr. Hrsevron. The total gas that was supplied in that period was 
how much ? 

Mr. Dananuer. 200,650,500. 

Mr. Heserron. Thatisall. Thank you. 

The Cuarrman. Mr. Avery? 

Mr. Avery. Mr. Danaher, in your statement, I believe you make this 
observation, that the rate to the distributing company increased from 
12 cents and some odd hundredths to 24 cents between 1950 and 1955? 

Mr. Dananer. That is true. 

Mr. Avery. That is at the bottom of page 6 of your statement 
there. 

Mr. Danauer. Yes. 

Mr. Avery. Do you happen to know if that increase was brought 
about by an increase in well head prices or was that partly absorbed 
by the transmission ? 

Mr. Danauer. I am not in position to break that down right now. 
If you will bear with me for just a minute- 

Mr. Avery. I do not think that is particularly important. 

Do you know this—I think it is more important that you do not 
designate the time of the year in 1955 but, as you know, the Phillips 
decision was in 1954, so part of that increase came about after the 
Phillips decision, did it not ? 

Mr. Dananer. I would assume that would be the fact, yes, sir. 

Mr. Avery. So you are then making this conclusion that you fee] 
that you are recognizing there has been an increase, we do not know 
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how much, on the present rate of determination under the Phillips 
decision; part of that increase has occurred during that time, is that 
right? 

Mr. Danauer. That is possible. 

Mr. Avery. But you feel that there might even have been a greater 
increase, is that the position you are taking, had this bill been etfective 
at that time / 

Mr. Dananer. Yes. 

Mr. Avery. Was that 12 cents reflected in that amount to the 
end consumer or was it more or less than that? Do you happen to 
know that? 

Mr: Dananer. Well, I assume it would be to the end consumer 
because any—— 

Mr. Avery. No more than 12 cents / 

Mr. Dananer. That is right, if I understand your question cor- 
rectly. 

Mr. Avery. All right, say it this way: 

The price to the end consumer did not go up over 12 cents between 
1950 and 1955? 

Mr. Danauer. That is my understanding, yes. 

Mr. Avery. What was the history of your other rates, electricity, 
for instance, did they go up during that time? 

Mr. Dananer. Will you give me those years again, please / 

Mr. Avery. 1950 to 1955. Iam using those dates. 

Mr. Dananer. 1950 to 19554 I think Edison came in for one in- 
crease during that period of time. 

Mr. Avery. You do not know what percent / 

Mr. Dananer. No, I do not. I do not reeall offhand. 

Mr. Avery. But that was regulated by your, what do you call it in 
Illinois? 

Mr. Dananer. The Illinois Commerce. 

Mr. Avery. That is all, Mr. Chairman. 

The CuHarrman. I think that does need further clarifying, Mr. 
Danaher, because it is true that in 1950 the average cost, so w ell de- 
veloped in the record before, the average cost of natural gas supplied 
to your Chicago District Pipeline Co., at Joliet, Ill., for the Peoples 
Gas Light & Coke Co., was 11.4 cents. The wellhead price was 
£.5 cents. 

And then in 1954, it was delivered at that point for the Peoples at 

20.5, which coincides pretty well with the figures you have given as 
to the price of gas at the so-called city gate. 

I wanted to refer to just one question. At page 5 you said: 

As a matter of fact, the Commission would have no feasible alternative in 
determining the reasonable market price but to accept the price agreed upon by 
the producer and the pipeline company. 

That, of course, is what you base your opposition on and what you 
are fearful of. 

Mr. Dananer. That is right. It seems to me to be sort of a vicious 
circle that goes round and round. 

The Cuarrman. May I say for your information, insofar as the 
intent that I have as one of the authors of this bill, that is not the 
proper construction. The intent is stated, very clearly, and that is, 
that in determining what the reasonable price is it shall not be the 
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price of the last sale nor the highest price nor the lowest price, nor 
the weighted highest price, nor the average field price, nor any price 
arrived at by the mechanical application of a single criterion. 

Instead, the intent is a price which the Commission, exercising its 
judgment and discretion in weighing the number of relevant factors, 
determines is the reasonable price. 

If that were to be the intent and that were to be the actual con- 
struction that this conveys, and it were to be administered in that 
fashion, then would you see it in a different light ? 

Mr. Dananer. I am afraid not, Mr. Chairman. 

The Cuarrman. In other words, you do not think that all of these 
relevant factors should be used in coming to reasonable a price? 

Mr. Danauer. I do not think they could be used to defeat the 
price represented in the contract presented to the Commission for 
consideration. 

The Cuarrman. There is another thing. You mentioned, or was it 
the previous witness, that it did not control the gas but it controlled 
the contracts. 

Mr. Dananer. Well, of course, that is an important element in 
the price of gas. 

The CuarrmMan. Well, now, are you saying here that the Federal 
Power Commission should control the entire gas industry, the pro- 
ducing industry ? 

Mr. Dananer. The Federal Power? 

The CHarrMan. Yes. 

Mr. Dananer. Oh, no. 

The CHatrman. You do not think, or do you contend, that they 
should control only the price of it? 

Mr. Dananer. No; no. 

The CHarrman. I am talking about the producer prices. 

Mr. Danauer. Yes. But we are also discussing, as T understand 
it, the interstate operation. 

The Cuatrman. Well, of course, they can control only that which 
goes in interstate. 

Mr. Dananer. That is right. 

The Cuarrman. But I am talking about the producer prices, I am 
not talking about the long lines and distributors. This applies only 
to producers here. : 

Mr. Dananer. I understand that, Mr. Chairman. 

The CrHatrMan. You understand it leaves the interstate pipeline 
companies in the same status as the law is now written and on the 
books by the 1938 act? 

Mr. Dananer. I don’t so understand it. 

The CHarrman. Well, I must respectfully ask you to look at it 
again, because that is a fact. 

Mr. Dananer. It depends upon the interpretation of the provisions 
of the act, of course. 

The CHAIRMAN. No; you cannot interpret it any other way. This 
here applies to the producing end of it altogether. — 

Mr. Dananer. That is true. 

The Cuatrman. And then, of course, the so-called interstate lines, 
the long lines, transportation lines, are not affected by this at all, 
except, of course, where they have their own reserves and are involved 
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in producing. This is a producing business only, you understand 
that? 

Mr. Danauer. I thoroughly understand it; yes. 

The Cuarrman. Then you understand the other phases of it, the 
interstate transportation, is not affected here at all? 

Mr. Danauer. Well, what 1 have in mind particularly, it may be 
technical, but the extraction of gasoline has been an element of costs 
of the pipeline company, and I understand that that will eliminate, 
this bill will eliminate that phase of it from any consideration. 

The CuairmMan. No; not at all. 

Mr. Danauer. That was my interpretation of it. 

The Cuarrman. Well, I am afraid there is so much misunderstand- 
ing about what this w ill do, Mr. Danaher, that I just wish the group 
you are associated with and the good lawyers that I know you have, 
would go back and read the record which is being developed here—I 
do not want you to read all of it, because there is too much of it, and 
I know you would not want to, and it is unnecessary. 

Mr. Dananer. With that one exception. 

The CHarrman. And it is repetitious. But I wish you would re- 
consider this, and then just see what it does after you have heard all 
of this. 

I am afraid there is a lot of misunderstanding about what it actu- 
ally does, and I know there is a lot of misunderstanding of what is 
actually intended. ' 

Mr. Hesevron. Mr. Chairman, would you be willing to let him 
submit his further statement ? 

The CHairman. Yes; I would be very happy to. Because this is 
a regulatory bill. You have in mind that it is, as a lot of others are 
fearful of, a bill to free the producers. 

It is true it regulates the contracts, but what else can you regulate 
besides the contracts unless you go in or want to go in and regulate 
conservation practices, exploration, and all of the gatheri ing fac cilities 
and the many things th: at have always been recognized should appro- 
priately be in the States? You do not want to get into that, do you? 

Mr. Danauer. Well, we would like to protect the ultimate con- 
sumer so far as the supply of gas is concerned, and we would like to 
have the Federal Power Commission empowered to do just that. 

The Cuatrman. I appreciate that, and of course that is a very 
broad statement. 

Well, anyway, thank you very much for your presentation here 
today. 

Mr. Dananer. You are entirely welcome. 

(Mr. Danaher later submitted the following supplemental state- 
ment :) 


SUPPLEMENTAL STATEMENT OF J. J. DANAHER TO THE HOUSE COMMITTEE ON INTER- 


STATE AND FOREIGN COMMERCE IN RE H. R. 6790 As PER SUGGESTION OF CHAIRMAN 
HARRIS 


On Friday, May 17, 1957, the undersigned, as a representative of the city of 
Chicago, presented a statement in opposition to the Harris-O’Hara bill H. R. 
6790, the said bill providing for an amendment to the Natural Gas Act. 

After conclusion of the above presentation, the chairman expressed his opinion 
that “I am afraid there is a lot of misunderstanding what it (H. R. 6790) 
actually does and I know there is a lot of misunderstanding of what is actually 
intended” and concluded by agreeing, at the suggestion of Mr. Heselton, that a 
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further statement be submitted by the undersigned. It is in compliance with 
this suggestion that this statement is submitted for the record. 

One of the points stressed by the chairman in his statement was that the pro- 
posed bill “leaves the interstate pipeline companies in the same status as the law 
is now written on the books by the 1938 act—except where they have their own 
reserves and are involved in producing.” We took exception to this statement 
on the record. 

As fair analysis of the provisions of the proposed bill clearly demonstrates 
that the pipelines are directly affected by the provisions of the bill, particularly 
where such pipelines are producers. 

The principle in the proposed legislation is to permit prices to be paid for pro- 
ducing gas whether by independent or by affiliate producers or by natural gas 
companies which produce gas in their own field on basis of value of gas as a 
commodity arrived at by arm’s-length bargaining. 

In the case of an affiliate producer of an integrated gas system which produces, 
transmits and distributes gas to consumers (Peoples Co.-Natural Gas)* the factor 
of arm’s-length bargaining is absent and because of the legal separation of corpo- 
rate enterprises, production, transmission and distribution of natural gas, one 
or more of such corporate enterprises is permitted to siphon off revenues from 
the affiliated distributor to the injury of the consumer of gas. This is clearly 
contrary to public policy. 

It is contrary to public policy to permit one affiliated company to profit at the 
expense of another affiliate by charging the other affiliate for any commodity 
or service in excess of actual cost of said commodity or service to the first affili- 
ate. This principle has been established by courts from time to time immemo- 
rially and that is exactly what the present bill permits to be done, resulting in 
an unfair and excessive increase in rates to consumers. In support of the above 
statement we cit the following cases: 

Western Distributing Co. v. Public Service Commission of Kansas (285, 
U. 8. 119). 

Interstate National Gas, Inc. v. FPC (331 U.S. 682). 

Re Bellville-St. Louis Coach Co. v. Illinois Commerce Commission (90) 
PURNS, 65). 

Under the proposed bill wholly owned affiliates cannot bargain under conditions 
which might otherwise prevail and result in less than current market price. 

In our considered judgment the bill, if enacted, would affect the existing regu- 
lation under the Natural Gas Act of natural gas companies, including pipelines, 
in the following important respects: 

1. It would provide practically no control of the price of gas prior to delivery 
in pipelines for transmission and sale in interstate commerce. 

2. It would validate all contract prices in existing contracts with pipeline com- 
panies which were in effect on June 7, 1954, and thereby make permanently 
effective all of the suspended rate increases now pending before the Federal Power 
Commission. 

3. It would permit producers to withdraw gas from delivery under any con- 
tracts if the Federal Power Commission should determine that the contract price 
is in excess of the reasonable market price as defined by the bill. It does not 
permit the Commission to fix a price which may be less than the reasonable 
market value. 

4. It would prevent the Commission from considering the cost and revenues 
incident to the processing of natural gas by an interstate pipeline company for 
the production of gasoline and other liquid hydrocarbons where such processing 
occurs in or within the vicinity of the field or fields where produced. As an ex- 
ample of the importance of this item constituting an additional source of revenue 
to the pipeline company, we again refer to the case discussed in our original 
statement to the committee—Natural Gas Pipeline Co., FPC No. G-3123. In 
that case revenue in connection with the extraction of gasoline amounted to 
$2,400,000 a year. The company insisted that the consumer should not be given 
credit for this item through reduction of operating costs of the company. The 
Federal Power Commission denied the request of the company and held that the 
consumer was entitled to credit for the amount involved. Under the proposed 
bill the Commission would have no alternative but to deny to the consumer the 
benefit of this $2,400,000 annually. 

The regulation of interstate pipeline companies under the Natural Gas Act, 
which this bill would change, is regulation which has been successfully carried 


1The Peoples Gas Light & Coke Co., Natural Gas Pipeline Company of America. 
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on by the Federal Power Commission ever since the Natural Gas Act became law 
in 1938. 

The principal reason why pipeline companies are supporting this bill is that 
through the ownership of gas reserves they stand to profit tremendously from 
its enactment. As an illustration of this fact, we again refer to the current 
case of Natural Gas Pipeline Company, FPC No. G-3123. In that case the com- 
pany sought an increase of approximately $10 million. The question of field 
price of gas was directly in issue. The Commission denied the request of the 
company to determine its rates on the basis of field price and determined a rate 
of return on a cost basis. The difference between the amount claimed by the 
company (field price) and the amount allowed by the Commission (cost basis) 
was in excess of $5 million a year. This case dramatically illustrates the effect 
of the proposed bill in pipeline rates if it is enacted into law. 

The above case was one in which the pipeline company and the producer were 
one and the same corporation wholly owned by the Peoples Co., the result being 
that there was no opportunity for arm’s-length bargaining as a protection against 
excessive rates to be charged Chicago consumers and if the proposed bill had 
become law the consumers would have been saddled with a rate of approxi- 
mately $5 million a year in excess of a reasonable charge for the service ren- 
dered. It should be borne in mind that this is a single illustration of many in- 
stances that would occur if the proposed bill becomes law as it is an admitted 
objective of many pipeline companies that the effect of the proposed act would 
be to encourage the ownership of gas reserves by pipeline companies. It would 
definitely result in a windfall for producers and integrated pipelines and create 
an unfair burden to gas consumers. 

As a further illustration of the effect of this bill on pipeline companies and 
the consequent unfair burden on gas consumers, it should be borne in mind that 
once the rate has become effective under the terms of the proposed bill the rates 
so determined become permanently effective except insofar as the pipelines or 
producers are concerned. If the so-called fair market price should increase, the 
producers and consequently the pipelines would be permitted to renegotiate 
pending contracts so as to meet the increased price but this is not a fact insofar 
as the consumers are concerned and a resultant decrease in the price of gas. 
If the price of gas is reduced in the field the consumer has no recourse but 
must pay the rate previously established by the existing contract. This is par- 
ticularly obnoxious when it is considered that the consumer has no free choice 
in the matter but must accept the prevailing rate, notwithstanding the fact that 
it is higher than the existing field price, unless he wishes to abandon his invest- 
ment in gas-consuming facilities which he has purchased at a price conservatively 
estimated to be a half-billion dollars. It is difficult to reconcile this undisputed 
fact with the purpose of the Natural Gas Act as stated by the Supreme Court of 
the United States in both the Phillips and Panhandle cases wherein the Court 
said “that the purpose of the act was to protect gas consumers against exploita- 
tion at the hands of natural-gas companies.” 

In this connection it is interesting to note the position of Commissioner Wil- 
liam R. Connole, of the Federal Power Commission, in a recent public statement 
wherein he said that natural-gas production should be regulated because it is 
linked both physically and intangibly to users’ facilities throughout the Nation 
and that gas production “is now an industry affected with the public interest 
to the same extent that other segments of the natural-gas industry have been 
for some time” and no longer can be operated “exclusively for the personal and 
private profit of its owners.” 

As stated by Mr. Joseph F. Grossman, special assistant corporation counsel for 
the city of Chicago, when he was opposing the Fulbright-Harris bill: 

“The producers of gas are primarily engaged in the production of oil. They 
explore the country for oil and may discover gas, which, but for the demand of 
distant consumers developed by investors in interstate transmission facilities, 
would be flared off or carried away by the winds. They cannot justly claim that 
their risk capital in exploration and development of gas resources alone has con- 
tributed to the increment in value of natural gas within recent years. The con- 
sumer states and public investment in gas-transmission facilities created a mar- 
ket for the gas before the vast wildcat exploration for gas reserves became a 
bonanza.” 

The chairman, in his discussion with the writer, took issue concerning that 
portion of the city’s statement that “As a matter of fact, the Commission would 
have no feasible alternative in determining the reasonable market price but to 
accept the price agreed upon by the producer and the pipeline company” and re- 
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ferred to the provisions of the bill that the price “shall not be the highest price, 
it shall not be the lowest price, in determining what the reasonable price is; 
neither should it be the price of the last sale nor the highest price, nor the lowest 
price, nor the weighted price, nor the average field price, nor any price arrived at 
by the mechanical application of a single criterion. Instead, the intent is a 
price which the Commission, exercising its judgment and discretion in weighing 
the number of relevant factors, determines is the reasonable price.” We stated 
it was our opinion that this provision of the bill could not be effectively used to 
defeat a price contained in a contract presented to the Commission for approval. 
(R. 1395.) 

This provision of the act is a mere play on words. It is confusing, indefinite, 
and incapable of any sound interpretation. Anyone, even remotely acquainted 
with the enforcement of administrative law, will come to the conclusion that this 
provision cannot be made effective under the present Natural Gas Act, because 
the law requires the Commission to make findings of fact upon which a reviewing 
court may determine the bases of the Commission’s final conclusion. How can 
the Commission make any intelligent finding of fact under these proposed provi- 
sions of the bill? It would be a legal impossibility. Faced with this impossibility 
and extended litigation if its order did not sustain the contract price submitted, 
the Commission would take the only choice practical under the circumstances 
and approve the rates submitted. 

The provision also applies only to new contracts. It puts the Commission in 
the position of having to deny deliveries of gas to consumers if the contract 
price is in excess of the “reasonable market price.” There is no other recourse 
open to the Commission under the proposed amendment. 

The Commission also would be faced with the hopeless task of determining 
whether the price setups in a contract extending over a period of 20 years or 
more, under the definite pricing clause is in excess of the “reasonable market 
price.” Once a price has been determined by the Commission, it becomes per- 
manent insofar as the consumers are concerned. 

Furthermore, existing contracts are not required to be filed with the Commis- 
sion. It should also be considered that the bill validates all producer prices which 
were in effect on June 7, 1954, without qualification and thereby validates many 
of the suspended price increases now pending before the Federal Power Com- 
mission aggregating more than $28 million on an annual basis. 

It is, therefore, respectfully submitted that the expression contained in the 
original statement made in behalf of the city of Chicago to the committee that ‘As 
a matter of fact, the Commission would have no feasible alternative in determin- 
ing the reasonable market price but to accept the price agreed upon by the 
producer and the pipeline company” is clearly supported by an analysis of the 
provisions of the proposed bill. 

During the hearings some concern was expressed regarding the effect of Federal 
Power Commission regulation on the potential supply of natural gas and partic- 
ularly conditions existing in the Chicago metropolitan area. 

The committee should be advised that there is presently pending before the 
Federal Power Commission proceedings in which two major pipelines are com- 
peting for the right to serve the Chicago area. Both proceedings recognize the 
jurisdiction of the Federal Power Commission over prices to be paid in the field. 

The Natural Gas Pipeline Company of America, one of the potential competi- 
tors, has represented to the Commission that it has an available supply of gas 
aggregating in excess of 600,000 thousand cubic feet per day. 

Midwestern Transmission Co., the other potential competitor, represents that it 
will have available 400,000 thousand cubic feet per day for its gas service. The 
representations of these two companies indicate an available gas supply of 1 bil- 
lion cubic feet of gas per day. 

We cite these facts to demonstrate that there is no apparent shortage of gas 
available under Federal Power Commission regulation and proper distribution 
facilities. 

The Federal Power Commission for the past several years has been determining 
rates for the Natural Gas Pipeline Co. covering its own produced gas, as well as 
for the other integrated pipeline-producer companies. 

The latest report of the presiding examiner of the Federal Power Commission 
denying field price and determining price of gas on a cost basis bears the date of 
May 24, 1957 (Natural Gas Pipeline Company of America, docket No. G-3123). A 
similar report bears the date of May 8, 1957 (Colorado Interstate Gas Co., dockets 
Nos. G—2260 and G—2576). 
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There can be no reasonable doubt but what an acceptable formula for de- 
termining price of gas to be paid independent producers, as well as pipelines 
own produced gas, can be determined by the Federal Power Commission if it 
is given a resasonable opportunity to do so. 


CONCLUSION 


In view of the specific illustrations pointed out above, showing the effect of 
using the field price or commodity value method of regulation with respect to 
gas produced by pipeline companies and their affiliates, which will in effect be 
made mandatory on the Federal Power Commission if H. R. 6790 becomes law 
we must respectfully disagree with the statement made by the chairman of the 
committee at the time of the writer’s testimony that the bill “leave the inter- 
state pipeline companies in the same status as the law is now written on the 
books by the 1938 act—except where they have their own reserves and are in- 
volved in producing.” The exception cited—‘“except where they have their 
own reserves and are involved in producing’—will exempt pipeline producers 
from regulation by the Federal Power Commission where, under the 1938 act, 
price for pipeline produced gas is now determined upon a rate base or cost basis 
and will permit these pipelines to charge practically whatever the traffic will 
bear. The bill will provide a windfall for some pipeline companies as the FPC 
Chairman Kuykendall testified. There is not the slightest doubt in our minds 
but that the natural gas consumers of Chicago and northern Illinois will be pay- 
ing millions of dollars annually of windfall profits to Natural Gas Pipeline Co. 
and Colorado Interstate Gas Co., the latter being a source of a substantial gas 
supply to Natural, if this bill is enac ted. 

Also, there is no apparent danger of a shortage of gas in the metropolitan area 
if the present Federal Power Commission regulations are continued in effect. 

If given an opportunity, the Federal Power Commission could undoubtedly 
present a reasonable formula for determining price of gas both as to integrated 
pipeline-producers and independent producers. 

We desire to thank the chairman for his courtesy in permitting this further 
statement. We would appreciate having it inserted in the record at the con- 
clusion of the writer’s testimony given on May 17, 1957. 

Respectfully submitted, 

J. J. DANAHER, 
Assistant Corporation Counsel. 


The Cuarrman. Mr. Goldberg ? 

Is Mr. Morrow with you, Mr. Goldberg ? 

Mr. Gotprerc. He was here during the week, but he had to leave. 
I have a brief statement of his with me. 


STATEMENT OF REUBEN GOLDBERG, ATTORNEY, WASHINGTON, 
D. C., REPRESENTING THE LIGHT, GAS, AND WATER DIVISION 
OF THE CITY OF MEMPHIS, TENN. 


The Cuatrman. Let me get you identified first for the record. 

Mr. Gotppera. Yes, sir. 

The Caarman. What is your full name? 

Mr. Gotpserc. My name is Reuben Goldberg. I represent the 
Light, Gas, and W ater Division of the e ity of Memphis. Mr. Morrow 
represents the city of Memphis itself, and he has a brief statement 
on behalf of the mayor and the board of commissioners. I have it 
with me and, with the chairman’s permission, I would like to have it 
follow my testimony, that is, following the questions, if there are any. 

The Cuarmman. Very well. You may let it be included in the 
record following your testimony, Mr. Goldberg. 

Mr. Gotppera. Shall I give a copy to the clerk? 

The CuarrMan. Do you have anyone else here with you today rep- 

resenting the city of Memphis? 
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Mr. Gorpperc. I am speaking for the city of Memphis Light, Gas, 
and Water Division. 

The Cuarrman. I understood that. 

Mr. Gotpserc. I am not speaking for anyone else. 

The Carman. I thought perhaps you had someone with you 
representing 

Mr. Gorpsere. Mr. J. Hardy Johnston, of the division, who was in 
charge of its rate matters, is here in the city with me, and [ think 
he is here in the room, or was a few minutes ago. 

The CuarrmMan. Very well, you may proceed. 

Mr. Gotppere. Thank you. 

Mr. Chairman and members of the committee, my name is Reuben 
Goldberg. Iama lawyer with offices in the Wyatt Building in Wash- 
ington, D.C. I represent the Light, Gas, and Water Division of the 
City of Memphis, Tenn., with respect to natural-gas matters before 
the Federal Power Commission. I have been asked to make 
a statement on behalf of the light, gas, and water division in opposi- 
tion to H. R. 6790. The statement has been approved by the com- 
missioners of the light, gas, and water division. 

Mr. Chairman, I think I ought to interpolate here, for the infor- 
mation of the committee, that for 19 years I was a member of the staff 
of the Federal Power Commission, from 1935 to September 1954. At 
that time I went into private practice. 

The CHatrMan. Very well, Mr. Goldberg. 

I notice you have a rather lengthy st: itement, also, which obviously 
would require a great deal of time if you read all of it. Of course, 
I will give you full opportunity to present the statement, but as has 
been done in other cases, if you desire to file your statement for the 
record and summarize it, it might serve the purpose better. 

Mr. Goxipserc. Mr. Chairman, I think I could probably read it as 
‘apidly as I could summarize it. I would prefer to read it, because 
we have given this subject considerable attention, and the statement 
reflects a great deal of thought, and I would prefer to read it in its 
present form, if I may. 

May I continue, Mr. Chairman ? 

The Cuamrman. You may continue. 

Mr. Gorpperc. The light, gas, and water division is a department 
of the city of Memphis. It is a self- contained department with a 
president, a vice president, three commissioners, a secretary, and a 
staff of professional and other people. 

The division supplies electricity and natural gas throughout Shelby 
County, Tenn., in which Memphis is located, and supplies water to the 
city of Memphis and the area immediately adjacent thereto. 

The light, gas, and water division owns and operates the gas dis- 
tribution : sy stem which serves the ¢ ity of Memphis and Shelby C ounty. 
Natural gas is supplied for domestic, commercial, and industrial uses. 
The division serves a total of 149,790 gas 5 customers, and last year 
purchased 44,045,251 M c. f. of natural gas 

Natural gas is the primary fuel in the city of Memphis. Approxi- 
mately 95 percent of the homes in the city use natural gas for space- 
heating and the percentage of homes using gas for cooking and heating 
water is slightly higher. 
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Commercial establishments and industries in Memphis and Shelby 
County almost completely depend upon natural gas for fuel. Some 
of the industries use natural gas as a raw material in the manufacture 
of chemical products. 

The light, gas, and water division buys its entire natural gas re- 
quirements from Texas Gas Transmission Corp. That pipeline com- 
pany, in turn, obtains its gas from fields located in Louisiana and 
eastern Texas. 

Texas Gas Transmission Corp. purchases large amounts of natural 
gas from Union Oil & Gas Corp. of Louisiana. On October 2, 1956, 
that producer filed for over a 100 percent increase in price—from about 
9 cents to 19 cents per thousand cubic feet, at docket No. G—11563, pur- 
suant to price redetermination provisions in its contracts with Texas 
Gas. 

According to Texas Gas Transmission Corp., the increase amounts 
to $6,495,000 annually and it has a rate increase case pending before 
the Federal Power Commission at docket No. G—-10751 to pass on this 
increase to its customers, including the division. 

The annual increase to the light, gas, and water division proposed 
by Texas Gas Transmission Corp. is $1,701,970. Texas Gas has offi- 
cially advised its customers that it will file another increase within 
about 30 days. 

Texas Gas Transmission Corp. also buys some of its gas require- 


ments from United Gas Pipe Line Co. That — filed for an 
annual increase of $9,979,000 on September 3 3 os at docket No. 
G—9547, and filed for a further annual increase oe ,856,000 on May 


10, 1956, at docket No. G—-10592. Both of the increases of United Gas 
Pipe Line Co. are based chiefly upon increases in the price of gas 
which United buys from producers. 

From the foregoing, it is plain that the natural gas consumers in 
Memphis and in ‘Shelby County, Tenn., are immediately and vitally 
affected by the prices charged by producers of natural gas in the 
substantial area from which Texas Gas Transmission Corp. directly 
and indirectly obtains its natural gas supplies and, accordingly, have 
an important stake in H. R. 6790. Indeed, it is not too much to say 
that they are among the real parties in interest here. 

I should also point out that Memphis is not a newcomer to the natural 
gas business. ‘The city of Memphis has been served with natural gas 
since 1929, 

H. R. 6790, by implication at least, recognizes that the public interest 
does require some kind of gover nmental review of producers’ rates. 
This is in contrast to some of the bills introduced in the various Con- 
gresses which sought complete exemption from regulation of sales by 
producers in interstate commerce—H. R. 4051, s0th C ongress, H. R. 
L759, 8ist Congress, are illustrations—after the decision of the Su- 
preme Court of the United States in rns Natural Gas Company 
v. Federal Power Commission (331 U.S. 682 (1947)). 

Although the need for regulation is impliedly recognized as neces- 
sary to protect the public interest, unfortunately the scheme of regu- 
lation set forth is so lacking in every material respect as an effective 

rate regulatory instrument as to make the bill merely a measure to 
exempt producers and their sales from regulation. 
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First, the bill provides only for increases in rates, not decreases. 
The rate formula is “reasonable market price,” which involves reason- 
ing in a circle and cannot be an effective regulatory standard. It must 
necessarily be a vague, indefinite, and constantly changing apparition, 
under the conditions and in the circumstances in which the producer 
segment fits into the economy of the natural gas industry, as the 
negative definition or lack of definition of “reasonable market price’ 
in section 13C (4) of the bill recognizes. 

If the Commission were required to use already established price or 
prices as the yardstick, as it must under the regulatory for mula estab- 
lished by this bill, it would, in fact, be using price to find price; or, to 
put it another way, it would be starting w ith what it must find. 

This is reasoning in a circle and involves the same infirmity inherent 
in the “fair value” theory of rate fixing as pointed out by Mr. Justice 
Douglas in the Hope 7 ederal Power Commission v. Hope Nat- 
ural Gas Co. (320 U.S. 591, 64 S. Ct. S88 aie speaking for the 
United States Supreme ‘Court, he said (320 U. S. 601, 64 S. Ct. 287) : 

The fixing of prices, like other applications of the police power, may reduce 
the value of the property which is being regulated. But the fact that the value 
is reduced does not mean that the regulation is invalid (citations omitted). 
It does, however, indicate that “fair value” is the end product of the process 
of ratemaking not the starting point as the circuit court of appeals held. The 
heart of the matter is that rates cannot be made to depend upon “fair value” 
when the value of the going enterprise depends on earnings under whatever 


rates may be anticipated. 
So, too, here, price cannot be made to depend upon price. Price is 
the end product sought. It cannot be both the beginning and the 
| end. Can the “reasonable market price’ > for Phillips’ gas be fairly 
| determined by reference to Sinclair’s prices, and of Sinclair’s by 
reference to Humble’s, and of Humble’s by reference to Phillips”? 
Obviously not. Yet, this is precisely what will occur in practice 
should this bill become law. 

This is not speculation. This is illustrated by the exhibit prepared 
by Union Oil & Gas Corp. of Louisiana in its rate-increase pro- 
ceeding, to which I have already referred, to justify the 19-cent per 
thousand cubic feet price under the “reasonable market price” theory. 

We have attached a copy of the exhibit presented by Union Oil 
to this statement as appendix A, and it is illuminating. 

In this connection with your consideration of appendix A, let me 
point out that Superior Oil Co., listed in the exhibit, in proceedings 
before the Federal Power Commission justified its 20-cent per thou- 

sand cubic feet price to American Louisiana Pipe Line Co. by refer- 

ence to the Texas Co.’s price to United Fuel Gas Co.; and Union Oil 
Co. of California, also listed in the exhibit, justified its 20-cent per 
thousand cubic feet price by reference to the American Louisiana 
Pipe Line Co. price; and now Union Oil & Gas Corp. of Louisiana 
refers to these 20-cent per thousand cubic feet prices to justify its 
price to Texas Gas Transmission Corp. This is a prime example of 
the merry-go-round prescribed by the bill. 

The vagueness and indefiniteness of the ratemaking formula adopted 
by the bill and the circular reasoning that it involves is not affected 
by the provisions of sections 12C (2) and 13C (3) which command 
the Federal Power Commission to consider six criteria or principles. 

The first is that the Commission shall consider whether the price 
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of gas as determined by it will assure to consumers of natural gas a 
continuing adequate supply thereof. The ultimate supply and location 
of natural gas, a national resource, are related to, and depend upon, 
the laws of nature and not the laws of men. There is nothing the 
Commission can do which will increase the deposits of natural gas. 

Evidently, however, the provision contemplates that the Commis- 
sion will approve e such prices as will encourage exploration for gas. 
Obviously, this determination, as to what price is required to promote 
explor ation, cannot be made in a vacuum. Such incentives are geared 
to the profit margin, but the Commission is precluded by the bill itself 
from making this pragmatic test. 

If, as seems to be the case, an abstract determination must be made 
of the price necessary to induce producers to produce, it can be made 
in the first instance only by the producers. In other words, this 
claimed principle is not an objective standard to be tested by the moti- 
vations of reasonable businessmen, but a subjective one as to which 
the producers themselves would be the judges. 

In this connection, as will be pointed out later in this statement, it 
seems strange indeed that the only objective standard which would 
seem to be conducive to the encouragement of exploration and develop- 
ment, namely, the standard of fixing rates geared to the recovery of 
costs and profit, is absolutely prohibited by the bill. 

The second stated criterion or principle which the Commission shall 
consider under the bill is “whether the contract price was arrived 
at a ely and in arm’s-length bargaining.” In order to ap- 
praise this claimed principle properly, a very brief reference must be 
made to the economic organization of the natural-gas industry at-this 
time. 

Since the Natural Gas Act became law in 1938, under the aegis of 
the Federal Power Commission pipelines have been laid throughout 
the length and breadth of the United States. The growth of the 
natural ¢ gas industry is a remarkable tribute to the faith that the people 
of the United States have in their Federal Government, for all that 
was needed to spark one of the greatest business booms ever experi- 
enced in this country was for a F ‘ederal regulatory body to make find- 
ings as to an adequate supply of gas and economic feasibility of pipe- 
line projects. 

The tremendous growth in the natural gas business, however, has 
brought in its wake some very serious economic problems. The fore- 
most of these problems is rooted in changed economic conditions in 
the industry: no longer do sellers compete to sell; purchasers now 
compete to buy. This is a reversal of the normal economic process, 

Thus, when Tennessee Gas Transmission Co. applied for a certificate 
of public convenience and necessity, which was granted, and began 
purchasing gas in southeastern Texas and Louisiana, there were few 
natural gas pipeline companies in the area. 

According to testimony which was recently given in a proceeding 
before the Federal Power Commission at docket No. G-11980, ap- 
proximately 10 years ago only the following pipeline companies pur- 
chased gas in the area at t the time, in addition to Tennessee Gas : Trunk- 
line Gas Co., Texas Eastern Transmission C orp., United Gas Pipe 
Line Co., and Houston Pipeline Co. 
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Today the situation has changed completely. Now the following 
additional pipeline companies are competing with each other to pur- 
chase gas in the areas: Transcontinental Gas Pipe Line Corp., Ameri- 
can Louisiana Pipe Line Co., Texas Gas Terminal Gas Transmission 
Corp., Wilcox-Trend Gathering System, Coastal Transmission Corp., 
Texas-Illinois Natural Gas Pipe Line Co., Southern Natural Gas Co., 
United Fuel Gas Co., and Michigan-Wisconsin Pipe Line Co. 

Every natural gas pipeline company, of course, desires to grow. It 
is only natural—a part of the business instinct—for businesses to want 
to expand and get bigger. Pipeline companies are no exception. 

However, in order for pipeline companies to expand, they must 
prove to the Federal Power Commission that they have sufficient gas 
to warrant the outlay for additional facilities. This means that the 
pipeline companies are scouring the gas-producing areas and bidding 
against each other to get the supplies of gas whic h are available. 

“If two companies in the same general area want to expand, the 
one which gets the additional supply of gas will be the successful 
applicant. 

It is a well-known fact in the industry that there was great competi- 
tion for what is known as the CATCO acreage—taking ‘its name from 
the initials of the producers—offshore in southern Louisiana, which 
was obtained, conditionally at least, by Tennessee Gas Transmisison 
Co. in an order In the Matters of Continental Oil Company, et al., 
FPC dockets No. G—11024, et al., order issued April 22, 1957. 

This acreage, containing about 114 trillion cubic feet of gas, would 
enable Tennessee to enlarge its facilities, assuming it is successful in 
convincing the Commission that its program is otherwise a reason- 
able one. 

If some other pipeline had obtained the gas, and we understand 
others were competing for it, then such other pipeline company would 
have been the applicant to the Commission to expand its facilities. 

Now then, as long as this kind of situation prevails, the so-called 
standard of “contract price arrived at competitively and in arm’s- 
length bargaining” is meaningless. 

It is meaningless because under regulation the pipelines recoup 
whatever price they pay; hence, they are chiefly interested in the gas, 
not the price. 

It is just as meaningless as the competitive situation and the arm’s- 
length bargaining which existed between the railroads and the shippers 
which brought about Federal regulation initially i in the United States. 
In fact, it is the very type of one-sided economic power which has 
brought forth regulation, not only in the United States but in 
common-law E ngland : as well. 

I might add that, because the competition to obtain the CATCO 
acreage was so great, the price was boosted to a new high for gas in 
the area—22.4 cents per thousand cubic feet. In addition, the contract 
provides for definite price increases of 2 cents per thousand cubic feet 
every 4 years beginning November 1, 1962, until the contract expires, 
which will bring the price in time to 35.4 cents per thousand cubic 
feet. 

The next criterion or principle, “the reasonableness of all the provi- 
sions of the contract as they relate to prices under a definite pricing 
clause,” is completely lacking in any standard whatsoever. The pro- 
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vision is merely a conclusion without any guides whatsoever as to how 
the conclusion shall be reached. 

The criteria of section 13C (2), subparagraphs (d) and (e), that 
the Commission shall consider the quality of the natural gas being 
purchased and the conditions of delivery are, of course, conditions 
which the Commission would take into consideration in any review of a 
rate contract; but, again, standing by themselves, they are completely 
lacking as guides as to what is a reasonable rate. TA 

In other words, they are not helpful in determining the reason- 
ableness of the price of gas per se, but can only serve a very limited 
purpose if, once having determined a reasonable price under some 
standard, the Commission could, by a process of comparison, fix a 
different price where the quality of the gas and conditions of delivery 
were different. 

The difficulties of such a comparison are made clear by the follow- 
ing testimony of Mr. C. C. Barnett, vice president of United Gas 
Pipe Line Co., in a rate hearing before the Federal Power Com- 
mission at docket No. G-9547—transcript 206-207 of that record. 

Q. In your exhibit No. 28, are all of the contracts comparable in terms of 
the reserves dedicated under the contracts? 

A. No, sir. You don’t ever have a contract that is comparable to reserves— 
I mean very few of them. You buy 10 billion here and 50 billion here and 
you might pay the same price for them. If you buy a trillion, you might pay 
a higher price. 

Q. But you have not taken those factors into account. All you have done 
is made a statistical compilation? 

A. As a comparison, that is exactly right. 

Q. You have not attempted to equate one contract to the other for dissimi- 
larities in volumes purchased and reserves dedicated? 


A. I don’t see how you could do that. You never would get through with 
that. 


Q. Even if Congress says you have got to do it? 

A. Even if Congress says you have got to do it. 

This is not the opinion of an ivory-tower theorist. This is the 
opinion of the man who is in charge of the gas-supply department 
of one of the largest, if not the largest, natural-gas companies in the 
country, and who carries on direct negotiations for the purchase of 
gas with the producers. 

The last of the criteria, set forth in section 18C (3), provides, 
generally, that the Commission shall consider the current level of 
field prices under other contracts in the same field or other fields, 
entered into under similar conditions. 

The words “current level” are certain to lead to litigation if the 
bill should become law. Does “current level” mean the prices paid 
for gas in the area under all the contracts regardless of when the 
contracts were entered into, or does “current level” mean the level 
of contracts which were entered into currently ? 

In other words, does “current level” refer to all current payments 
for all gas in the area, or merely to payments under contracts which 
became effective currently ? 

If “current level” means the average of all prices being paid in a 
given field at a particular time, then all contract prices which are 
below the average could be increased to the average, in which event 
a new average would immediately be obtained. The process could 
be repeated until the highest prices would become the current level. 

92196—57—pt. 1-45 
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If “current level” means the prices entered into in contracts which 
were currently negotiated, then we have the situation like the 
CATCO acreage referred to a few minutes ago. That certainly has 
all the sativus of a current contract entered into at arm’s length 
under great competition—competition between the buyers. 

Under what would appear to be one reasonable interpretation of 
the bill, that price would become the new current level to which all 
the others could gravitate without regulatory hindrance. 

The subsection is also vague and indefinite in its other provisions. 
Thus, it provides that in comparing current level prices under other 
contracts, the Commission shall give— 


appropriate weight to the circumstances affecting price under which such other 
contracts were negotiated. 


This language is just about as indefinite as words can be. 

Certainly, a great deal of legislative history would be required to 
give the language any legal force and effect whatsoever. 

So, the affirmative statement of criteria which the Commission must 
consider are so lacking in definiteness, clearness, meaningfulness, and 
objectivity as to be wholly ineffective in preventing runaway prices 
for natural gas sold in interstate commerce by producers. This 
vagueness is compounded and confessed by section 13C (4) of the bill, 
which provides : 

The reasonable market price is not necessarily the price of the last sale, the 
highest price, the lowest price, the weighted highest price, the average field 
price, or other price arrived at by the mechanical application of a single cri- 
terion. Instead, it is a price which the Commission, exercising its judgment 
and discretion in weighing, among other things directly relevant to the issue, 
all factors enumerated above, determines is the reasonable market price. 

The key words in this provision are “not necessarily.” ‘The “rea- 
sonable market price” is not necessarily the price of the last sale. By 
the same token, it could be the price of the last sale. It is not neces- 
sarily the lowest price; but by the same token, it could be the lowest 
price. The subsection describes diametrically opposite factors: high- 
est price-lowest price. 

hus, the reasonable market price, not necessarily being the highest 
price, the lowest price, the weighted highest price, the average field 
price, or any other average kind of price, is so lacking in-definiteness 
as to be completely unworkable in the regulatory field. Any action 
of the Commission under this kind of a negative grant of authority 
would seem to be subject to challenge as an unconstitutional delega- 
tion of legislative authority. When a regulatory commission violates 
the standards of its delegated authority, the courts are prompt in 
correcting the commission’s mistakes. 

Here, however, there is not the semblance of a standard by which 
the reasonableness of the Commission’s action could be tested any- 
where. The Commission’s actions thereunder would have to be ac- 
cepted on faith. 

Strangely enough, the one standard which has always been recog- 
nized as entitled to great weight in all price fixing in regulatory and, 
as well, in other fields, is the very one which the Commission is pro- 
hibited from considering by H. R. 6790. Section 13C (1) provides: 

The Commission shall recognize the fact that natural gas is a commodity, and 


shall not consider costs or use the public utility rate base cost-of-service concept 
or formula. 
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Thus, the bill would prohibit the Commission from considering the 
one single item which, more than all others, has always been consid- 
ered by commissions and by businessmen in their pricing policies 
and in the fixing of rates. It is an elementary principle of economics, 
recognized by all businessmen, large and saa, that cost is a major 
item in the conduct of any business enterprise. 

As was pointed out by Mr. Charles W. Smith, for many years Chief 
of the Commission’s Bureau of Accounts, Finance and Rates, i in an 
address before the public utility section of the American Bar Associa- 
tion in Dallas, Tex., last August, the principle that rates must cover 
costs is a kind of commonsense  tatbeaael that any general store- 
keeper in the country would come to—Public U tility Fortnightly, 
September 27, 1956, pages 527, 530. 

Nevertheless, this elementary, but most fundamental, principle of 
economics is removed from consideration by the Commission under 
the provisions of this bill. For the first time, a public utility regu- 
latory commission would be prohibited by law from considering 

revenue requirements in the conduct of a business. 

Certainly, the producers themselves, like all business institutions, 
are managed from the viewpoint of trying to obtain revenues suffi- 
cient to cover all their proper outlays plus a profit. 

While businessmen must consider a principle basic to their success- 
ful existence, the Commission would be precluded from doing so. The 
“pragmatic adjustments” which the Supreme Court of the United 
States has said the Commission could make, in Federal Power Com- 
mission Vv. Natural Gas Pipeline Company of America (315 U. § 
575, 586), would no longer be sanctioned, for the most pragmatic 
approach to regulation is through consideration of the cost of doing 
business. 

We cannot too strongly emphasize that the elementary economic 
factor which all business people must consider in determining their 
revenue requirements, namely, cost of doing business, would by legis- 
lative fiat be removed from all consideration by this bill. To deny 
that costs have anything to do with price is like denying the laws 
of gravity. 

Y et, in spite of the fact that, since time immemorial, cost has been 
considered a factor in determining revenue requirements and, there- 
fore, rates, this bill would reject all consideration of cost and substi- 
tute some kind of vague, indefinite, subjective commodity value test 
which is made even more vague, more indefinite, and more subjective 
by defining the authority of ‘the Commission in negative terms. 

In fact, for the reasons we have mentioned, we feel there is reason 
to doubt the constitutionality of the bill. 

There are other respects in which the bill fails to provide adequate 
consumer protection and fails to provide the tools which the Com- 
mission must have to administer effectively any regulatory statute. 

Although the bill in section 13C (3) provides that the Commission 
shall give appropriate weight to the circumstances affecting price un- 
der which such other contracts were negotiated, there is no provision in 
the bill enabling the Commission to secure information or require 
the production of information regarding the circumstances. 

It is not enough to say that the Commission continues to have j juris- 
diction over pipeline companies and can require them to produce the 
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necessary information. The fact is that such pipeline companies 
would have information only with respect to the contracts to which 
they are parties. But insofar as contracts are concerned to which they 
are strangers, they would not have that information. 

If any regulatory statute is to be administered in the public interest 
and effectively, that statute must clothe the regulatory commission 
with the power to secure underlying data and information necessary 
to carry out the provisions of the statute. H. R. 6790 fails ¢ ompletely 
in this regard. 

Further, although the bill prohibits the inclusion in new producer 
contracts of certain types of price escalation clauses, and in that. re- 
gard appears to move in the right direction, this alone is insufficient 
to protect the consumers’ interests, for it does not prevent upward re- 
negotiation of the prices in such contracts so long as the price in- 
creases are not tied to an escalation formula and do not exceed the 
reasonable market price. 

Because the pipeline companies are under the constant necessity of 
securing additional gas reserves to replace the reserves consumed ‘and 
to meet larger market demands, the pipeline companies will be forced 
to renegotiate their contracts to the higher prices demanded by the 
producers. 

This has been the experience of the past several years and is ex- 
emplified by the policy of the United Gas Pipe Line Co. of voluntarily 
renegotiating the prices in its contracts with producers when it enters 
into an agreement to pay a higher price for gas in the same area. 

As United’s Vice President Barnett put it in the second United Gas 
Pipe Line Co. rate proceeding at docket No. G—10592 to which previous 

reference has been made, at transcript 604 of that docket : 

We do it in order to remain in business. If that is the competitive, that is it, 
but we have to keep on buying gas, we have to keep on renewing our contracts, 
we have to pay our higher price, by virtue of the fact that we are now com- 
peting against 8 or 10 pipeline companies. 

With the outlawing of the escalation clauses and with the market 
conditions that exist with buyer competing against buyer, it is in- 
evitable that clauses requiring price renegoti: ition at frequent intervals 
will come to the fore as the price increase mechanism. And the rea- 
sonable market price requirement of this bill will be completely in- 
effectual as a basis for protecting consumers against higher and ever 
higher prices. 

The bill is a one-w ay street in another respect. Thus, under section 
13A (g), the Commission is ousted of jurisdiction over the contract 
when it determines that the price is the reasonable market price, and 
in this connection it is required to face the impossible task of deter- 
mining whether a single price or even price stepups in the contract 
over a ‘period of years, ‘which mi iy be as much as 20 years, are through- 
out that period the reasonable market price. 

We do not think this task can be successfully accomplished. There 

are too many imponderables in the future permitting a determination 
as to the reasonable market price that goes beyond the immediate 
future. 

But, to make matters even worse, it would be one thing if the pro- 
ducers were then bound by or, to put it another way, were hitched to, 
that determination for the full term of the agreement. Yet this is 
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not the case. The producer and purchaser may renegotiate the con- 
tract at a higher price. And, in the case of the great demand for gas, 
the « -ompetition among the buyers, and the seller’s market that exists, 
can it be doubted that ‘there will be renegotiation ? 

If the Commission’s determination is to be effective from one point 
of view for the full term of the agreement and is to oust the Commis- 
sion of its jurisdiction, does not ‘equity equally require that the pro- 
ducer be bound by the terms of his agreement for the full term? 

Since this is a bill purportedly for the benefit of the consumers, it 
is odd that the consumers are given no right to participate in the pro- 
ceedings with respect to the determination of the reasonable market 
price. We think that if there is to be a bill such as this, the consumers 
should be accorded full rights of participation. 

Another illustration of the gross inequity of H. R. 6790 is the appli- 
cation of the same formula of reasonable market price to pipeline 
company-produced gas, notwithstanding the fact that the gas con- 
sumers through rates for many years bore the costs of exploration and 
development, “but would now be denied, under the bill, the benefits of 
the discoveries of gas thus made possible. 

In summary, we submit that in its critical features this bill is in 
substance the same legislation that passed the 84th Congress as the 
Harris-Fulbright bill. Indeed, the reasonable market price formula 
is taken almost verbatim from the report of this committee, No. 992, 
dated June 28, 1955. 

When he vetoed the bill, the President said: 

I feel that any new legislation, in addition to furthering long-term interest of 
consumers in plentiful supplies of gas, should include specific language protecting 


consumers in their right to fair prices. 

We do not see how it could be contended that the bill, which contains 
the same ratemaking standard as the bill vetoed, meets the test of 
greater consumer protection. 

Although the bill gives the appearance of regulation, no regulation 
is provided; and although it gives the appearance of control, there is 
no control. The result of the bill can only be to permit the producers 
to charge whatever the traffic will bear. 

Therefore, for the very substantial reasons which we have set forth, 
the light, gas, and water division feels that H. R. 6790 is not in the 
public interest and should not be enacted. 

The division does not, however, wish to leave this committee only 
with a negative view. The light, gas, and water division feels that 
some legislation i is needed in order to eliminate a great deal of unnec- 
essary work on the part of the Federal Power Commission and a 
great deal of confusion in the natural-gas industry. 

First of all, we see no reason whatsoever to attempt to regulate 
the thousands of extremely small producers whose effect on “inter- 
state commerce is negligible and whose rates in any event must con- 
form to those of the large producers. We feel strongly that these 
producers should be exempt by such a bill as that proposed by Senator 
Kefauver and by members of this committee. 

We feel, too, that greater progress could be made in the regulation 
of producer rates by adopting some group basis of regulation. 

It has been suggested that the Federal Power Commission should 
be given authority to regulate rates by fields or producing areas. Un- 
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der such a plan the Commission could make a study of all the factors 
affecting natural gas produced in a given location and could then fix 
the price of gas produced at that place. This price would be manda- 
tory on all producers in the area. 

Such a grouping, we feel sure, would greatly expedite the dispo- 
sition of rate cases, and we suggest it to the consideration of this 
committee. 

In addition, we agree with the recommendation of the Federal 
Power Commission in its last annual report that certificates of public 
convenience and necessity not be required for producers. 

Finally, on behalf of the light, gas, and water division of the city 
of Memphis, and on my own behalf, I would like to express apprecia- 
tion to the committee for its courtesy in hearing us. 

The Carman. Thank you very much, Mr. Goldberg. 
referred to will be included in your statement. 

Mr. Gotpserc. Thank you. 

(The document referred to is as follows:) 


The exhibit 


[Docket No. G 11563, exhibit No. 17, witness: C. G. Daley] 


APPENDIX A.—Summary of prices for comparable gas sales 





Current 
contract 
Sellers Louisiana price per 
Seller Buyer FPC conservation Date of con- | thousand 
gas-rate district tract cubic 
schedule feet at 
15.025 
D. 6. 1. 8. 
Ce ts 
Gulf Refining Co American Louisiana 21 | Lafayette_-.. Dec. 7, 1955 20.0 
Gas Co. 
Union Oil Company of | Texas Gas Transmis- 13 Houma Apr. 14, 1955 20.0 
California. sion Corp. 
Shell Oil Co Tennessee Gas Trans- 130 do Mar. 29, 1955 17.0 
mission Co, 
Humble Oil & Refining | United Gas Pipe Line 35 | Lafayette Feb. 9, 1954 20. 4 
Co, Co. 
Union Oil] Company of | Transcontinental Gas 24 | Lafayette and | Nov. 17, 1953 16.0 
California. Pipe Line Corp. Lake 
Charles. 
Superior Oil Co America Louisiana 7 | Lake Charles_.| July 17, 1953 20.0 
Gas Co 
Pan American Petroleum do 152-160 | Lafayette and | June 1, 1953 | 18. 25-20.0 
Corp. Lake 
Charles. J 
Tide Water Oil Co_. United Gas Pipe Line 34 | Houma. _-_- Apr. 25, 1953 18.5 
Co. 
Cities Service Production | United Fuel Gas Co 1 do. Oct. 31, 1952 16.8 
Co, 
The Texas Co_ do 6 | Lafayette...._| Sept. 10, 1952 20. 4 
Pan American Producing do i Loe | May 27, 1952 17.3 
Co. 
The California Co Seuthern Natural Gas 2 | New Orleans._| July 31, 1951 12.0 


Co. 


The Cuatrman. Any questions / 

Mr. Dinceut. Mr. Chairman, 

Mr. Goldberg, yours is one of the most penetrating analyses of this 
bill I have yet seen. 


On page 2 of your statement, sir, at the top of the last paragraph, 
it refers to the price rises that occurred in your State of Tennessee 
recently. 

Would price rises of this sort be outlawed by the Harris bill that is 
presently before the committee? 
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Mr. Goupperc. We think not, no. As a matter of fact, as we in- 
tended to convey to this committee, under this bill the Union Oil & 
Gas Corp., of Louisiana, would undertake to defend that price increase 
by putting in the kind of exhibit we have attached to the statement as 
appendix A. 

In that proceeding which is now going on before the Commission, 
it is in recess for preparation of cross-examination, Union Oil has 
submitted cost data to meet the requirements of the Panhandle East- 
ern decision, but has also submitted data on the reasonable market 

rice theory; and this exhibit, which is appendix A to our statement, 
is what they place their reliance on to establish the reasonable market 
price. 

Mr. Dineen. You are a former member of the Federal Power 
Commission; is that right? 

Mr. Goupperc. Of its staff. 

Mr. Dincetxi. Can you tell me what the backlog at the Federal 
Power Commission is of the various kinds of cases they have? I 
want you to give me particular stress on independent producer cases. 

Mr. Gotpsera. I couldn’t give you figures, but I can say there is a 
very large backlog of cases, both in pipeline matters and in producer 
matters. I would guess that there are even a greater number of pro- 
ducer cases pending than there are pipeline cases pending. 

Mr. Dincetxi. Almost all of those are, of course, rate-increase cases ; 
are they not? 

Mr. Goupsere. So far as rate cases are concerned, I am confident 
they are all rate-increase cases. 

Mr. Drvneett. And of course this bill would be justification for 
rate increases under all those cases. In other words, it would just 
make lawful these rate increases, by and large, would it not? 

Mr. Goutpserc. Under this bill, some of the pending cases are in- 
tended to be made lawful by washing them out. 

Mr. Drincety. You stated that “reasonable market price” over the 
long haul would become all that the traffic would bear. 

Mr. Gorpperc. We think so, yes. 

Mr. Dinceii. Let me go further. “Reasonable market price” is 
actually a rather broad band, broad discretionary band, under a bill 
of this sort, is it not? 

Mr. GotpperG. Well, this bill doesn’t really define it. It indicates to 
the Federal Power Commission, if this bill becomes law, that the Com- 
mission isn’t necessarily to determine that it is one thing or the other 
thing, but it is to take a number of factors into consideration. 

Mr. Dincetx. And all the Commission can really do is to determine 
whether the price is unreasonable; is that not so? 

Mr. Goupserc. Whether the price is not, in its view, the reasonable 
market price. But we don’t know how it is possible for the Commis- 
sion to determine it under the criteria they are to consider. 

Mr. Dincext. But to return to that, it permits it only to determine 
what unreasonable prices are, really, for the purpose of disallowing a 
rate request ? 

Mr. Govpperc. That is right. 

Mr. Dincetx. And in view of that, actually it would only be able to 


deny what might be called exorbitant or excessive prices, is that not 
right ? 
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Mr. GotpperG. Prices that everyone would probably agree are com- 
pletely out of line; but how would they determine th: at? It seems to 
me, under this bill, only by reference to other prices. 

Mr. Dinceiy. Now let me ask you this: In considering this bill, did 
you also consider the possibility of an amendment prov iding for per- 
missive consideration of costs by the Commission ? 

Mr. Gotpsera. I don’t think permissive consideration of costs by 
the Commission would be adequate. We believe that there should be 
a mandatory requirement to consider costs, revenue requirements, in 
passing on the reasonableness of rates. 

Mr. Dinerii. Let me ask you, then, this question: If we permit an 
amendment to go into this bill or if this committee places an amend- 
ment in this bill making costs a permissive element in this bill, will 
it not be used as a two-edged sword against the consumers, really, to 
permit the oil companies to take advantage of other criteria when it 
serves their best interests, and then in turn to take advantage of costs 
when it serves their best interests ? 

Mr. Gotpperc. You mean whichever ts higher 4 

Mr. Dinceitt. Whichever is higher. 

Mr. Gorpperc. That is possible. But let me say this: The question 
has been raised about the prospect of increased prices if cost consider- 
ations were used. Under present conditions of a seller’s market, with 
the competition between the buyers, and only between the buyers, and 
with the fact that that has persisted for many years now, we think 
that the likelihood of the cost formula increasing prices more than the 
reasonable market formula would, is rather remote. 

Of course, with respect to some very old contracts, you might have 
situations where even a consideration of the cost criteria would indi- 
‘ate that the price is too low. 

Now, if it is too low, we feel that regulation should not be a one- 
way street. The producers are entitled to recover all of their costs, 
plus a profit that compensates them for the risks involved in searching 
for and producing the gas. And if in those cases it means increases In 
rates, they should get them. 

Mr. Dineetn. All right. 

Let me refer you to section 13F of the bill. 1am sure you are fa- 
miliar with th: at, although you did not allude to it too much. That 
is the section which permits pipeline companies to take as a business 
expense the reasonable market price for their gas reserves. 

Mr. GotpperG. For their own production; yes. 

Mr. Dinceti. Would it be fair to say that that means very substan- 
tial cost: increases to the consuming States where the pipelines serving 
those consuming States have their own gas reserves ? 

Mr. Gotppera. Very much so. I, myself, have been in cases where 
those contentions were made, and it meant substantial increases in 
cost to the consumers by reason of those contentions. 

If I may say this in that connection, the point was made that the 
ownership of reserves by pipeline companies permits a flexibility of 
operation that is beneficial to consumers. 

It may be that there is some benefit, in that at peak times it may be 
possible to draw on your own reserves to meet peak requirements, and 
thereby reduce your costs. But those possibilities are not as great as 
it is made out to be. 
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The fact of the matter is that when a pipeline company owns re- 
serves in a field, unless it controls that field, it is under obligation 
sometimes to produce gas even when it doesn’t need to produce it to 
meet its requirements. 

Mr. Dinceti. And when it might, in fact t, prefer not to do so? 

Mr. Goxpserc. That is right. It has royalty owners to contend 
with that might require production ; it has State laws, State commis- 
sion orders, as to allowables that might require production. 

It might have to produce to prevent somebody else from draining 
off their reserves. 

So this business of flexibility through the ownership of your own 
reserves is not as great and as real as “it has been made out to be by 
some proponents of the legislation. 

And incidentally, 1 would like to add that there is no basis for the 
claim that regulation under the rate base method is the reason for the 
reduction in the ratio of ownership of gas reserves by pipeline com- 
panies to the total gas that they handle. 

Mr. Dince.ti. Why is that? 

Mr. Gotpperc. The reasons why that came about were, following 
the war, the end of the war, you had this very large, pent-up demand 
for gas, and that was w hen this pipeline business began booming and 
all these new pipelines came into bein 

During the war, large reserves wine were stored up, you might 
say waiting to be bought and transported, and the pipeline companies 
found that the Federal Power Commission would authorize the con- 
struction of pipelines through the purchase of gas instead of owning 
your own reserves, and that the bankers would provide the money 
without ownership of reserves. And that became, you might say, the 
passion of developing pipeline companies. 

So it is that very large demand and the fashion of the development 
of the pipeline industry after the war which was the result of the re- 
duction or resulted in the reduction of the ratio. There was abso- 
Jutely no cause and effect between the rate base method that the Federal 
Power Commission used, and that reduction in ratio. 

And I might say that isn’t only my own idea. That is the testi- 
mony of a very large independent producer in a proceeding in which 
I was an attorney for several customers, and had the opportunity to 
cross-examine him. 

Mr. Dtncetit. Can you give us the name of that case and the 
producer ¢ 

Mr. Goupperc. Yes. His name was, I think he is referred to as 
Maj. LB. A. Hardey. He was at one time. I will give you the exact 
language. 

Mr. Dincey. Just the docket number. 

Mr. Goupperc. Yes. This was not a Federal Power Commission 
case. This was a case before the Arkansas Public Service Commission. 
a name of the case in the courts was Acme Brick Company, et al. 

Arkansas Publie Service Commission and Arkansas-Louisiana Gas 
C ‘lompany. In the court it was No. 5-1144. And before the Arkansas 
commission it was docket U-1016. That is B. A. Hardey, and- 

Mr. Dinceti. Who did he represent, by the way, sir? 

Mr. Gouppere. He was called as a witness in favor of the commodity 
value method of pricing the pipeline’s own production, and he was 
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called as a witness by the pipeline or distribution company, Arkansas- 
Louisiana Gas Co. 

He was, he refers to himself as an independent oil and gas producer 
of Shreveport, La., had 40 years’ experience in producing oil and 
gas in various capacities. He mentions that he was past president of 
the Independent Petroleum Association of America, and was, at the 
time of his testimony, a director of that association; a director of the 
American Petroleum Institute, and of Midcontinent Oil & Gas Asso- 
ciation, and the Independent Natural Gas Association. 

Now, that was his testimony. And we also presented a witness 
in that case who confirmed the testimony of Major Hardy in that 
respect. 

Mr. Drncett. What was the name of the witness you produced / 

Mr. Gotpsere. Mr. Melwood Van Scoyoc, who was with the Federal 
Power Commission for many years. 

Mr. Drneeix. Let me ask you this question: According to your 
interpretation of this bill, and I believe I am correct in this, I get the 
impression from your testimony, at least, that you feel that the reason- 
able market price is not static, but provides for a long and continued 
series of rolling readjustments upward in price to the consuming 
public because of this continuous conflict between lowest and highest ; 
is that a correct assumption on my part ? 

Mr. Gortppere. Because of the Semen of objective standards, where 
you will determine price by reference to price, and by reason of the 
demand and the competition, you are going to have the pipeline 
companies paying higher prices; and that will constantly, by that 
standard of this bill, drive the prices ever upward. 

Mr. Dinceui. Let me ask you, then, one last question: Have you 
ever heard of the process of regulation where costs were deliberately 
and statutorily precluded as a yardstick for regulation ¢ 

Mr. GorpBera. We have no knowledge of any such situation, and 
we think that cost is an essential element, and we think the defect of 
the bill is not remedied simply by adopting Mr. Kendall’s suggestion 
for striking out certain words. 

You leave in the words, of course, prohibiting the use of the public 
utility cost-of-service concept, which immediately raises considerable 
confusion as to what you have accomplished by merely striking out 
the words there. What kind of cost consideration, immediately arises, 
did you have in mind. 

Beyond that, here is a bill which has for its philosophy the prohibi- 
tion of consideration of cost. When you have such a bill drafted with 
that point of view, it would seem to me that you introduce back into it 
a consideration of costs. You have got to reconsider the bill as a whole. 

At least, I would want to do that, and I think the committee are care- 
ful draftsmen, and they would want to do that. 

Mr. Dincei. Let me, then, ask you this question: Based on what 
you have seen of this bill, you said that it was probably unconstitu- 
tional, or you said you thought there was a possibility it was uncon- 
stitutional ? 

Mr. Gotpserc. I thought it was subject to that attack; yes. 

Mr. Dinceuu. I would like to thank you very much, Mr. Chairman; 
and thank you very much, sir, for your very fine testimony. 

Mr. GorpperG. Thank you. 
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Mr. Dincetu. That is all. 
The CuHarrman. Mr. Heselton ? 
Mr. Heseiron. Mr. Goldberg, let me carry that point on about the 


provision with reference to “reasonable market price” as applied to 
pipeline-produced gas. 

( Discussion off the record.) 

The Cuatrman. Mr. Carr, we will permit you to do that, then, with 
the indulgence of Mr. Heselton here. 

Mr. John F. Carr, of Springfield City Utilities, of Springfield, Mo. 
Mr. Carr has been here several days waiting to get an opportunity to 
present, his testimony, which he has a perfect right to do. 

And I regret the’ circumstances, of course, Mr. Carr, of the rather 
slow proc edur e, but nevertheless it seems to be necessary. 

But you may have premission to file your statement for the record, 
and it will appear after the testimon of Mr. Goldberg. 

Mr. Carr. Thank you very much, sir. 

The Cuairman. If you care to make a brief statement to go with 
it, | would give you that opportunity right now. 

(Mr. Carr’s oral remarks and prepared statement will be found 
at the conclusion of Mr. Goldberg’s presentation. ) 

Mr. Dinceiy. Would the gentleman yield to me for just a half min- 
ute at the request of the Chair ? 

Mr. Heseiron. Yes. 

Mr. Dineett. Mr. Chairman, I want to apologize to you for having 
deviled you all day for my friend and constituent here. He informs 
me he is more than willing to return at a later time. In fact, he has 
asked that I request that of you at this time. 

So I would appreciate it if the Chair would grant permission to 
Mr. Reese, of Detroit, to return at a later time. 

The CHatrman. Mr. Reese, if he would prefer to do that, of course 
[ would be glad to grant him that privilege. 

I might state that in view of previous ‘announcements, and the w ay 
the situation has developed here, I would be compelled to go back to the 
proponents next week, and we are going to conclude the proponents 
on these hearings the next week. Then the following week, I think it 
is only right and fair to give the opponents their share of the time, and 
we will start on the 27th and, as has previously been suggested and 
tentatively agreed to, that the mayor of New York, Mr. W: agner, will 
be the first witness on the morning of the 27th. 

Mr. Dincetx. Thank you very much, Mr. Chairman. 

The Cuamrman. May I, since I interrupted you, may I inquire if 
there is anyone who w ants to make a request, state some problem they 
have? I know there might be some of you who have problems in view 
of the situation. 

( No response. ) 

Very well, then, Mr. Heselton, you may proceed. 

Mr. Heseiton. Mr. Goldberg, it is not my purpose to harass you 
or keep you beyond the hour of 6:05 we have reached now. I am in- 

terested in your statement, and I think many others in the House who 
are interested in the history of previous legislation are interested in 
your statement, a very carefully prepared one, and I think it strikes 
at many of the basic defects of the proposed legislation. 

I wish I had more time to develop some of the points which seem 
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to me to be of significance, but I will confine myself to two points 
which I marked as you went through your statement, in the hope that 
it might be of assistance to those who will look at this matter and who 
are not here at this time of night. 

You have discussed with Mr. Dingell to some degree your comment 
on the gross inequity, as you see it, in this bill, with respect to the appli- 
cation of this “reasonable market price” formula to the pipeline com- 
pany-produced gas. 

Let me ask you two further questions than the ones I think he asked 
you. 

[ understand that you do not foresee in the immediate future, none 
of us can foretell the future, of course, that market price under the 
current conditions would be likely to drop below the cost of production. 

But suppose they did drop below the cost of production, do you 
think it could be held by any commission that a pipeline company 
should be forced to take into its operating expenses at that time only 
the current market price ¢ 

Mr. Gorpsere. If they did that, I would think that they would 
immediately jeopardize the financial integrity of that pipeline 
company. 

Mr. Heseiron. Then you have anticipated the second question I 
wanted to ask you, but I will ask it: If the market price should be 
substantially below the cost of production of the pipeline company of 
its own reserves, I take it, in your opinion, no commission could 
jeopardize the financial stability and credit of that pipeline by allow- 
ing only the market price. 

Mr. Gotppera. I don’t see how they could do it. I doubt their legal 
right to do it. 

But let’s assume their legal right to do it. As a practical matter, 
how could they, and then jeopardize the service to the consumers which 
would have to follow ? 

Mr. Hesevtron. Exactly. And, as a matter of fact, that company 
would be perfectly within its rights to come in and probably would be 
the first to come in and plead confiscation without due process of law. 

Mr. Gotpserc. Well 

Mr. Hesevtron. Under this particular setup. 

Mr. Gorpperc. Well, El Paso Natural Gas Co., in one rate case 
recently, after the Panhandle decision, argued for the application of 
the commodity value to its own production, but it is back before the 
Federal Power Commission arguing just as vigorously today that the 
Commission must use cost of production, because cost of production is, 
in its opinion, now more beneficial to it in serving the consumers. 

Mr. Heseitron. Yes. 

Just one other point, and then I will be through. 

I was also interested in your comments as to your study of section 
13C (4), on page 13. 

I cannot—I have studied this carefully, myself—I do not under- 
stand it. That may be my own fault, and it probably is. You would 
consider it lacking in definiteness and clearness which would support 
it under any challenge. I think you are quite right. 

On the other hand, I cannot agree with you that the key words in 
that provision are simply those 2 words “not necessarily,” as you 
have outlined to us, and I would like to ask you 2 questions. 
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Reading that section, the reasonable market price is not necessarily 
the price of the last sale, and so forth, we all know what the rest of it 
is there, and getting down to the end of it, will you tell us what is 
meant by these words, in your opinion: “or ‘other price arrived at by 
the mechanical ajyplication of a single criterion” ? 

Mr. Gotpperc. Well, I frankly don’t know. To begin with, this 
definition 

Mr. Hesevron. All right. 

Mr. Gorpserc. Doesn't really attempt to define. It seems to con- 
fess, it seems to me, that they ‘don’t know how to define “reasonable 
market price,” and ‘they just turn it over to the Commission with a 
prayer that the Commission is going to come up with the right answer. 

Mr. Heseiron. You are a lawyer practicing here in W rashington ? 

Mr. Gorpeserc. Yes; that is right. 

Mr. Heserron. You have had considerable experience, I take it, 
before the Federal Power Commission. 

Mr, GotpperG. I was on the staff for almost 20 years, and I have been 
practicing before them since September 1, 1954, in a private capacity. 

Mr. Hesenron. And that is your considered statement with refer- 
ence to any meaning as far as those words are concerned ? 

Mr. Gotpperc. Yes, based upon the fact that most of my experience 
with the Federal Power Commission was in handling their rate mat- 
ters in gas and electric cases. 

Mr. Heseiron. All right, now will you go to the second sentence : 





Iustead, it is a price which the Commission, exercising its judgment and dis- 
cretion in weighing— 


and then these words particularly— 
among other things directly relevant to the issue— 
then— 


all factors enumerated above, determines is the reasonable market price. 


What, in your opinion, is meant by “among other things directly 
relevant to the issue”? 

Mr. Gorpperc. Well, I have difficulty with that, because before 
we get to that definition, the act purports to tell the Commission that 
they are to consider 6 principles or criteria, and it would seem to me 
those are the only ones they are intended and required to consider, and 
1 other they are not to consider, namely, costs and the public utility 
concept. 

So I am pretty much in the dark myself as to what “among other 
things directly relevant to the issue” could have reference to. 

Mr. Hesetron. In other words, and I apologize for going longer 
than I had intended, but your answer leads me to this: But there 
are 2 things not to be considered, and 5 things to be considered. 

Mr. GoupperG. Five or six. 

Mr. Hesetron. Yes. And I am taking it as it is, and not as it might 
be amended. 

Then this catchall, in which everything else seems to be thrown, 
can anybody, the Commission or an appellate court, understand what 
it means ? 

Mr. Gotpsera. I wouldn’t know how to define “among other things.” 

Mr. Heserron. It is beyond my understanding, and Tam glad some- 
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body as competent as you are feels the same helplessness in regard to 
that. 

Thank you very much. You have made an excellent statement. 

Mr. Gotpperc. Thank you. 

The Cuarrman. I think, Mr. Goldberg, in view of the fact Mr. 
Heselton has mentioned the hour, it might also be stated that the 
request came to me from the chairman of the mayors’ committee for 
him to appear and have with him all these mayors which followed him, 
and that each one of them requested 15 minutes to present their state- 
ments. Notwithstanding that fact, you have presented a 40-minute 
statement and you have been on the witness stand well over an hour. 

Mr. Hesevron. Mr. Chairman, would you permit me to say that I 
think you will agree 

The Cuarrman. I am stating the facts. 

Mr. Heserron. There have been very few of us who are concerned 
about this legislation who have been present today, especially, and 
most of the questions, as a matter of fact, have been conducted by 
those who are interested as proponents of the legislation. 

The CHarrman. I think the statement is very well said and 
appropriate. 

Mr. Hesetton. I appreciate your consideration. 

Mr. Goupsere. Mr. Chairman, may I say that the statement of Mr. 
Morrow that I have asked to be included in the record, it was my 
understanding was a statement that fell in that group of mayor state- 
ments. I did not so understand with respect to the light, gas and 
water division statement. 

The CuarrMan. Yes. 

I want to also say that Mr. Cliff Davis has been very anxious for 
Mr. Morrow and you, representing the city of Memphis, to present 
the statement, and I have made a special effort to see that this was done. 

Mr. Davis, in my opinion, is a very able Member of this Congress 
and one of the most outstanding Members of the Congress. 

Mr. Gotpperc. We appreciate the consideration you have given us, 
Mr. Chairman. 

The CuatrmMan. Now, you have presented a very voluminous state- 
ment from your viewpoint, which shows that you have done a great 
deal of work in trying and endeavoring to analyze the proposed legis- 
lation from your viewpoint. 

You have stated that you were a member of the staff of the Federal 
Power Commission for nearly 20 years. 

Mr. Gotppera. That is right. 

The Cuatrman. How long has it been since you were with the Fed- 
eral Power Commission 4 

Mr. Gotpsere. I left the Federal Power Commission at the close of 
business on August 31, 1954. 

The CuarrMan. 1954. 

Mr. Gotpperec. Yes, sir. 

The Cuarrman. You have been one of those of the staff down there 
who has always contended that the producers should be brought 
under the regulatory control of the Federal Power Commission, have 
you not! 

Mr. Gotpserc. That is a fair statement. I have always believed 
that the Natural Gas Act, as enacted in 1938, included producers. And 
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I am happy to say that the Supreme Court agreed with the view I held 
in the Interstate Natural Gas Co. case in 1947, and merely adhered 
to that view in the Phillips case. 

The CuHarrman. You have, throughout the years that you served 
on the staff of that Commission, endeavored in your way, serving the 
public, and in a public position, as a member of that staff, you have 
tried to bring about a decision of the Federal Power Commission that 
would bring the producers within the regulatory public utility control 
of the Federal Power Commission ? 

Mr. Goupserc. You give me too much credit, Mr. Chairman, as a 
matter of fact, and this is speaking very candidly and honestly, and 
thinking back in my mind, through the years that the controversy 

raged within the Commission, and outside the Commission, that I 
could be given any real credit for that. 

The Cuarrman. I know, but that has been your position, though, 
throughout ? 

Mr. Gorppere. Oh, yes. My position has been that the Natural 
Gas Act covered piedaans: and I believe there is legislative history 
to justify that. 

I might point this out, Mr. Chairman: that when the Natural Gas 
Act was originally before the Congress for consideration, at that time 
you did not have these great values for the natural gas itself, this great 
demand, the great expanse of pipelines, and the producers at that time 
thought they actually were not receiving a fair price for their gas and 
thought of regulation as a means of getting a fair price for their gas. 

The Crarrman. Well, you were down there at the time, and 

Mr. Gotpserc. I was only way down there in the salt mines at that 
time. 

The Cuairman. That is true. But you know what happened and 
what occurred. 

Mr. Goupsera. I think so. 

The Cuarrman. And you know, as a matter of fact, that issue came 
up during the time w hen the Natural Gas Act was passed i in 1938, did 
it not ? 


Mr. Gotpserc. The issue as to whether it should cover producers? 

The CuarrmMan. That is right. 

Mr. Gotpserc. Well, I have studied the legislative history. 

The Cuatrrman. Well, you were there, though. I am asking about 
where you were at the time. 

Mr. Goupeera. I was at the Federal Power Commission, but not 
in any position where I had any participation 

The CuarrMan. I know. 

Mr. Gorpsera. Or knowledge. 


The Cuarrman. But you knew the issue arose at that time, though ? 

Mr. Gotpperc. Only by studying the legislative history do I know 
that. I mean, I did not know it contemporaneously with the time you 
say it was up. 

The Cuarrman. Well, is it not a matter of fact that you knew then 
that that issue having arisen, and then with the adoption of the lan- 
guage in subsection (b) of section 1 exempting the producers of nat- 
ural gas as it stated, that the producers then thought that they were 
well taken care of and left and went home, did they not ? 

Mr. Gotpserc. Mr. Chairman 
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The Cuarrman. Is that right? Would you answer that question ? 

Mr. GotpperG. I am going to. 

The CuarrMan. From your knowledge, do you know whether or not 
that is true ? 

Mr. Gorprerc. I can’t say that from my knowledge I know that 
is true. 

I was going to say this: You have referred to language in section 
1 (b) of the present Natural Gas Act, and referred to it as language 
exempting producers. 

My recollection is that it exempts production; and the Supreme 
Court has held and the United States Court of Appeals for the Fifth 
Circuit—— 

The Cuatrman. I know what the Supreme Court has held, and I 
know it very well. I am taking you back to the history when you 
were there, when it was made. 

Mr. Gotprerc. I was not part of that history. I was much, much 
too minor, in too minor a position, at that time to be part of it. 

The Cuarrman. Yes. 

Now, you strongly supported the views of Mr. Leland Olds on this 
question at that time ¢ 

Mr. Gouppera. Yes, sir. 

The Cuarrman. During the years he was there. 

Mr. Gotpperc. Yes. You are talking about regulation of producers ? 

The Cuarrman. That is right. 

Mr. Gotpserc. That is true. 

The Cuarrman. And this statement that you have presented here 
merely reflects the philosophy that you have held all these years, 
even before this issue came before the country beginning with the 
Interstate case in 1947? 

Mr. Gotpperc. Yes. I have not had to change my position. This 
is a consistent position. 

The Cuatrman. That is right. And you still hold that view to- 
day, and that is what you have presented here. 

Mr. Gotpsere. I am in the happy position of presenting this state- 
ment for the Memphis division as their attorney, and being able to 
subscribe to it. 

The Cuarrman. In order to do precisely what you have wanted to 
do all the time throughout the years. 

Mr. Gotpsere. No. 

The Cuatrman. That is, to bring the producers within the Federal 
control 

Mr. Gotpgerc. No—— 

The CHarrMan (continuing). Of the Federal Power Commission. 

Mr. Gotpserc. Mr. Chairman, I must take exception to that. Only 
to have the act do what Congress intended that it do. It has been 
my position that Congress intended that sales by producers in inter- 
state commerce should be subject to the jurisdiction of the Federal 
Power Commission. 

The CHatrman. But it expresses your belief of what should be 
done, does it not? 

Mr. Gotpsere. Yes. I do not see 

The CuHatrMan. That is right. 
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Mr. GotpperG (continuing). How you can have effective regula- 
tion at the distribution end or even at the pipeline end when an integral 


part of the industry is not subject to regulation, namely, the pro- 
duction. 


The CuarrmMan. Yes. Very well. 

I just think, well, you have been very fair and honest about it, and 
I want to compliment you. 

Mr. Goxrpperac. It has never been any secret, Mr. Chairman. 

The CHarrman. Yes, I understand, but I think the record should 
show it. 

Mr. Gotpperc. I am happy to have the record show it, and my 
clients are aware of my position. 

The CuarrmMan. Well, thank you very much. 

I must say that your clients took an entirely different position, even 
in 1950, when we had the first bill up, whether you knew it or not, when 
there was a bill to exempt completely the producers of natural gas, a 
bill which passed the Congress. 

Mr. Gotpperc. You are taxing me with something that I have no 
knowledge of. 

The CuarrmMan. [am just telling you what the facts are. 

The Members of the Congress from the State of Tennesse, I believe, 
with the exception of possibly 1 or maybe 2, all voted that way on that 
bill in 1950. 

Let me thank you on behalf of the committee for your presentation. 

Mr. Dincetit. Mr. Chairman, could I ask the indulgence of the 
Chair to be recognized for just 1 moment, please ? 

The Cuatrman. Very well. 

Mr. Dinceti. Mr. Goldberg, you drew a book out from your brief- 
case in response to 1 of the chairman’s questions, and you were pre- 
pared to say something in connection with 1 of the chairman’s ques- 
tions. 

I would be very interested to hear what you were going to say. 

Mr. Gotpserc. I think I did. I had taken out the Natural Gas Act 
to read the precise words of section 1 (b). 

Mr. Dincetu. I would appreciate your doing that. 

Mr. Gotpperc. Well 

The Cuairman. It will be all right to do it, but I think it is in the 
record about half a dozen times. 

Mr. Dineett. I am sorry, Mr. Chairman. I am just very interested 
to hear this. 

The Cuairman. In fact, I think I could quote it to you verbatim, if 
you asked me to. 

Mr. Gotpperc. The critical language upon which 

The Cuatrman. If you are going to do that, I think it is only fair 
to start and read it all. 

Mr. Goupserc. All right. Shall I read the whole subsection (b) ? 


The Cuatrman. I think so. It is very short. It won’t take you but 
a half minute. 


Mr. Gorppera. I would be glad to. 








The provisions of this act shall apply to the transportation of natural gas 
in interstate commerce, to the sale in interstate commerce of natural gas for 
resale for ultimate public consumption for domestic, commercial, industrial, or 
any other use, and to natural-gas companies engaged in such transportation or 
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sale, but shall not apply to any other transportation or sale of natural gas or to 
the local distribution of natural gas or to the facilities used for such distribution 


or to the production or gathering of natural gas. 

And the Supreme Court has held, and I always held the view, that 
production is one thing, sale is another, and that that did not exclude 
from the Commission’s jurisdiction sales, the activity of selling. 

In fact this bill proposes to regulate the activity of selling H. R. 
6790, as distinguished from the activity of production that States nor- 
mally regulates; and this bill also does not regulate the producer who 
engages in selling, does not propose to, although under the Natural 
Gas Act, pipeline companies themselves are subjected to regulation, 
and their activities of selling and transporting are also regulated, and 
it is essential that the person as well as the activity be regulated so 
that the Commission may have power to get information from the per- 
son engaged in the activity, which this bill does not provide. 

Mr. Dincey. Just one more question, Mr. Chairman. 

Along those lines appear these words at page 5, or rather, page 3, 
line 5, section 3, subsection (10) : 

“Transportation of natural gas in interstate commerce” means only such trans- 
portation of natural gas in interstate commerce as occurs after the completion 
in or within the vicinity of the field or fields where produced of all production, 
gathering, processing, treating, compressing and delivering of such natural gas 
into the transportation facilities of a person engaged in transporting, in such 
transportation facilities, natural gas in interstate commerce beyond the vicinity 
of the field or fields where produced. 

May I ask this: This is my interpretation of this particular section, 
that this limits regulation except as provided later in the bill, 13C, 
which you discussed at length in your statement; this limits, for all 
intents and purposes, except for that regulation that you have men- 
tioned in 13C and other sections, to the point at which gas enters the 
entry gate of the pipeline in interstate commerce and that which suc- 
ceeds, but nto short of that. Am I correct in my interpretation ? 

Mr. Gortpperc. I think so. Let me put it this way: I think a fair 
statement, a brief, fair statement of it is that this definition would 
return the situation to that which existed prior to the Phillips decision. 

Mr. Drineeii. Except as it might have a variation as set forth in 
13C? 

Mr. Goupserc. That is right, except as qualified by the other provi- 
sions of the bill. 

Mr. Drnceti. Which you discussed at length in your statement, and 
IT will not require you to do so again. 

Mr. Goxtpserc. That is right. 

Mr. Dinceti. Mr. Chairman, I apologize to you for taking more 
time. 

The Cuarrman. Since you have given your interpretation of what 
you have always contended as to subsection (b), I think to fully un- 
derstand it you have to turn to the next page and see what the Con- 
gress did immediately thereafter, as defined in definitions. 

Mr. Gotpperc. You are referring ao the existing Natural Gas Act ! 

The Cuarrman. That is right. 

Mr. Gotpserac. Page 2? 

The Cuarrman. Do you find anywhere in any of those definitions 
to which this act was originally drawn to apply, where it defines “pro- 
ducers of natural gas”? 
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Mr. Gotpsere. There is no definition of a producer, but there is a 
definition of natural-gas company. 

The Cuarrman. A natural-gas company. 

Mr. Gotpperc. Yes. But a natural-gas company is one who sells in 
interstate commerce. 

The Cuatrman. That is right. 

Mr. GotpperG. And a producer sells in interstate commerce. There 
is simply no question about that. 

The Cuarrman. A producer sells to a natural-gas company who sells 
in interstate commerce. 

Mr. Gotpperc. No. The producer’s sale is as much a sale, change 
of ownership, title and custody. The Supreme Court has so held 
many times. 

The Cuarrman. In my humble opinion, that is one of the greatest 
judicial fiats over a great and vital industry here that was ever im- 
posed upon any worthwhile, vital business serving the public of the 
United States, in my opinion. 

Mr. Gotprerc. Mr. Chairman, may I say this, in connection with 
that: that your proposed bill itself regulates, recognizes that there 
should be some regulation of that phase of the business. 

The CuarrmMan. Well, that is true, because in the years since the 
Supreme Court decision in 1954, it is recognized that it has become 
a national policy that there should be some ‘Federal regulation. And 
what the bill proposes to do is to try to set up for the first time a 
procedure by which that regulation can be effectuated, and I think as a 
good lawyer and one who has studied this act for many, many years, 
you know that there was no procedure set up in the act as it is now 
for the regulation of a producing industry. 

Mr. Gortpsure. Mr. Chairman, I can’t agree. I appreciate the com- 
pliment that I am a good lawyer. I hope that I am. As a goud 
lawyer, I hope that I can interpret a statute. The Supreme Court 
has concurred, if I may put it that way, in my interpretation. 

I think that we are both agreed now that there should be regula- 
tion, and the difference between us is what is the effective way to do it. 

In our opinion, we don’t think this bill is an effective way. 

The CHairman. No, I disagree with you. We do not both agree 
now that there should be. But you have regulation today as a public 
utility, and we know, and anyone who knows anything about the 
producing end of the business knows, and every witness who has come 
here so far that has expressed himself on the subject, even the mayors 
and others, have said that they know they cannot regulate the pro- 
ducing industry as they can the utilities. They have said that, and 
you are the first one who has said otherwise. 

There are circumstances about it that are wholly different and for- 
eign to the utility phase of it. 

“Mr. Gotpperc. Mr. Chairman, I think you should give me an oppor- 
tunity to say this: I cannot see why the producers cannot be regu- 
lated and cannot operate and prosper under a method of regulation 
that would enable them to recover all of their legitimate costs, includ- 
ing dry-hole costs, their exploration and development costs, and enable 
them to have a profit that compensates them for each and every risk 
in their business. 
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The Cuamrman. Well, that is the question that Mr. O’Hara asked 
this morning. When you have someone in the producing business 
who goes out and explores and drills, using his own terms, 5 wells, 
and gets 1 good one and 4 dry holes, and you have another man in 
the same field who is a little more fortunate, he drills 5 wells and he 
gets 5 wells, how are you going to reconcile the difference in the costs 
that each of these producers are entitled to have on the basis of cost / 

Mr. Gotppera. I do not see that there is a problem of reconciliation 
involved in the two instances you mentioned. 

The CuHarrman. You have 1 man who spent, say, $5 million, and 
he gets 1 well. You have another man who spends $5 million and he 
gets 5 wells. 

Mr. Gotpperc. Well, Mr. Chairman, let ine say this 

The Cuarrman. How are you going to reconcile that ? 

Mr. Goupserc. Let me say this: There may be situations under the 
cost approach or an approach which involves a consideration of revenue 
requirements and the cost of doing business, where you are going to 
have to make some pragmatic adjustments for that type of situation, 
the type the Supreme Court has talked about. 

But even under this formula that H. R. 6790 provides, that man 
with the 5 dry holes is going to have to recover his costs of those 5 dry 
holes, too. 

The Cuarrman. Not at all. 

Mr. Gotpeere. I called as a witness on that subject a large independ- 
ent producer, the same Mr. B. A. Hardey who testified in that pro- 
ceeding. 

The Cuarrman. You are talking about Mr. B. A. Hardey who is on 
the commission presently ¢ 

Mr. Gorppera. No. 

The Cuarrman. Yes, I know Mr. Hardey very well, from Louisiana. 

Mr. Gotppere. Yes. He was at times on, I think, the Kerr or the 
Moore-Rizley bill, was actually a witness before this committee. 

The CuarrMan. Yes. 

Mr. Gotppere. I was cross-examining him on that case to establish 
the difference between pipeline companies under regulation and in- 
dependent producers, and I was pointing out to him or getting him, 
trying to get him, to agree with me, that the pipeline companies had an 
opportunity to recover all their dry-hole costs, whereas 

he CHarrMAN. Pipeline companies, yes. 

Mr. GotpperG (continuing). Winmade the independent producer, I 
said to him, does not have that opportunity ; if he drills dry holes, that 
is out of his pocket, and he is stuck with, if I may use the colloquial 
expression, stuck with it. 

And if memory serves me right, he looked down at me, his years 
exceed mine, and he said, in effect, to me: “Young man, don’t you kid 
yourself. The producer will recover his dry hole costs every time in 
the prices he gets.” 

And if the chairman would like, I have the original transcript of the 
record in my office, I can supply his testimony on that point. 

The CHarrman. | do not doubt that. But did you ever, were you 
ever in the producing business ¢ 

Mr. Gotpserc. No, Mr. Chairman. 
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The CHairman. Did you ever have anything to do with the produc- 
ing business ? 

Mr. GoupBere. Only i in connection with my work as a lawyer with 
the Federal Power Commission and in representing clients. 

The Cuarrman. Did you ever do any exploring for oil? 

Mr. Gotpsere. Of course not. 

The Cuarrman. Then you never have had anything to do with it 
except to try to impose on the producers the philosophy which you had 
of Federal regulation ? 

Mr. Gotpserc. No, I have done work for producers in connection 
with their certificate matters before the Federal Power Commission, 
where it did not conflict with the views I held. 

The CuarrMan. But you are getting far away from the question I 


asked you a while ago now, about how you are going to reconcile this 
cost 


Mr. Gotpsera. No. I said to you 


The Cuatrman. I believe you said that the Federal Power Com- 
mission certainly would have cases where they would have to, using 
your term, I believe—— 

Mr. Gotpeerc. Make pragmatic adjustments. 

The Cuarman. Yes. In other w ords, they would just have to dis- 
card the law whatsoever, and go off on their own. 

Mr. Gotpserc. No; they would not have to discard the law. They 
do not discard the law when they make pragmatic adjustments, or 
else the Supreme Court would have reversed the Commission time 
and time again in the cases that come before it. 

The Cuarrman. Well, I recognize you have had a great deal of 
experience in this field. 

Mr. Gotpserc. I certainly don’t know it all, Mr. Chairman. 

The CuHarrman. Well, you have done your part in 20 years trying 
to bring Federal controls on the producing industry, I will say that. 

Mr. GoxpperG. I have tried. 

The CuatrrMan. You have admitted that here today. And I guess 
you feel that, having spent all these years trying to bring this upon 
the producers, and perhaps | you are justified in that feeling: 

Mr. Gorpserc. Mr. Chairman, you make it appear that all I did 
was spend all my efforts at the Federal Power Commission concen- 
trating on producers, whereas my effort at the Federal Power Com- 
mission involved, for most of the time, dealing with electric utility 
companies, and only for about the last 3 years of my stay there with 
the natural gas industry, and then with the pipeline company rate 
cases. 

The Cuarrman. Of course, that was during the time when the issue 
was raised, it was during the last 3 years you were there. 

Don’t tell me, I know what the staff generally of the Federal Power 
Commission was trying to do over the years. 

Mr. Gotprere. I do not deny I was with that part of the staff which 
felt the Natural Gas Act must be construed as requiring regulation of 
sales in interstate commerce by producers, I do not deny that. That 
isno secret. Everybody knows it. 

The Cuatrman. That is right. You are very honest to admit it. 

Again, let me thank you very much. 
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Mr. Dincett. One question, please, Mr. Chairman, just this: 

Under H. R. 6790, if you were to drill 5 holes and ‘hit every time, 
and I were to drill 5 holes and get 4 dry ones or 5 dry ones, what spe- 
cific relief would there be for me under the provisions of this bill that 
would not exist under existing law ? 

Mr. Gopserc. You would have the same problems about what you 
do about this fellow with the five dry holes. 

The CuHatrman. You would go broke in_ both instances. 
{ Laughter. | 

Thank you very much. 

Mr. Gotpserc. Thank you, Mr. Chairman. 

Mr. Avery. Mr. Chairman, I do not believe I had a chance to ask 
any questions here. 

I just want to kind of keep our pr ocedure regular. 

On page 8, sir, you make a rather profound statement there, and I 
just wonder if you wanted to qualify it as a conservation expert here. 
Your language is something like this: “The foremost of these prob- 
lems is rooted in changed economic conditions in the industry: no 
longer do sellers compete to sell; purchasers now compete to buy.” 

I am sure you are aware that we have had an abundance of testimony 
here, rather convincing testimony, to the effect that the production 
of natural gas is highly ‘competitive at the wellhead. 

Mr. Gotpperc. Mr. Avery, may I ask you what you mean when you 
say- 

Mr. Avery. The availability of natural gas and the desire to sell 
it at the wellhead is highly competitive in a good many areas. 

Now, you go ahead and point out at length some case in Louisiana, 
which no doubt is true, the facts you have set out, but that is one case 
compared to a good many others we have had presented to the com- 
mittee that this is a pretty competitive industry. 

So I wonder if that is not a pretty far-reaching statement you have 
made, 

Mr. Gotpserc. I think not, Mr. Avery. It is not a statement made 
just out of thin air. It represents and is based upon testimony in 
proceedings by producers themselves, that what exists today is a 
seller’s market. And I think that is so generally acknowledged that a 
court can almost take judicial notice of that fact, the competition is 
between the buyers, not between the sellers. 

Mr. Avery. And you take the position that that is a generally 
accepted fact ? 

Mr. Goupperec. I think it is. As a matter of fact, in one case I 
was in, the purchasing agent, you might call him, for this company 
spoke of the three pure hasers for ever y well. And I characterized it 
in cross-examining him as the purchasers hovering around the well 
waiting for its completion, and he never even took exception to that 
description of the idea he was trying to convey of how difficult it 
was to go into the field and buy gas nowadays, with all the competition 
between the buyers, and these big pipeline companies coming down 
into the Southwest area. 

Mr. Avery. Do you think that might be brought about somewhat 
by the fact that we have had testimony here a good many producers 
are taking their gas out of interstate commerce because of this regu- 
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lation being subjected onto them, and are seeking sales in intrastate 
commerce 4 
Mr. Goipperc. No, Mr. Avery. 


That condition existed prior to the 
Phillips case. 


I don’t think that the amount of gas that you might 
say producers are sitting on or are trying to keep within intrastate 
c ae could possibly : account for that. And the fact of the matter 
is, I don’t know, and I have no statistics on this, how much gas they 
could confine to the intrastate market or city; when they drill, they 


want to sell, and it is the interstate market that provides the ‘large 
market. 


Mr. Avery. That is all, Mr. Chairman. 


The CuHatrman. Thank you very much, Mr. Goldberg. 
Mr. Gotppere. Thank you, Mr. Chairman. 


(The prepared statement of George E. Morrow is as follows:) 


STATEMENT OF CiTry OF MEMPHIS, TENN., ON H. R. 6790, 
85rH CONGRESS, 1st SESSION 


Mr. Chairman and gentlemen of the committee, my name is George E. Morrow. 
I am a lawyer with offices in the Union Planters National Bank Building in 
Memphis, Tenn. I have represented the city of Memphis in natural gas matters 
before the Federal Power Commission. I have been authorized by the mayor 
and board of commissioners of the city to make this statement in opposition 
to H. R. 6790. 

Within the last few months the city of Memphis has incurred a substantial 
increase in the rates to industrial, commercial and residential users of natural 
gas. This increase resulted from an increase in the rates of the pipeline which 
supplies the city with gas, and the pipeline rate increase in turn resulted prin- 
cipally from large increases in the price which it paid to producers for natural 


gas. The city is now faced with the prospect of still another rate increase in 
the near future, and again the increase results 


‘ sults principally from producer price 
increases. 

When natural gas rates reach the point where industrial users in Memphis 
are forced to convert to other fuels, then the loss of the industrial market, 
coupled with the less favorable load factor resulting from such loss, will necessi- 
tate an extremely serious and entirely disproportionate increase in residential 
consumers’ rates. 


In our opinion, H. R. 6790, instead of controlling the present runaway gas 
prices, will remove all effective controls over them. 

The principal function imposed upon the Federal Power Commission under 
H. R. 6790 with respect to producers’ rates would be to determine the reasonable 
market price of natural gas in each of the several areas where it is produced. 
The reasonable market price is the price which would exist in the absence of 
regulation. Thus, the bill provides for regulation of producer prices in accord- 
ance with what the market price would be if there were no regulation. 

In order to justify regulation of rates by the criterion of unregulated market 
price, it must be assumed that the market price, as determined by the law of 
supply and demand, will be reasonable, that is, fair to all concerned. But if 
that situation existed there would be no need for regulating producers prices 
at all. 

The fact is that in the present market there is a limited available supply, for 
which there is competing a virtually unlimited demand. This situation arises 
from the tremendous expansion of pipeline facilities which has been taking place 
for the last several years. Each new pipeline expansion must be supplied by a 
15- to 20-year supply of natural gas for the new market to be served by the new 
facilities. 

According to a Federal Power Commission news release of April 3, 1957, the 
net utility plant of natural gas pipeline companies increased at a rate in excess 
of $2 million dollars per day for the entire year ending with February 1957, or 
16.1 percent in a single year. This phenomenal increase in pipeline utility plant 


corresponded with an increase of pipeline purchases of gas of more than W per- 


cent in 1 year, the year ending with February 1957, as compared with the pre- 


vious 12-month period. The end of this expansion is nowhere in sight. 
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So long as the present imbalance between the limited available supply and the 
virtually unlimited demand for natural gas continues, it is illusory to expect any 
regulation to be effective when it is geared to the market price of gas. The onls 
conceivable result will be for natural gas prices to continue spiraling upward 
until the distributors are unable to find purchasers for all of their gas. 

Memphis constitutes for the most part a captive market for natural gas. For 
instance, the Grace Chemical Co. and the du Pont Co. have each made large 
investments in their Memphis processing plants which use natural gas as a raw 
material. Equally important are the thousands of residential customers whe 
have invested in gas ranges, heaters, and furnaces. All of these investments 
have been made in the faith that governmental regulation would assure reason- 
ably stable rates for natural gas. Sound utility regulation requires such sta- 
bility in rates. But stability is completely unobtainable by regulation geared to 
market price in a rapidly rising seller’s market. 

The passage of H. R. 6790 will result in increases in gas costs to the city of 
Memphis of millions of dollars per year. It will enable the producers to obtain 
for their product prices which 10 years ago would have been beyond their wildest 
dreams. 

On behalf of the city of Memphis and myself, I want to thank the committee 
for providing this opportunity of presenting our views on this important question. 

Respectfully submitted. 

City oF MEMPHIs, 
By GrorGce E. Morrow, Attorney. 


STATEMENT OF JOHN F. CARR, ATTORNEY, REPRESENTING THE 
SPRINGFIELD CITY UTILITIES, SPRINGFIELD, MO. 


Mr. Carr. My name is John F. Carr, 926 Woodruff Building, 
Springfield, Mo. I am appearing here as attorney for and on behal? 
of the City Utilities of the City of Springfield, Mo., a municipally 
owned system. 

I do, with the indulgence of the committee and its chairman, desire 
to file this statement at this time and, if at all possible, and if the com- 
mittee desires, that I return on the 27th, if it is at all possible, I would 
be happy to do that. 

The CuarrmMan. Thank you very much. Your statement will be 
filed for the record. 

Mr. Carr. For the benefit of the record, I would like to state further 
that I have been in attendance throughout this week, and I think, while 
I am no technician in this field, I have learned quite a bit. 

The CHatrrMan. Thank you for your statement and your presence 
here, Mr. Carr. 


(Mr. Carr’s prepared statement is as follows :) 


STATEMENT OF JOHN F. CARR, ON BEHALF OF THE CITY UTILITIES OF THE CITY 
OF SPRINGFIELD, MO., IN OPPOSITION TO H. R. 6790 


Gentlemen, I appear as attorney for and the representative of the City Utilities 
of the City of Springfield, Mo. 

We are a municipally owned operator of our electric and gas distribution and 
transportation systems, serving a community of approximately 100,000 inhabi- 
tants, with related industry, in southwest Missouri. We are generally referred to 
as the Queen City of the Ozarks and it would give us the greatest of pleasure to 
demonstrate why, at any time any member of your committee desires to visit 
the area. 

As is not unusual, we find ourselves wholly dependent upon one natural-gas 
company for our source of gas supply. Natural gas long ago passed from the 
luxury state and has now become a household necessity. Except for such regula- 
tion of price by the Federal Power Commission as Congress authorizes, we are 
entirely at the mercy of this single supplier in serving the needs of our citizens 
within their ability to pay for the product. 
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The interest of our community in this legislation is demonstrated by my ap- 
pearance here today. We oppose H. R. 6790 and the similar bills which are, or 
will be, before the committee ; first, because of the increase in price of gas to the 
ultimate consumer which cannot help but follow the enactment of such legisla- 
tion; second, because if this bill is passed, there will no longer be regulation but 
merely approval of price under the Natural Gas Act: and finally, because, in the 
history of natural-gas production and usage, there is no economical justification 
for such legislation. 

It is self-evident that an increase in the price of natural gas to the ultimate 
consumer will result from this legislation, if approved. Otherwise, why is it 
that we find that a great number of those supporting the bill are also interested 
in production, transmission, and sale for resale of natural gas? Why is it 
that their zeal for the passage of such bills led to lobbying activities which, in 
good conscience, required a Presidential veto of similar legislation in 1956? 
Why is it that our Nation’s major oil companies act as spokesmen for the bill? 
These spokesmen, according to a United Press release dated Washington, May 8, 
1957, speaking for four major petroleum companies, stated that certain amend- 
ments offered to the pending bill would, if adopted, render it “totally unacceptable 
to the vast majority of natural gas producers.” 

No one here could be naive enough to believe that the backers of this bill 
seek to reduce the price of natural gas. That could be done without legislation. 
The price is not going to remain static, or else why their intense interest, effort, 
and expense. One fact is certain. The resultant increase is going to be paid 
by the ultimate consumer. That’s why I am here for our little community of 
100,000 people. 

The natural-gas business is a monopoly. The public interest requires regula- 
tion of it as a public utility just as is regulated your telephone and electric 
service and your water supply. Congress recognized this fact in its passage 
of the Natural Gas Act in 1938. With its widespread adoption and tremendous 
increase in use, regulation of the price of natural gas is more necessary now 
than it was at the time of passage of the act. 

If the hands of the regulatory body charged with administration of the act be 
tied, regulation cannot be afforded. Neither can it be successfully carried out 
if loopholes or escape clauses are inserted into the act. In our judgment this 
is exactly what H. R. 6790 (the Harris bill) seeks to do. 

Section 13-C (1) of this proposed bill would, by legislative enactment, compel 
the Federal Power Commission to operate in total ignorance of the long-honored 
and time-proven original cost and cost-of-service formulas in seeking to deter- 
mine reasonable price. This same section would even go further than discard- 
ing that formula; it would have Congress direct that the Commission, in deter- 
mining price, “shall not consider costs.” In essence, these provisions of the 
bill would effectively remove from the regulating authority all privilege of in 
any way relating price to cost. 

Gentlemen, in any market except luxury, cost has a direct relationship to 
price. In an open market this relationship is kept in line by competition. In 
a closed or monopolistic market, where competition is proscribed, the relationship 
of cost to price must be maintained by regulation. A discard of this relation- 
ship, or direction to the Commission that it “shall not consider costs or use the 
public utility rate base cost-of-service concept or formula’ by Congress would 
totally destroy any realistic power within the Commission to determine a reason- 
able price, relegating it solely to an approving authority rather than a regulating 
body. The result would be more or less a decision based on what the traffic will 
bear rather than a reasonable price or, as the act now specifies, “the lowest rea- 
sonable price.” 

As we understand the Natural Gas Act, it was an act passed by Congress to 
regulate the natural-gas industry in the public interest. The public interest 
includes that of the producer, the natural-gas company, and the ultimate con- 
sumer. While we appear here on behalf of the consumer, we feel that each of 
the parties has his right to protection but that no one of them can possibly be 
permitted to avoid regulation under the act, whether directly or indirectly, and 
effective price control still be maintained. 

While there has been much said of the purported abuse of the poor producer, 
I am sure that you gentlemen are fully aware and that the statistics will show, 
that the large oil companies and pipeline transmission companies, who actually 
control or own, whether through affiliate or parent companies, by far the 
majority of proven acreage and producing wells in the gas business, have not 
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fared too badly under the last 20 years of regulation by the Natural Gas Act. 
Surely the most causal look at their financial statements will bear this out. 

I appear here in the interest of the ultimate consumer in Springfield, Mo., 
and elsewhere. It is he who pays the final bill and who needs protection by 
regulation. If you see fit to remove regulation at the source of supply, such 
as is proposed by H. R. 6790, then you have effectively destroyed all effective 
protection of that ultimate consumer under the Natural Gas Act. The price 
spiraling that will result from the so-called arm’s-length bargaining between 
natural gas companies and the so-called producers, which in many instances are 
affiliates or wholly owned subsidliaries, cannot be controlled by the Commission 
when you reduce it to merely an “approving” authority. These increases can 
only be passed on in the form of the authorized 6 or 6% percent rate of return 
consistently allowed the natural-gas companies. 

On behalf of the 100,000 or so citizens in our area, as well as the gas con- 
sumers throughout our Nation, I appeal to you to keep in mind throughout 
consideration of this legislation the interests of the individual consumer, and 


to report unfavorably on H. R. 6790 as well as similar legislation referred for 
your consideration. 


The Cuatrman. Alan Neil Schneider, assistant city attorney of the 
city of Louisville, Ky., had a statement to make on behalf of Mayor 
Andrew Broaddus, the mayor of the city of Louisville. He was here 
wiht his own Congressman early in the day, with John Robsion. 

Mr. Avery. Might I observe for the record, Mr. Chairman, that I 
noticed Congressman Robsion and Mr. Schneider in and out of this 
room almost every hour for the past 3 days, so he has been ready, 
willing, and able to testify. 


The CuarrMan. I am very sorry we did not reach him before Mr. 
Schneider had to leave, but the statement will be included in the 
record. 

(The statement referred to is as follows :) 


REMARKS ON THE Harris-O’HARA NATURAL Gas Bitt (H. R. 6790) By ALAN 
Net. SCHNEIDER, ASSISTANT CITY ATTORNEY, City oF LOUISVILLE, Ky., ON 
BEHALF OF ANDREW BROADDUS, MAYOR 


H. R. 6790 is a bad bill. It purports to regulate the prices charged by natural- 
gas producers without, in fact, effectively regulating those prices and without 
furnishing adequate protection to the millions of ultimate consumers of natural- 
gas Service throughout the United States. 

This bill, as written, specifically provides that prices charged by natural-gas 
producers shall be determined without any consideration of costs. In effect, it 
provides that producer rates for natural gas shall be determined not by cost but 
by what the traffic will bear. It represents a complete departure from traditional 
and long-established principles of public utility rate regulation and attempts to 
substitute a mild and token system of regulation based on so-called reasonable 
market price. 

Instead of being based on costs, producer prices for natural gas will be based 
on producer prices for natural gas. If these prices go up, as they are sure to do 
under this bill, that is a sign they should go up some more in an ever ascending 
spiral. And all this at a time when our Government is asking all of us to hold 
the line against the spiral of inflation. 

In our opinion the type of regulation provided in this. bill would be a little 
better than no regulation at all. This may be what the natural-gas producers 
want, but it will be contrary to the best interests of the consuming public. 

Our opposition to this bill is being made on behalf of our Louisville area com- 
munity with its more than 500,000 people and 150,000 natural-gas consumers. 

Louisville has enjoyed natural-gas service for over 40 years. Over 70 percent 
of our homes are now heated with this ideal fuel. Our overall average rate for 
residential gas service is low. It was only 64.8 cents per 1,000 cubic feet in 
1956 as against 62.3 cents in 1940. Since 1940 the price of house-heating oil in 
our area has increased by 150 percent, from 6 cents per gallon to 15 cents per 
gallon, and the price of coal has gone up from $6 to $14.40 per ton. The cost of 
heating a Louisville home with natural gas is today only half the cost of heating 
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the same home with oil and about 20 percent lower than with coal. We cite 
these figures because we believe they demonstrate the effectiveness of our pre- 
vailing system of rate regulations based on costs. We believe they demonstrate 
with equal effectiveness that if our rates for residential gas service were to be 
determined by the concept of a reasonable market price by comparison with the 
price of oil, instead of on cost, they would be at least double what they are 
today. 

And we can’t help suspecting that the big oil companies who account for the 
major portion of our country’s natural-gas production would like to see our natu- 
ral-gas rates go up So as to give them a better competitive position and improve 
their market for heating oil. 

The assertion has been made at previous similar hearings that an increase of 
5 to 10 cents per 1,000 cubic feet in the prices charged by natural-gas producers 
represents only a very small portion of the total price paid by ultimate consumers 
to the gas-distributing companies and hence is of little consequence as regards 
rates to such consumers. That isn’t true in our Louisville area. In 1956 our 
distributor’s total gas-purchase costs amounted to 59 percent of its total revenues 
from gas sales. In 1957 that figure will have increased to 66 percent, or two- 
thirds of total gas revenues. 

Our Louisville gas distributor purchases its natural gas from three separate 
natural gas suppliers. Since the end of 1951 there have been a total of 11 in- 
creases, aggregating $3,275,000 per year based on 1957 purchase volume, in whole- 
sale rates applicable to its purchases from these 3 suppliers. Most of these in- 
creases have been attributable to increased producer prices. 

However difficult or imperfect may be the present system of producer rate 
regulation by the Federal Power Commission, it would seem to us producers 
haven’t fared too badly. By way of illustration, let us take the case of Union 
Oil & Gas Corp., of Louisiana, a principal supplier to Texas Gas Transmission 
Corp., which in turn is Louisville’s principal pipeline supplier. Under a price- 
redetermination clause contained in its Texas Gas contract, Union Oil in late 
1956 filed application with FPC for a 107-percent increase from 9.247 to 19.186 
cents per 1,000 cubic feet in its price to Texas Gas to become effective January 
1, 1957. Instead of invoking the full 5-month statutory suspension, FPC sus- 
pended this 107-percent producer-rate increase for only 45 days and allowed it 
to become effective, subject to refund undertaking, on February 15, 1957. In 
the cost data submitted in support of this overnight doubling of its rate, Union 
Oil capitalized all of its previously expensed exploration costs since 1943 and 
computed Federal income taxes without consideration of statutory depletion 
allowances. Without attempting to prejudge the outcome of this case, on 
which hearings have not been concluded, we find it difficult to believe that any 
legitimate set of cost figures will support this abrupt 107-percent cost increase. 

What will happen to this pending Union Oil case if this bill is enacted? Simply 
this: FPC is directed to throw all cost evidence heretofore presented in the waste- 
basket and to decide the case not on the basis of cost but on the basis of so-called 
reasonable market price. Until the case is disposed of, Union Oil will keep on 
collecting its increased rates, subject to the distinct possibility of a further in- 
crease should the Commission decide that a mere 107-percent increase was too 
low to qualify as a reasonable market price. 

Another bad feature of this bill is that it completely relieves pipeline companies 
of any responsibility for the level of the prices they contract to pay to natural- 
gas producers, provided the contract price was arrived at in arm’s-length bar- 
gaining. Bearing in mind that large oil companies account for a major portion 
of our country’s natural-gas production and that oil prices have a strange habit 
of jumping up together, as they did some months ago, it is also logical to expect 
that asking prices of big gas producers will advance in a firm and unbending 
line with little room for any real arm’s-length bargaining. 

In addition, under this bill those pipeline companies which are also engaged in 
natural-gas production will have their own production removed from the realm 
of public regulation on a cost basis and be able to improve their own profits by 
not trying to drive too hard a bargain in their contracts with independent pro- 
ducers. 

In this connection we wish to call attention to the fact that our Louisville dis- 
tributor purchases a part of its natural-gas supply from a large eastern Kentucky 
producing company with which it was formerly affiliated and which has long 
been subject to FPC regulation under traditional cost-of-service formula. Under 
this bill, that effective type of regulation would be discarded in favor of a 





726 NATURAL GAS ACT 


market-price formula, with a resulting large increase in cost of Louisville gas 
supply from this source. 

From time to time, practically all pipeline companies find it necessary to se- 
cure FPC certificates for expansion of their facilities and procurement of addi- 
tional natural-gas supply required to serve their increasing markets. The 
producer prices applicable to these additicnal natural-gas purchases are generally 
higher than those negotiated in prior years. In our opinion, there is a real danger 
that under this bill the higher prices applicable to this relatively small volume of 
new purchases will come to be regarded as automatically establishing a new 
and much higher level of so-called reasonable market prices to be applied to the 
entire volume of old and new purchases. 

The primary purpose of public utility rate regulation is to protect the con- 
sumer and see to it that the rates he pays for service are not based on what the 
traffic will bear but on rates which are fair and reasonable and adequate to 
cover the cost of supplying that service. The largest single item in the cost of 
supplying natural-gas service is the cost to the distributing company of the 
natural gas itself. To remove this item of cost from the realm of effective regu- 
lation—and that is what we firmly believe will be the end result of this bill as 
now written—will deprive the ultimate consumer of natural-gas service of the 
type of regulation to which he is entitled and be akin to attempting to regulate 
the flow of a river by building a dam only halfway across the stream. 

That is why we are registering our strenuous objection to bill H. R. 6790. 


The Cuatrman. We have a statement submitted to us, together with 
a letter from our colleague, Mr. Eugene J. McCarthy, from the Fourth 
District of Minnesota, 1 requesting that the statement of Joseph E. 
Dillon, major of the city of St. Paul, and a resolution, be inserted in 
the record. The letter and statement will be included in the record, 
and, Mr. Clerk, you can so notify Mr. McCarthy. 

(The letter and statement referred to are as follows :) 


HOUSE OF REPRESENTATIVES, 


Washington, D. C., May 14, 1957. 
Mr. ELton J, LAYTON, 


Clerk, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


Dear Mr. LAyTON: In accordance with the information that I received on my 
telephone call to your committee office the other day, I am sending you the state- 
ment of Hon. Joseph E. Dillon, mayor of the city of St. Paul, Minn., and the 
resolution of the Council of the City of St. Paul, Minn., opposing the enactment 
of H. R. 6790 or related bills. 

This statement and resolution are presented by Mr. Marshall Hurley, corpora- 
tion counsel of the city of St. Paul, Minn., and I shall appreciate their being 
printed in the hearings of your committee as if Mr. Hurley appeared and pre- 
sented them in person. 

Thank you. 

Very sincerely yours, 
EUGENE J. MCCARTHY, 
Member of Congress. 


STATEMENT OF JosEPH H. INILLON, MAYorR OF THE CrITy OF St. PAUL, STATE OF 
MINNESOTA AND RESOLUTION OF CoUNCIL OF Crry or St. Paur, Oppostnec H. R. 
6790 


My name is Joseph E. Dillon. I am the mayor of the city of St. Paul in the 
State of Minnesota. In this appearance of mine before the honorable chairman 
und members of the Committee on Interstate and Foreign Commerce of the House 
of Representatives of the United States I speak for the citizens of the city which 
I serve as mayor, pursuant to a resolution of the Council of the City of St. Paul 
which is attached hereto. 

The city of St. Paul has a population of 325,000 people. It is located in Minne- 
sota, which is well known for its rigorous winter climate. Being remote from 
all sources of fuel, this area normally suffers from relatively high unit fuel prices, 
which fact, together with its normally high requirements makes the question of 
fuel costs doubly important to the community. 
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The city of St. Paul was certified for natural-gas service in 1947 by the Federal 
Power Commission, and converted to the use of straight natural gas in 1948, with 
purchase of the natural gas being made by Northern States Power Co., the local 
distributor, from the Northern Natural Gas Co. Since that time there has 
been a rapid development in the use of natural gas in St. Paul for residential, 
comnmercial, and industrial purposes. At the present time we have approximately 
50,000 gas-fired home-heating systems, and many industries have developed sub- 
stantial new uses for gas fuel. As a result, the sales of natural gas inside the 
city of St. Paul during the year 1956, amounting to 20,550,000 M ec. f., were 8.4 
times as great as in the year 1949, the first full year of operation of natural gas. 
During this 8-year period there has been a local investment in excess of $25 mil- 
lion in the installation of consumer’s gas appliances and the extension of the local 
distribution system to serve the increased load. 

The assertion has been made by proponents of legislation directed toward the 
removal of gas production from regulatory jurisdiction that the production costs 
of natural gas are but a very small proportion of the ultimate cost of gas to the 
consumer and that the increase in the field price of gas has been small in com- 
parison with the rise in the cost of living during that period. From facts avail- 
able to us in the city of St. Paul in relation to Northern Natural Gas Co., we 
heartily believe that the experience of the past few years belies the validity of 
these arguments. 

In 1947, the year St. Paul was certified for natural gas, the average cost to 
Northern Natural Gas Co. of their purchase gas was slightly over 5 cents per 
M c. f. In testimony before the House Interstate and Foreign Commerce Com- 
mittee on March 29, 1955, Mr. John Merriam, president of Northern Natural Gas 
Co., stated that the average purchase price of gas was 12 cents per Me. f. The 
Northern Natural Gas Co. has a rate increase application on file with the Fed- 
eral Power Commission at the present time, the sixth such application filed by 
them since 1950, and the basis of claim for increased rates, amounting to more 
than $6 million is almost entirely attributable to a further increase in purchase 
cost of gas to them, bringing the average cost to 14 cents. This increase of gas 
cost in the field over the 10-year period brings the current cost to 270 percent 
of that existing in 1947. Recent reports of purchase contracts have shown 
price levels approximating 20 cents per M ec. f., indicating that the upward spiral 
of costs is still continuing. 

In FPC Docket G—580, a general investigation of the natural gas industry con- 
ducted in 1!45, voluminous testimony was given as to the economic waste oc- 
curring in the gas fields through the flaring of gas which could not be profitably 
marketed because of the low field prices then existing, in many cases these prices 
being as low as 2 cents per M c.f. The great increase in consumer markets fur- 
nished by areas such as St. Paul and the pipeline construction which has con- 
nected these markets to the gas fields has greatly changed the situation that 
existed only 10 years ago. The demand for gas created by newly connected 
consumer markets has not only reflected itself in the very marked increase in 
purchase cost of gas but also in the development of contract conditions in the 
nature of favored-nation and escalation clauses which are not in the interests 
of the consuming public. 

In 1949, the average unit price paid for natural gas by Northern States Power 

Co. in St. Paul approximated 15 cents per M c. f. Following a succession of 
rate increases the average unit cost of gas to the distributing utility in St. 
aul was 32.7 cents in 1956, and a further increase has been requested by the 
Northern Natural Gas Co. which is under suspension at the present time. The 
very substantial development in the use of natural gas in St. Paul has been 
possible through its availability for industrial use at resale prices considerably 
below the residential cost and competitive with other fuels. Any further in- 
creases in the cost of gas to the distributing utility will seriously jeopardize the 
market for this industrial gas, and its curtailment or loss will be extremely detri- 
mental to the residential home user because of the high seasonal peak require- 
ments for home heating. These seasonal peaks are at the present time equalized 
by substantial development of summer industrial use of gas. 

A large investment has been made in St. Paul as well as in other communities, 
based upon the availability of natural gas as a fuel under conditions which existed 
during the past 10 years, and the continuing increase in the price of natural gas 
endangers this investment. The distribution of gas in St. Paul is under local 
regulation, the transmission of gas from the field to St. Paul by the pipeline 
is under effective regulation through the Federal Power Commission. Unless 
the production segment of the industry is also under adequate regulation, the 
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fact that the transmission and distribution operations are regulated becomes 
without effect. 

The question of regulation of gas production is not parallel to the regulation 
of other commodities. Gas reserves are located in definite geographic areas. 
These gas deposits have been connected, as in the case of the city of St. Paul, with 
the market areas by pipelines involving great expenditures of capital. The source 
of gas to any community is thereby definitely limited, and no free competition 
exists for other locations of gas supply. The proponents of this legislation have 
contended that regulation of the production of natural gas would stifle explora- 
tion and development of new gas reserves because of the fact that this particular 
activity involves a greater risk hazard than does the normal transmission or dis- 
tribution of gas. We respectfully submit that the establishment of regulation does 
not preclude in any manner the recognition by the regulatory authority, which 
in this case is the Federal Power Commission, of all factors involved in the 
process of production and the ascribing of proper weight to such factors. 

The only criterion which is set out in the Harris bill, H. R. 6790, which could 
be recognized by the Federal Power Commission in the regulation of gas produc- 
tion prices, if this bill becomes law, would be the “reasonable market price” of 
such gas produced or purchased. Under section 13F of the bill this would apply 
to gas purchased from an affiliate of a gas transmission company as well as gas 
purchased from an unaffiliated producer. The Federal Power Commission would 
be prohibited from recognizing any other basis for establishing production costs. 
It is our belief that as the phrase “reasonable market value” is defined.in the bill, 
this power of regulation with the Federal Power Commission would be entirely 
too limited and restricted. We feel that the Federal Power Commission should 
be authorized to consider all factors inherent in the production of gas in its estab- 
lishment of a value for that gas, recognizing the consumer interest as well as 
that of the producer. 


Crry or Str. Paur, Orrice or THE City CLERK, CoUNCIL RESOLUTION— 
GENERAL FORM 


COUNCIL FILE NO. 182767 


Presented Commissioners Bernard T. Holland, Frank D. Marzitelli, Robert 
F. Peterson, Mrs. Donald M. McCourcy, Severin A. Mortinson, and Milton 
Rosen; and Joseph E. Dillon, mayor. 


Whereas the council is informed that the Interstate and Foreign Commerce 
Committee of the House of Representatives has begun hearings on a bill intro- 
duced in Congress on April 10, 1957, by Congressman Harris, said bill being 
designated as H. R. 6790, and which bill, among other things, proposes to change 
the basis for determination of the production cost of gas paid or charged by 
interstate pipeline companies through the elimination of the present method of 
determining cost by the use of the public utility rate base cost of service formula 
and procedure and substituting in lieu thereof the reasonable market price, to 
be determined by the Federal Power Commission ; and 

Whereas the council of the city of St. Paul is of the opinion that the bill pro- 
vides no clear and adequate standards for determining the reasonable market 
price for gas and which, if the bill becomes law, could result in a determination 
of a price for gas in excess of that necessary for the adequate compensation to 
the producers of natural gas, contrary to the best interests of the ultimate con- 
sumers of gas; and 

Whereas the council is informed and believes that a majority of the natural 
gas reserves are owned and controlled by a few large corporations, and there is 
no true competitive market in the sale, transportation and resale of natural gas 
in interstate commerce; and 

Whereas the price of natural gas to the ultimate consumer in St. Paul is a 
matter of vital concern for all the citizens in this city, made especially more 
so by reason of the cold weather which this city has in the winter season, and 
further by reason of the large number of ultimate consumers which are now 
using natural gas for domestic purposes in this city; and 

Whereas it is the opinion of the city council that if this new Harris bill should 
become law, it could very well result in substantial increases in the cost of gas 
allowed to the pipeline carriers serving this city and to the ultimate consumers 
in this city ; and 
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Whereas the council is firmly convinced that by reason of the facts recited 
above, this legislation is contrary to the public interest: Now, therefore, be it 

Resolved, That the city council of the city of St. Paul hereby opposes the pas- 
sage of the new Harris bill or any other legislation of a similar nature, or any 
legislation which seeks to eliminate or restrict in any manner the present, 
legally recognized control by the Federal Government through the Federal Power 
Commission of the production and sale of natural gas in the field; and be it 
further 

Resolved, That the council requests the Members of Congress from the 
State of Minnesota to do their utmost to defeat this bill and any legislation of 
a similar type which might be introduced in Congress; and be it further 

Resolved, That the mayor of the city of St. Paul is hereby directed to file a 
written statement of the opposition of this council to the bill and is hereby 
directed to present this resolution to the House Interstate and Foreign Commerce 
Committee on May 13, 1957, and to join with the other mayors of the large gas- 
consuming cities to present an argument in protest against the so-termed “Harris 
bill’; and be it further 

Resolved, That the city clerk is directed to send forthwith a copy of this 
resolution to the President and Vice President of the United States, to the 
Speaker of the House of Representatives, to each Member of the United States 
Congress from the State of Minnesota, and to each member of the Interstate 
and Foreign Commerce Committee of the House of Representatives. 

Councilmen : Yeas: DeCourcy, Holland, Marzitelli, Mortinson, Peterson, Rosen, 
Mr. President, Dillon; nays: 0; 7 in favor, 0 against. 

Adopted by the council May 10, 1957. 

Approved May 10, 1957. 


JOSEPH E. DILLon, Mayor. 


The Cuainman. We have a letter submitted by our colleague, Mr. 
John M. Vorys, 12th District of Ohio, advising that Mr. Ferd M. 
Pickens, utilities director of the city of Columbus, Ohio, has been 
here sts anding by to be heard, but due to other engagements he found 
it impossible to remain, and therefore asks that he be permitted to 
file a written statement with the committee, which he will file by 
May 22. 

We would be glad to receive Mr. Pickens’ statement, and you may 
so notify Mr. Vorys. 


(The statement referred to is as follows :) 


CONGRESS OF THE UNITED STATES, 
House OF REPRESENTATIVES, 


Washington, D. C., May 16, 1957. 
Hon. OREN Harris, 


Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 
DeaR Mr. CHAIRMAN: Mr. Ferd M. Pickens, utilities director of the city of 
Columbus, Ohio, has been in Washington awaiting the opportunity to appear 
before your committee on behalf of the city of Columbus on H. R. 6790, but 


finds that, due to other engagements, it will be impossible for him to await his 
turn. 


I respectfully request that he be authorized to file a written statement with 
your committee. He will file this with the committee by May 22. I under- 


stand from your staff that this request will be sufficient to authorize the filing 
of his statement. 


Sincerely, 
JOHN M, Vorys. 

(Norre.—The statement referred to was submitted by the mayor of 
Columbus and appears on p. 1304, pt. 2.) 

The Cratrman. The Chair has received a wire from Mr. Fay 
Wheeldon, the mayor, Mr. Bert Yeager, commissioner, and John N. 
Browning, commissioner, of the city of Sioux Falls, which will be 
included in the record at this point. 

(The telegram referred to is as follows :) 
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Sroux FALLs, 8. Dax. 
SPECIAL MAYORS COMMITTEE ON NATURAL GAS LEGISLATION, 4 
Care, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington, D.C. 

The city of Sioux Falls opposes passage of H. R. 6790. Gas is a natural mo- : 
nopoly subject to regulations same as other utilities. There is no real compe- 
tition and no protection for consumers without regulation. 

Fay WHEELDON, Mayor. 
Bert YEAGER, Commissioner. 
JOHN N. BROWNING, Commissioner. ? 


The CuairMan. I believe that is all I have. 

Mr. Avery / 

Mr. Avery. Mr. Chairman, on behalf of the mayor of Topeka, 
Kans., who has also been in town 2 days but had to return home, I ask 
that his statement be filed at the end of today’s proceedings. 

The Cuatrman. What is the mayor’s name? 


Mr. Avery. I will give it to you. Mr. George Schnellbacher. 
(The statement of the mayor of Topeka, and a resolution of the 
League of Kansas Municipalities follow :) 


STATEMENT OF THE MAYOR OF TOPEKA, KANS. 


My name is George G. Schnellbacher. I am in my third term as mayor of the 
city of Topeka, Kans., which together with its suburban areas has a population of 
well over 130,000. 

The ultimate consumer has a tremendous investment in gas-consuming devices 
for the utilization of this fuel. The protection of this is a prime responsibility 
of the governing body of a city. I realize the production of natural gas is a 
highly competitive business and its conservation is of vital importance to the 
various States where it is found. 

H. R. 6790, page 2, line 21, states ‘‘and no State or local authority shall regu- 
late the sale price of natural gas either at or before the commencemeiit of trans- 
ports of said natural gas in interstate commerce.” 

The State of Kansas has for 20 years regulated the production of natural gas 
to the end that wasteful practices be prohibited and this great natural resource 
conserved by the discouragement of early abandonment, the drilling of marginal 
wells, and the orderly production of natural gas to insure maximum recovery of 
this valuable resource. The Federal regulation of independent producers is 
unnecessary in that the field price represents only a small portion of the cost of 
gas to consumers and in any event such prices are competitive with other fuel 
prices. Complete regulatory authority in the Federal Government would tend to 
usurp the powers and the functions of the State. 


YEORGE G. SCHNELLBACHER, 


EXCERPT FROM STATEMENT OF FEDERAL POLICY, THE LEAGUE OF KANSAS 
MUNICIPALITIES 


Adopted at Annual Convention, Topeka, Kans., September 18, 1956 
F. 8. NATURAL GAS REGULATIONS 


F 8-1. We urge the Congress to again pass legislation to amend the Natural 
Gas Act to restore to the several States their historic function of regulation and 
conservation of natural gas and remove from the field of Federal regulation sales 
of natural gas by independent producers and gatherers made in the field, ever 


though such gas is ultimately sold in interstate commerce. (Convention, Septem 
ber 18, 1956.) 


A certified true copy : 

[SEAL] 

May 13, 1957. 

My commission expires December 28, 1959. 


Maser I. MITCHELL, 
Notary Public. 
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LEAGUE RESOLUTION No. L—7 
A RESOLUTION MEMORIALIZING CONGRESS TO AMEND THE NATURAL GAS ACT 


Whereas the Supreme Court of the United States has recently ruled that 
sales of natural gas by independent producers and gatherers made in the field 
in which the gas is produced are subject to regulation by the Federal Power Com- 
mission under the terms of the Natural Gas Act when the gas is ultimately 
transported to and sold in other States ; and 

Whereas the League of Kansas Municipalities has, from its inception in 1910, 
concerned itself with the problems of its member cities in supplying themselves 
with an adequate supply of natural gas at reasonable rates and it has carried on 
studies, conducted research, issued brochures, news releases, reports and recom- 
mendations to its member cities, and to all municipalities of Kansas, concerning 
the availability, regulation, and cost of natural gas to the ultimate consumer: 
and 

Whereas the ultimate consumer has a tremendous investment in gas con- 
suming devices for the utilization of this fuel, the protection of which is a 
prime responsibility of municipal governing bodies; and 

Whereas the production of natural gas is a highly competitive business and its 
conservation is of vital concern to the various States wherein it is found ; and 

Whereas the State of Kansas has for 20 years regulated the production of 
natural gas to the end that wasteful practices be prohibited and this great 
natural resource conserved by the discouragement of early abandonment, the 
drilling of marginal wells, and the orderly production of natural gas to insure 
maximum recovery thereof; and 

Whereas the regulation of the price of gas sold by independent producers and 
gatherers is contrary to the public interest, including the interests of consumers 
in the municipalities who are members of this league, in the following partic- 
ulars: (1) such regulation will result in curtailing the development of new 
sources of supply of gas because it will lessen the incentive of producers to 
explore for and produce natural gas, will interfere with and impede State 
conservation measures and thereby result in waste of gas and will ultimately 
increase the cost of gas to the consumer, (2) Federal regulation is unnecessary 
in that field prices represent only a small portion of the cost of gas to consumers 
and in any event such prices are competitive with other fuel prices, (3) Federal 
regulation cannot be justified except on a socialistic basis which could lead 
to the regulation of the price of all commodities, including oil, coal, and other 
products of nature, and which would further centralize regulatory authority 
in the Federal Government and thereby usurp the powers and functions of the 
State ; and 

Whereas there was introduced in the 84th Congress, 1st session, House 
Resolution 6645, commonly known as the Harris bill, which bill had for its 
purpose the removal from the field of Federal regulation sales of natural gas 
by independent producers and gatherers made in the field; and 

Whereas House Resolution 6645 was unanimously supported by each of the 
six Congressmen from Kansas; and 

Whereas both United States Senators from Kansas have publicly endorsed 
House Resolution 6645 : Now, therefore, be it 

Resolved by the 47th Annual Conwention of the League of Kansas Munici- 
palities in convention assembled at Hutchinson, Kang., That United States 
Senator Andrew F. Schoeppel, United States Senator Frank Carlson, and Repre- 
sentatives Avery, Scrivner, George, Rees, Hope, and Smith, be commended and 
congratulated for their support of House Resolution 6645; and be it further 

Resolved, That the Congress of the United States be memorialized to pass 
House Resolution 6645, known as the Harris bill, or legislation of similar import, 
so as to amend the Natural Gas Act to restore to the several States their historic 
function of regulation and conservation of natural gas, and remove from the field 
of Federal regulation sales of natural gas by independent producers and gatherers 
made in the field, even though such gas is ultimately sold in interstate commerce ; 
and be it further 

Resolved, That the executive director of the League of Kansas Municipalities 
be instructed to furnish a copy of this resolution to each Member of the United 
States Senate and the House of Representatives. 

Passed this 13th day of September 1955. 

THE LEAGUE OF KaNsAas MUNICIPALITIES, 
By J. GLEN Davis, President. 


92196—57—pt. 1——47 
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Attest: 
ALLEN E, PritcHarp, Jr., Hrecutive Director. 
A certified true copy. 


[SEAL] MABEL I, MITCHELL, Notary Public. 

May 13, 1957. 

My commission expires December 28, 1959. 

The Cuatrman. I wonder if Mr. Raymond Fitzpatrick, from 
Connecticut, is here? (No response. ) 

I wonder if Mr. John Banks, from Denver, Colo., is here? (No 
response. ) 

May I inquire if there is anyone else present who is anxious to get 
something off of his mind ? 

If not, ~ with the thanks of the committee, and the regrets at the 
necessity of remaining for such a late session, the committee will 
adjourn until Monday morning, at which time Mr. Aen I 
believe of the Consolidated Natural. will be the first witness, or Mr. 
LeBoeuf, I am not sure which. 

(Whereupon, at 6:50 p. m., the committee adjourned, to reconvene 
at 10 a.m., Monday, May 20, 1957.) 
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(Regulation of Producers’ Prices) 


MONDAY, MAY 20, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForerIGN CoMMERCE, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Oren Harris (chairman) presiding. 

The Crarman. The committee will come to order. 

Resuming the hearings this morning on proposed bills H. R. 6790, 
6791, and related bills, to amend the Natural Gas Act, we start the 
second week with the proponents. Mr. LeBoeuf will be the first 
witness. 

We are glad to have you back before this committee. We under- 
stand that you have pressing engagements this week in your own 
State and for that reason we have called you today in order that you 
may have an opportunity of presenting your testimony this morning. 


STATEMENT OF RANDALL J. LeBOEUF, JR., ON BEHALF OF CON- 
SOLIDATED EDISON COMPANY OF NEW YORK, INC., LAW OFFICES 
OF LeBOEUF, LAMB & LEIBY, NEW YORK, N. Y. 


Mr. LeBorur. Thank you very much, Mr. Chairman. 

I would like to have incorporated in the record the prepared state- 
ment which I filed with the clerk of the committee sometime prior to 
the start of the first hearing. 

My name is Randall J. LeBoeuf, Jr. I appear for Consolidated 
Edison Company of New York, Inc. 

I am a senior partner in the law firm of LeBoeuf, Lamb & Leiby, 
of New York City, and with an office in this city. 

In order to weds the number of appearances, I am authorized to 
state in addition to Consolidated Edison, the following companies 
endorse in principle the formal statement which I have filed. 

They are the Bridgeport Gas Co., of Connecticut; the Cambridge 
Gas Co., of Massachusetts; Central Hudson Gas & Electric C orp., of 
New York: Connecticut Power Co., Connecticut Gas Co., both of 
Connecticut; Delaware Power & Light Co., of Delaware; Hartford 
Gas Co., of Connecticut; the New Bedford Gas & Edison Light Co., 
of Massachusetts; the New Haven Gas Co., of Connecticut; Rockland 
Light & Power Co., of New York; and Worcester Gas Light Co., of 
Massachusetts. 

I might say that those companies are of small to medium size in 


this field and with Consolidated Edison they serve something slightly 
less than 2 million consumers or meters. 
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We have to keep our records by meters. Consumers are approxi- 
mately the same figure. And that means in the areas where they 
serve they serve about 714 million people. 

You will recall that I ‘appeared before this committee 2 years ago 
in opposition to the Harris-Fulbright bill. Our basic grounds for 
objection at that time were the inadequac: y of protection for the ut ility 
consumer, the insufficient control over escalation, the doubtful con- 
stitutionality of the indirect controls. 

And we were deeply concerned that the bill as then drawn might 
permit State minimum statutes to so effect the price of gas as to 
destroy what Federal regulation was proposed by that bill. 

You will also recall that at that time we proposed in principle a 
middle ground approach—a middle ground between the extreme of 
utility regulation, on the one side, and the extreme of complete pro- 
ducer exemption on the other side. 

And subsequently, we, at the request of the committee, prepared a 
spec ific bill which was incorporated in the record. 

soth at that time and at the present time we have three principal 
objectives. 

One is adequate pricing control to protect the consumers, 

The Cuamman. May I interrupt to inquire—I think it would be 
appropriate to inquire—as to this proposed middle-ground approach 
that you refer to, was that the bill that was introduced by our col 
league from New Jersey, Mr. Wolverton / 

Mr. LeBorvr. Not identical—it was close to it. There were some 
changes. At that time I slightly preferred my own to Congressman 
Wolverton’s. But basically the approach was the same, and the 
differences were minor. 

Our second basic objective is the assurance of an adequate supply 
of gas. And we take the position that the consumers have an interest 
in the producers securing a sufficient incentive price so that we will 
get gas in the future. 

The third objective that we have is relief from the present intoler- 
able burden of regulation on the distributing companies which with 
no disrespect to the Federal Power C ommission, is not working well. 

I might say that while our reasoning differs from that of the 
producers, our desires for legislative relief are equally strong. 

We think that the Harris-O’Hara bill is a middle eround which 
helps the consumers to obtain these three objectives. And therefore, 
we endorse the bill and support it wholeheartedly. 

We realize that the problem of reconciling adequate control of 
producers rates in the consumers’ interest, to the incentive with respect 
to providing the additional reserves of gas which we, the consumers, 
desperately need, is of necessity a compromise. It has to be ap- 
proached that way and we think that the approach of the present bill, 
which I support, is a reasonable compromise to accomplish those 
objectives. 

Fixed utility type of regulation of the producers, we feel, might 
well dry up the gas in the future and either force the distributing 
companies to charge exorbitant rates, or if it is carried on too far in 
accordance with the existing trend it might well compel gas com- 
panies to abandon the service. Such a result would be very grave. 
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It would be grave to the householder who has invested funds in the 
gas range, water heaters, space heaters. 

It would be grave to the utility distributing company, because it 
would mean that the investors in that company would he compelled 
to write off the undepreciated portion of their investment in gas dis- 
tributing facilities. 

It is our sincere belief that we need lgislation along some middle- 
ground line. We fear that any substantial amendment of the present 
bill or a different bill which lays much greater emphasis on 1 of 
those factors, those 3 factors that we are trying to attain for the 
consumers, may well make it impossible to attain the other objectives. 

| might say thatt I believe Consolidated Edison’s experience, since 
it has gone into the use of natural gas, has been typical. We made our 
contracts In 1950 for the first. Our principal supplier, the Transcon- 
tinental Gasline Co., since that time in 1950, has had the rates of its 
cost of gas purchased from producers increased 100 percent. 

We in Consolidated Edison have had our rates from Transco in- 
creased 36 percent. The difference between those 2 figures is due to 
a complex of many factors but 1 of them is the regulatory lag; in 
other words, the increases which Transco has exper ienced in the past, 
we anticipate, will in some measure be passed on to us still further 
in the future. 

[ mentioned that experience under utility type of regulation as 
showing how unsatisfactory it has been from the dollars-and-cents 
standpoint. 

I would like to add that it has been equally unsatisfactory from the 
standpoint of trying to run a business. ‘These increases have come as 
the result of the escalation clauses at unpredictable times, bunched 
together, and in a way that makes it impossible to plan the orderly 
handling of your distribution business. 

And there, again, we feel that the controls, the elimination of the 
bad type of ese alation from new contracts and the control over the 
other indefinite pricing clauses, will tend greatly to increase stability 
and eliminate the chaos which is the chief characteristic of the natural 
vas indus stry tod: ly. 

I might say that we also are particularly happy about the provi- 
sions of the bill relieving producers of the requirement of approval 
for certificates of convenience and necessity. That has placed a great 
burden and a great hazard on the consumers. 

When a pipeline comes in to obtain the certificate it is required to 
show its contracts to show the adequacy of the supply. 

We have been consistently alarmed that if we cid not intervene 
and participate on numerous specific occasions we would be tacitly 
agreeing to contracts which might contain escalation clauses of the 
type we think are improper or may be illegal. 

And so we have gone into case after case. Finally the Commission 
worked out a system of a general clause in order that the approval 
of the certificate did not approve the rates of the contract, which was 
merely deferring the evil today. 

Frankly, we hoped that the Commission would strike out some of 
those clauses at the outset. 

This Harris-O’Hara bill, by eliminating that approval, makes a 








736 NATURAL GAS ACT 


very concrete improvement of the position of the distributing com- 


panies. 

Theoretically, when we talk about cost in this field, it has an initial v 
appeal of certainty. I wish to respectfully state to the members of t 
the committee who have suggested that, as well as Mr. Kendall, that 
that plausibility does not exist in fact. The reason for that is a very a 
simple one. The cost of gas is a composite of combined efforts which 
produce oil and other minerals and, therefore, to get at that cost, 1 


assuming you have every record in the world and kept in ac cordance 
with utility, rather than industrial, standards, it comes down to an 
element of allocation and judgment. 

Cost in this field today is nothing but an opinion. And I might 

say that two honest and competent people examining the same figures 
can and do come up with widely varying concepts of costs. 

I think the Phillips case, w hich is a composite proceeding consoli- 
dating many cases involving the Phillips Co., which is now pending, 
isa very good proof of what I am saying. 

For example, the staff took, I believe, over 2 years to prepare its 
idea of the cost figures. And it came up based on using 1954 as a test 
year, with a cost of service for that year—and I am speaking of juris- 
dictional sales, not the nonjurisdictional ones—of $48 million a year. 

The company made its study and on the same basis came up with a 
cost of $74 million a year, or 54 pee greater than the staff figures. 

I have spent more years than I like to admit in the utility field and 
I have gone through the battles between cost and reproduction value 
and all kinds of other tests, and I respectfully state that I have never 
seen in my experience such a wide difference in opposing sides in try- 
ing to get the single element of cost. 

Of course, those figures—both staff and the Phillips figures—were 
based on a 9 percent return. Phillips claims, however, a 12 percent 
return which would bring their claimed figure on the cost. basis to $81 
million, 68 percent more than the staff figures. 

That case in which we are an opponent to the Phillips Co. has been 
pending for months and I feel perfectly safe in predicting that it will 
continue for many more months and probably years. 

I have mentioned those figures as showing that this idea of cost 
is not something convenient and certain. It is an illusory idea. And 
I think that it indicates something of the burden that is placed on the 
distributing companies to go into these long-drawn-out proceedings, 
have engineers and so forth, sitting days and weeks and months, is a 
tremendous strain and one from which the distr ibuting companies for 
whom I speak would like to be freed. 

We have no conviction furthermore that the use of cost will be 
beneficial to the consumers. I say by “beneficial,” I mean producer 
lower rates. 

Mr. Kendall suggested to you gentlemen an amendment to give the 
permissive use of costs. I went around among various people in this 
room who include many experts in the field and I said, “If you were 
a Federal Power Commission, trying to get the fairest results and you 
had a statute which talked about reasonable market price and per- 
mitted you to use cost, what formula or standard would you employ 
to determine which one should be used in a given instance and why 
it would not be used in another one?” 


o~ safe ai wie pate tat 
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And I found no answer to my question. And I know none. 

It leads to a fear that if there is that permissive use of cost, it may 
well result in cost being the only standard and then we are back in 
the same ball game that we are so dissatisfied with. 

The selfish interest of the consumers is to have the maximum 
amount of this valuable commodity available turned into the inter- 
state pipelines for the use of the householder who cooks and heats 
with that fuel. 

With the existing uncertainty as to what Federal regulation may 
mean, which no one can predict, we feel that if this present condition 
is continued the producers will turn more and more of their gas to 
intrastate markets rather than bear the burden and expenses and the 
uncertainties of turning it into the interstate markets. We want the 
gas in the interstate market for the householder. We fear that an at- 
tempt to mix in a bill two conflicting standards may act as a drag 
on competition. 

I argued 2 years ago that you could not have free competition with 
these escalation clauses, where if 2 people negotiated, arrived at a 
figure that they thought was fair to each, that figure could be changed 
overnight by the happening of some extraneous circumstance. 

With the elimination and control of escalation which this bill pro- 
vides we believe that competition in the field can serve and will serve 
as a potent force to supplement the limited regulation that the bill 
provides. 

We wish to point out also that if we have to continue under the 
present unsatisfactory type of regulation that the fear is very strong 
in us that the producer will send his high- cost gas into the interstate 
market and reserve his low-cost gas for sale in the local market. I 
think that fear is a real one. 

We also have this thought about cost in relation to the producers. 
It seems to us that if you establish, as the attorney general of Wiscon- 
sin suggested, cost as a required element but then adjust rate of re- 
turn and some other factors, that it makes the consumer the under- 
writer of the least efficient producer, who spends a lot of money and 
get a little gas is sure that he is going to get his money back plus 
some kind of a return. 

We do not think that is suitable to the business and we do not think 
it is protective to the consumer. We would rather have the producers 
take the risk and have other means of controlling price. 

It has been suggested that switching from the conventional utility 
type of regulation to a commodity type of control may result in in- 
creased prices to the consumer. It seems to me that the real question 
that you gentlemen have to face—let us assume that is true—is 
whether it will produce higher rates to the consumer than the con- 
tinuation of the present unsatisfactory method of utility-type regu- 
lation. We believe that it will. 

And we believe that in addition, that it will continue the chaotic 
condition which is so unsatisfactory. 

The chief reason why I say that is, if you continue your present 
system, you still have these evil escalation clauses w hich will con- 
stantly operate to trigger the prices and will have their effect in the 
long run, no matter how much the Federal Power Commission at- 
tempts to prevent it. 
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And I might say again in referring to a good many years in this 
field, to me it is very significant in the thinking of the Federal Power 
Commission of 2 years ago and now, which now comes to this com- 
mittee and says, “We w ant relief from carrying out the statute which 
we have to operate under.” 

I cannot recall to mind any regulatory body in the past, State or 
Federal, which has ever voluntarily sath “We want to have our ju- 

risdiction reduced.” ‘The trend has always been the other way. 

The other point that Mr. Kendall mentioned i is placing a ceiling of 
reasonable market price on step escalation in existing contracts. 

Frankly, I don’t think that suggestion was thought through 
from the consumer's standpoint. If that were adopted, it would 
seem to me in all propriety the producer who is getting low prices 
for his gas would be entitled to come in and say, “In all fairness, if 
there is to be the ceiling of reasonable market price in the one in- 
stance, then I am entitled to bring my low-cost gas up to that ceiling.” 

I cannot see any other answer to it in fairness. To me it is a corol- 
lary of Mr. Kendall’s suggestion. 

While I am not in a position to give accurate figures, | am. sufli- 
ciently familiar with the field, and I am confident in predicting 
that if Mr. Kendall’s suggestion, and that reasonable corollary were 
adopted that the ceiling would hold down very few increases, but 
the bringing up of low-priced contracts to that ceiling would cost 
the consumers many times what the ceiling would save. 

I say that with some knowledge of situations like those in the 
Texas Panhandle where gas reserves were committed at early days 
at very low prices. They are the backbone of the consumers supply. 

If those prices were increased to any standard that might be re- 
quired we would be in for greater increases than those we faced in 
the last few years. 

Furthermore, Mr. Kendall admitted in answer to your chairman's 
questions that if this suggestion were followed, the existing contracts 
should be put under the same—might have to be put under the same 
type of regulation as the new contracts. 

Well, under a new contract under the bill a producer comes in, pro- 
poses his contract, all of the terms and the price. And if the Com- 
mission disapproves, the contract is null and void. 

If that principle were applied, as Mr. Kendall admitted would be 
a fair corollary, to the existing contracts, then would it not follow 
that a producer who was not satisfied and is serving under an existing 
contract, would have a right to cancel his existing contract / 

That, I would say, would be a tragedy from the standpoint of the 
consumers. 

One of the things about this bill that appeals to us from the con- 
sumers’ standpoint is that there is very limited opportunity for the 
producer to increase the rates under existing low-cost contracts. 

It can only be done by the indefinite pricing clauses or by step 
escalation, and the past contracts of step escalation in our judgment, 
not the recent ones, because there have been some that we haven't 
liked but the earlier ones that this would apply to chiefly we thought 
were reasonable in dollars and cents and reasonable in philosophy. 

In other words, where a producer was devoting gas to a new pipe- 
line for the first time and they worked out a contract to start at 7 
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cents, to go to 744, to 8, to 814, and so forth, over a 20-year period 
was the conventional type. 

The lower initial charge gave both the pipeline and the distributing 
company a chance to absorb the initial cost and develop the market, 
and it was perfectly simple to take that step escalation contract and 
compute what the average price was over the 20 years. 

So that it never shocked us, and when I appeared here against the 
Harris-Fulbright bill 2 years ago in my middle-ground suggestion, 
I did not object to it. 

We do not think that that is of the character of the favored-nation 
price redetermination clauses where no one can predict what is going 
to happen except the Deity Himself. 

I also point out if Mr. Kendall’s proposed suggestion and corollary 
is adopted giving a right to cancel, not only it might destroy the pres- 
ent market by increasing the prices all out of line, but I do not believe 
the Federal Power Commission, with all due respect to those gentle- 
men, would have a free hand because they would always be weighing 
that possibility against the possible loss to the consumer market of its 
gas supply. 

President Eisenhower in his veto message said that new legislation 
should include specific language protecting consumers in their rights 
of fair prices. 

I have set forth on pages 7 to 9 of my prepared statement, 7 in- 
stances which, in my judgment, this bill meets the standard laid down 
by President Eisenhower, and is vastly different and vastly better 
from the consumer standpoint, with which I am solely concerned, than 
the former bill. 

I should admit in all candor that I think this Harris-O’Hara bill 
is a better bill from the consumer standpoint than the one that I 
proposed 2 years ago to this committee. 

I would like to add to those 7 points of comparison 2 factors which 
are covered by this bill which do not seem to fall within a strict com- 
parison of the 2 bills. 

One is the one that I just touched on, that a great protection here 
to the consumer is the probability that existing low-cost gas which 
has come into the interstate market can be continued without too great 
price increase. 

And the second is the one I also referred to, freedom from the bur- 
den of these certificate cases and the dangers with which they are 
frought to our interest. 

I do not know, Mr. Chairman, of anything else. That completes 
my summary. 

I have considered Mr. Macdonald’s bill and Mr. Staggers’ bill. Is 
it appropriate to make a brief comment on them ? 

The CuatrmMan. If you desire to do that. 

Mr. LeBorvur. With respect to H. R. 7105, Mr. Staggers’ bill, I am 
sure he did not intend it, but I point out that the language used 
eliminating the words, “for resale,” might well subject certain local 
distributing companies to the rate regulation of the Federal Power 
Commission in their rates to the individual householder. 

You will recall that the Hinshaw amendment, which is now in- 
cluded in section 1-C of the act, made certain exemptions of the dis- 
tributing companies that were wholly locally regulated, where you 
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might say the gas was flowing continuously in interstate commerce 
from the well to the pilot light in the home; and that Hinshaw 
amendment eliminates certain companies, but there are other com- 
panies in States which lack regulation, or which straddle the State 
line, which would probably not be eliminated by the Hinshaw amend- 
ment. 

It is my opinion that the changes suggested by Mr. Staggers would 
possibly subject those local distributing companies in their local rates 
to Federal Power Commission jurisdiction. 

I would like to turn to the other point in Mr. Staggers’ bill. Our 
great problem, particularly in the Northeast and in the colder sec- 
tions of the country, is to get gas for our peak loads. We do not 
consume it on a uniform basis. And yet our rates are what we call 
a two-part demand and energy rate, which means that under the 
demand charge we pay for the capacity we have contracted for 
whether we take it or not. 

Then, in addition, we pay an energy rate for what we consume. 
That means if we bought gas from a pipeline, in a colder section of 
the country, we would have to pay a very high price because we 
would not be able to use the gas part of the time. 

Some efforts are being made—and I wish there were more—to 
provide storage close to the distribution area. That would be the 
great solution. 

As a stopgap, another method has been employed by the pipelines 
of selling interruptible gas in large quantities to industry. That is 
what I assume Mr. Staggers’ bill is aimed against. 

From the consumer standpoint that may well be a very helpful 
thing, because if we know some plant in New Jersey can take inter- 
ruptible gas in the warm weather and it is available to us for our 
winter peak, it is helpful. I do not think that Mr. Staggers’ bill 
would be helpful from the consumer standpoint in its attempt to 
prevent a free negotiation of that kind of a sale from the overall 
standpoint of what is best for all of the consumers of the pipeline. 

Now, with respect to Mr. Macdonald’s bill, H. R. 6813, we are also 
from a consumer standpoint opposed to that bill. 

In the first place, accepting the varying figures of ninety-odd per- 
cent of small producers that have been used here—and I don’t know, 
they are probably approximately correct—if they are completely ex- 
empt from any kind of control, then are they not in a position under 
existing conditions to trigger escalation clauses in the big companies’ 
sales which I think Mr. Macdonald has said account for approxi- 
mately 85 percent of the total sales? What protection do we have 
against that if they have a free hand and are not subjected to the 
same kind of uniform regulation that the Harris-O’Hara bill pro- 
vides ¢ 

Secondly, these very unregulated sales could in the aggregate estab- 
lish a standard which might be employed or considered by the Com- 
mission in fixing the rates for the big supply that we are interested in. 
Whether it is discriminatory or not in a legal sense, I hesitate to say. 
But our chief objection is that it does not solve our problem. We 
want legislative relief from the present system of unpredictable rate 
increases, and if 85 percent of our purchases remain under that type 
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of regulation, we do not feel, with all due respect to the thought that 
Mr. Macdonald has, that it solves our problem. 

Maybe it solves the problem of that large number of producers. 
Maybe it will somewhat reduce the regulatory problem in the Federal 
Power Commission. 

But I’d like to say as to that, that the regulatory problem in the 
Federal Power Commission is trying to establish rates under the 
present utility-type system in the large sales. And these smaller ones 
probably would fall into line and there would be no great objection. 
So that we respectfully object to the exemption of those producers 
who would be exempted under Mr. Macdonald’s bill as contrary to 
the consumer interest. 

In closing, I have listened to the testimony and I have read portions 
when I was not here, and to me the interesting thing about the presen- 
tation is the difference of opinion among sincere and competent people 
who represent consumer interest. I have tried to analyze it. Some 
seemed to have a yen to adhere to well-known regulatory procedures. 
But I think the chief reason is that they believe there is a present 
advantage in consumer rates and they are willing to run the risk of 
the future that adequate gas will be available. 

I don’t think, with due respect to certain of the people representing 
consumer interests that have taken that position, that they would have 
done so had they been toilers in the vineyard of the FPC and lived 
day to day with regulation and seen its expenses and troubles and 
difficulties. 

From our standpoint, we are worried about the future security of 
our consumers. We want legislative relief from the present setup, 
which is not working. And we fear that we should not take the 
responsibility and risk of trying to starve the producers at the 
moment, resulting as we believe it would in our having to have much 
higher rates in the future, or abandon gas service to the public. 

Thank you, Mr. Chairman. I am ready for questions. 

The Cuatrman. Mr. LeBoeuf, let me thank you for your statement 
this morning. Your entire statement will be included in the record 
as requested at the outset of your presentation. 

Mr. LeBorur. May I interrupt and say again that the prepared 
statement is the only one for which the concurring 11 companies 
take responsibility. I will have to be responsible for anything in 
addition that is said or any questions and answers that I may give. 

The Cuarrman. Very well, we will take that into account, too. 

You followed fairly well your statement in summarizing it, I 
noticed, with the exception of the two bills 

Mr. LeBoevr. That is correct. 

The Cuarrman. That you referred to. 

Mr. LeBorvr. Yes. 

(The statement is as follows :) 





STATEMENT OF RANDALL J. LEBOEvF, JR., ON BEHALF OF CONSOLIDATED EDISON 
CoMPANY OF New York, INc., BEFORE THE COMMITTEE ON INTERSTATE AND 
FOREIGN COMMERCE OF THE HOUSE OF REPRESENTATIVES, MAy 7, 1957 


My name is Randall J. LeBoeuf, Jr. I appear on behalf of the Consolidated 
Edison Company of New York, Inc. I am a senior partner of Le Beouf, Lamb & 
Leiby, a law firm with offices in New York and Washington. During more than 
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35 years of practice, I have been constantly engaged in public utility and related 
branches of the law, for various clients, both private and public, throughout the 
country. 

In order to reduce the number of appearances at these hearings, I have been 
authorized to state that the following distributing companies endorse in principle 
the basic position taken in this statement. 

The Bridgeport Gas Co. 

Cambridge Gas Co. 

Central Hudson Gas & Electric Corp. 
Connecticut Power Co. 

Connecticut Gas Co. 

Delaware Power & Light Co. 

The Hartford Gas Co. 

New Bedford Gas & Edison Light Co. 
New Haven Gas Co. 

Rockland Light & Power Co. 
Worcester Gas Light Co. 

On April 14, 1955, I appeared before this committee in opposition to the then 
pending Harris bill, H. R. No. 4560. At that time, I expressed sympathy with the 
announced objectives of that bill, but pointed out specific objections to the bill 
as drafted. Chiefly, those objections related to the inadequacy of protection for 
the utility consumer, the doubtful constitutionality of the indirect controls of 
producers and particularly the insufficiency of the control over esealation which 
had produced erratic and unpredictable increases in the cost of natural gas to 
the distributors. 

It may be recalled that we also presented for the consideration of this com- 
mittee a specific middle ground approach, lying between the extremes of com- 
plete producer exemption and full utility-type regulation of their operations. 
Our position, then and now, is that neither extreme is in the public interest or 
the interest of the ultimate consumers, with which we are chiefly concerned. 
We have consistently advocated a middle ground solution of the problem of 
natural gas regulation. We want relief from the present unsatisfactory situa- 
tion. Our reasons differ from those of the producers, but we are equally in- 
sistent on the crying need for change. As a result, we have explored every 
avenue which, in our judgment, might afford a solution of the gas problem by 
providing necessary protection to the long-range interest of the consumer. 

Believing that the Harris-O’Hara bill, H. R. No. 6790 reflects a fair middle 
ground solution and meets the basic principles for which we have contended, I 
am authorized to appear on behalf of Consolidated Edison in support of the bill. 
We welcome this opportunity to present our reasoning to the committee. 

Our twin basic premises are that a proper bill should provide adequate safe- 
guards for the ultimate consumer, and, at the same time, sufficient inducements 
and freedom of action to encourage the producer to prospect for the additional 
gas reserves which the consumer needs. Any formula which attempts to recon- 
cile these two objectives is, of necessity, somewhat of a compromise. At the 
same time, we believe that the twin objectives are inherently in the mutual best 
interest of both producer and consumer. If the producers’ rates are too strictly 
regulated under a utility-type formula, the consumer momentarily may pay 
less for gas but in the long run that practice may dry up the gas that he needs. 
On the other hand, if the control over producers’ rates provides a reward com- 
mensurate with the risk, adequate gas reserves should be forthcoming. Neither 
the producer nor the consumer can benefit from the deadening effect of overstrict 
regulation, nor can the producer benefit from unjustified price increases, which 
may ultimately destroy the consumer market. 

This harmonizing of producer and consumer interests is easier to state in prin- 
ciple than to effectuate in specific legislation. Reasonable men who accept 
these twin principles may differ as to the method employed. They may favor 
some degree of greater or lesser producer regulation. 

It is our view that the Harris-O’Hara bill makes possible the achievement of 
our twin principles and is fair to both consumer and producer. The pricing 
provisions afford adequate incentive to spur the producers to seek additional gas 
reserves. The regulatory controls, we think, are appropriate to prevent de- 
structive runaway prices and the bill is consistent with the middle ground 
approach which we have advocated in this and other forums. 

We have passed in the natural gas industry from the time that natural gas 
was largely a waste product of oil production, often flared for lack of a market. 
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Demand and supply and the development of pipe capable of transmitting gas 
at high pressures made possible the reaching of distant markets through the long 
lines. After this had been accomplished, unfortunately, an era of chaos arose in 
the industry. Depending on one’s viewpoint, one can point the finger of blame 
at the interpretation by the courts, at the operation of improper or illegal escala- 
tion clauses or at the unsuitability to the production and sale of natural gas 
of the specific techniques of utility regulation which the courts held Congress 
had intended under the Natural Gas Act. 

The producers now have secured the distant consumer market. The consumers 
in turn are dependent for their economic well-being on the producers, not only 
for carrying out their present contractual obligations, but also for providing 
sufficient gas reserves for a continued supply to the domestic marketing—for 
which they should be assured adequate, but not excessive, rewards, 

We, at the end of the long lines, are in a position to know the long range best 
interest of our consumers and have a duty to endorse a pricing policy for producer 
gas which carries an adequate incentive to conserve this desirable fuel for 
the benefit of the householder and small user, as against other uses—particu- 
larly large intrastate sales. We believe that the allocation of the natural gas 
reserves for primary use in the domestic market is favored under the provi- 
sions of the Harris-O’Hara bill. 

The distributing companies, and, I am sure, the members of this committee, are 
primarily concerned, in considering any legislation, with the welfare of the 
vast number of householders who use gas for cooking and space heating purposes, 
as well as of the stores, restaurants, and other small commercial users. 

Our support of this bill is based upon the sincere conviction that its controls 
and pricing methods are adequate to protect domestic consumers and other 
small users against unreasonable charges for gas. At the same time, we believe 
the bill gives the Federal Power Commission the right to permit charges to be 
made for gas that are sufficient to stimulate exploration on a scale that will meet 
the prospective needs of domestic consumers. 

Such a program, we are satisfied, will in the long run result in lower prices 
for gas to domestic and small commercial users than they could hope to obtain 
under existing regulatory standards. 

Concern has been expressed that the change provided by this bill from econ- 
ventional utility ratemaking to the reasonable market price standard may result 
in increased cost of gas. 

A feast of too low gas costs for a few years, followed by either a famine in 
natural gas supply or the return to the manufacture of gas with other fuels 
at high costs is not, in our opinion, to the ultimate welfare of the domestic 
consumer. Ideally, the distributing companies would like to have available 
cas at ever-decreasing prices to supply their domestic consumers and at the 
same time be provided with ever mounting reserves of natural gas for the 
future. Unfortunately, it is only too evident that these mutually conflicting 
objectives cannot be achieved. Any regulatory process that flies in the face of 
sound economics can only serve to aggravate the situation, rather than improve 
it. To the end of the consumers’ best long-range interests, the following observa- 
tions seem pertinent. 

1. Even if the enactment of the reasonable market price standard for the 
gas should result, in some situations, in some immediate increase in cost of 
purchased gas to the distributing companies, that possibility should be com- 
pared with the situation that exists today, where escalation of all types triggers 
rate increases upon the happening of extraneous circumstances having no rela- 
tionship either to the cost of the gas or to its reasonable market value. The 
decision of the courts in the City of Detroit case has forced the Federal Power 
Commission to consider the extreme utility type cost regulation which certain 
opponents of this bill deem desirable. Yet, to date, this has not prevented 
rising costs. 

On the other hand, one can predict with reasonable certainty that the sub- 
stitution of the reasonable market price standard with the regulatory controls 
contained in the Harris-O’Hara bill will produce a greater stability in the cost 
of gas than exists under present conditions. This stability will permit the 
utility distributor to schedule its operations over a reasonable span of years, 
knowing with some certainty the probable cost of its gas purchases. It will 
permit a householder, considering the installation of space heating, to have 
greater security as to the continuity of his future rates. 
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2. Uncertainty on the part of the producers as to the treatment they will 
receive under present regulatory standards, tends to promote federally non- 
regulated intrastate sales for boiler fuel and other industrial purposes. The 
Federal Power Commission should have the necessary regulatory latitude to 
make possible the encouragement of sales of gas in interstate commerce for 
use by domestic and small commercial users, rather than be confined in statu- 
tory bonds so tight as to compel the Commission to take such regulatory action 
as will promote the use of gas locally for boiler fuel and other industrial 
purposes. 

To follow the course that is now being forced on the Federal Power Com- 
mission can only mean that natural gas will be available to the domestic mar- 
ket, particularly in States distant from the wells, in diminishing quantities, 
with the threat of ultimate cessation. If that occurs, the distributing com- 
panies will be forced to return to the manufacture of gas using other fuels. 
The cost of manufacturing gas is certain to be so great that the impact of the 
reconversion on the domestic consumers would be drastic. 

8. The irresistible conclusion to be drawn from the potential operation of 
these factors is that the long-range interest of the domestic consumer is en- 
hanced if he can have natural gas supplied to him over a long span of years 
at relatively stable rates, even if the substitution of the reasonable market 
price standard might initially somewhat increase the cost of his gas. 

4. Since the impact of the Phillips and City of Detroit decisions the Federal 
Power Commission has been struggling conscientiously with the resources 
at its command to regulate producers’ rates on a utility basis. It is no re- 
flection on those able and energetic Commissioners to suggest that the existing 
rules of the game are inappropriate to the economics of the business. This 
bill in part will increase free competition as an aid to regulation. With the 
outlawing of the worst types of escalation and the Commission having the duty 
to consider whether or not other types meet the requirements of public interest, 
additional competition should afford a better protection in the ultimate con- 
sumer’s long range interest, than exists today. 

President Eisenhower, in his message vetoing the Harris-Fulbright bill, 
stated that new legislation “should include specific language protecting con- 
sumers in their right to fair prices.” Any fair study of the Harris-O’Hara bill 
reveals that substantially more adequate and specific controls are provided 
than was the case in the Harris-Fulbright bill. In specific support of this 
generalization, the following items of greater consumer protection contained 
in the Harris-O’Hara bill should be mentioned. 

1. The new bill goes further in the specific elimination of the most objection- 
able types of escalation clauses and also provides Commission review of the 
propriety, in the public interest, of all other types of indefinite pricing clauses. 

2. It is believed that this prohibition of and restraint over various types of 
escalation clauses will have the effect of freeing competition as to additional 
producer sales contracts. Such competition, if unhampered by escalation, can 
ao potent supplement to conventional regulation of prices in the consumer 
nterest. 

3. The new bill affords a more certain pricing standard. 

4. The new bill is superior in providing regulatory procedures which will 
give notice of producer rates and rate changes to the representatives of con- 
sumer interests and a right to be heard on any justified protest. It also 
recognizes the right of a producer to be heard. Since the producer and the 
consumer-distributor are the real parties in interest this should tend to bring 
them closer together in an understanding and solution of each other’s problems. 

5. The new bill provides greater controls over the abandonment of service for 
jurisdictional reasons and the curtailment of contracted supply for nonjustifiable 
reasons. 

6. The new bill provides an improvement in permitting the review of all 
price increases under indefinite pricing clauses at the time they occur and apply- 
ing a uniform standard to test their justification. 

7. The new bill avoids serious legal and constitutional questions which were 
present in the earlier bill by preserving a more definite jurisdictional status over 
the producers through the direct regulation of their contract sales. It also fills 
the gap in the prior bill as to possible regulation by the States through mini- 
mum price statutes in conflict with the Federal system of controls. In the new 
bill, the Federal Government clearly preempts the field of regulation under the 
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Commerce Clause of the Constitution and the States are powerless to interfere. 
These specific comparisons are made with no desire to thresh over old straw, 


but to point out that the President’s request for more specific protection of the 
consumers has been met. 


In all candor, I should add that H. R. No. 6790 likewise provides more specific 
consumer protection than the middle-ground bill which I submitted to the 
consideration of this committee at my last appearance. 

The distributing company serves the ultimate consumer, knows his needs, 
and is under an obligation to protect his best interests. In planning for the 
company’s operations over a span of years, it must not only strive to provide 
the lowest cost gas but also to provide an adequate supply. We believe that 
the Harris-O’Hara bill contains appropriate safeguards and incentives to 
permit the attainment of the legitimate consumer interest in paying a reason- 
able price ‘and being afforded an adequate supply of natural gas. 

The Cuatrman. Mr. Dingell. 

Mr. Dinecerx. I, much flattered, will defer my questioning until 
later. 

The Cuairman. Dr. Neal. 

Mr. Neav. I have no questions at this time. 

The Cuarrman. Mr. O’Brien? 

Mr. O’Brien. No questions. 

The Cuatrman. Having a New Yorker as a witness we will give 
you an opportunity to ask questions. 

Mr. O’Brien. No questions at this time. 

The Cuatrman. Mr. Alger. 

Mr. Aucer. Mr. Chairman, I do have several questions. I cer- 
tainly enjoyed your statement, Mr. LeBoeuf. And on several pages 
[ want. to refer to what you said, sir, on page 2 that the producers 
rates are too strictly regulated under utility -type formula—too strict- 
ly regulated. 


On the next page you speak about the deadening effect of overstrict 
regulation. 

On page 7, I think it is, you speak about statutory bonds so tight. 

And all the way through here, I see it is tied in with this thought 
of too much regulation. 

To me your statement is unlike the others that were clearly against 
the bill. I cannot quite get at it, because I am wondering who is 
to tell you what too-strict regulation is. 

Specifically then on page 6, when you speak about reasonable mar- 
ket price standard with the regulatory controls contained in the Har- 
ris-O’Hara bill, since you, by your own statement have ruled out 
utility ratemaking, how will you define “reasonable market price” 
now and in the future? 

Mr. LeBorur. Any ratemaking is a judgment process. And I be- 
lieve that the standards set forth in the Harris-O’Hara bill gives 
sufficient controls and elasticity that the Federal Power Commission 
can evoke rates which are consistent with the dual needs of the con- 
sumer for gas and in the pricing of gas. 

Mr. Acer. Do you think that the bill does outline “reasonable 
market price”? 

Mr. LeBoeur. Yes. Mr. Alger, we have lived for many years, since 
1907, in New York, for ex xample, with the words “just and reason- 
able,” and with no explanation, definition of what those words mean 


except as the constitutional limitations of confiscation may come 
into it. 
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This bill actually has more guideposts than those words “just and 
reasonable.” 


Mr. Auger. I appreciate your answer, and it would be a tough one 
for me to answer. 

Mr. LeBoerur. It is tough. 

Mr. Aucer. I know that. I am merely seeking for some light 
rather than generating heat 

I am thinking here now, too, you said on page 3, along that same 
line, in the next sentence from the earlier one, you talk about unjus- 
tified price increases and then further down in the page, you say 
regulatory controls are appropriate to prevent destructive runaway 
prices. 

What has been the history in New York prior to 1954 so far as 
gas-well pricing is concerned? Were there runaway prices ever? 

Mr. LeBorur. I have stated earlier we first contracted for gas in 
Consolidated Edison in the year 1950, and we received the first gas 
in 1951. 

Since that time our principal supplier has had 100-percent increase 
in the contract cost of the gas that it purchases. 

Mr. Arcer. The gas producer? 

Mr. LeBorur. No; the pipeline is now paying the producer from 
which it purchases gas, at a 100-percent higher rate than it was in 
1950 or 1951. 

Mr. Aucer. This was without regulation; right? 

Mr. LeBorvr. This was without regulation of the producers up to 
1954. 

Mr. Arcer. Was this an unwarranted increase ? 

Mr. LeBoevur. I do not know. I mean, that would be a difficult 
question, Mr. Alger, to answer. 

Mr. Atcer. We would need to know that before we could use that 
as a reason for regulating the industry. 

Mr. LeBorvr. What I am trying to point out is that the present 
system with which we lived for 3 years since the Phillips case 
has not operated as a satisf: wtory brake on increasing prices. 

My own view is that the chief reason for that has been the im- 
proper escalation clauses. 

Mr. Arcer. Could it be—as your statement very nicely points 
out—that it could be too much regulation? I take it that is really 
the whole gist of this since 1954. 

Mr. LeBorvr. I am trying to point out in the statement that the 
utility type of regulation has not worked and, therefore, we from 
the consumer standpoint are seeking legislation to try some different 
method to see if that will work. 

Mr. Aucer. And for the present regulation we are going to try 
some other regulation / 

Mr. LeBorvr. Yes, of a limited character prescribed. 

Mr. Aucer. This is limited regulation / 

Mr. LeBorvur. In other words, what Consolidated Edison pays for 
gas has gone up 36 percent in that time, with the delayed action 
of the 100 percent to the producers and the 36 percent to us, will be 
felt later. 

Mr. Aueer. Could this amount of regulation be still part of the 
same part of the trouble we have with full regulation, like a little bit 
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of pregnancy? You either have it or you don’t. Could it be even 
that the limited regulation will continue to drive up prices rather 
than competition, if competition is in the field ? 

What do you think about that ? 

Mr. LeBoevr. It is my belief, and I am no expert in this, that 
the competition which would be freed by the elimination and control 
of escalation under this bill would be a potent supplement to regu- 
lation, but we still have the backlog of some control that is provided 
by the bill. 

And we think that that middle ground is the best solution. 

Mr. Aucer. I have enjoyed your statement. You made a number 
of remarks here that I found very interesting, as, for example, any 
regulatory process that flies in the face of sound economics can only 
serve to aggravate the situation rather than improve it. 

Mr. LeBorur. Yes. By that I mean that any form of human con- 
trol, through Government fiat and regulation as we call it, in the 
short run may act as a brake and deterrent to ch: ange, ~ in the long 
run basic economic conditions have got to control or somebody is 
going to go bankrupt. 

We don’t want the producers to go bankrupt, because we want 
their gas. 

Mr. Acer. One other question: On page 7 you say something I 
do not understand : 

“This bill in part”—this is the part that confuses me, this is the 
middle of the page—*This bill in part will increase free competi- 
tion as an aid to regulation.” 

Mr. LeBorvr. That is right. 

By that I chiefly refer to the elimination of certain types of esca- 
lation and the restriction placed on all types of escalation. 

Mr. Aucer. Thank you, Mr. LeBoeuf. Thank you, Mr. Chairman. 

The CHarmman. I wonder for the record could we take the time, 
if you would now elaborate on that question just a little more, Mr. 
LeBoeuf? 

Mr. LeBorvur. I would have to repeat myself, Mr. Chairman, a 
little. We have always felt, and we said so 2 years ago that if you and 
I negotiate a contract price ¢ _ something that an ‘outsider does can 
change that overnight, then I don’t think our free negotiations are 
evidence of effective competition, because we destroy it. 

That is what is happening today. That is what we are trying to get 
rid of. 

The Cuarrman. Effective competition is not present today ? 

Mr. LeBorur. That is my feeling with these escalation clauses. I 
am not going to the extent that the producin business is a monopoly. 
[ am not dealing with that at all. I am talking about the way the 
business operates with the effect of these escalation clauses. 

The Cuarrman. And this bill, in your opinion, would provide the 
effective competition that you refer to? 

Mr. LeBorur. I think it would be provided as a supplement to 
regulation. 

The Cuatrman. Which would permit adequate regulation. 

Mr. LeBorvur. That is right. 

The Cuarrman. To the consumer. 

Mr. LeBorur. That is our opinion. 
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The Cuatrman. Mr. Macdonald. 

Mr. Macponatp. Thank you, Mr. Chairman. 

I certainly looked forward with interest to your testimony. As a 
matter of fact, I had accepted an invitation to go to Texas to appear 
before some of the independent producers but I canceled it in order 
to hear you. 

Mr. LeBorvr. I do not know whether I should say that is too bad. 

Mr. Macpona.p. I was impressed last year when you were so active 
against the Harris bill, and I am impressed by your statement today 
where you are for it. 

I was wondering whom you represent. Are you representing this 
morning Consolid: ated Edison Co. of New York? 

Mr. LeBorur. I represent Consolidated Edison Co. of New York. 
The 11 other companies named on the first page of my statement have 
approved in principle the statement. I have tried to make it plain, 
when we get into other fields, I will have to take the responsibility and 
Consolidated Edison has to take the responsibility. 

Mr. Macponatp. Your primary duty is representing the distribut- 
ing companies? 

Mr. LeBorvur. We do not represent them normally; no, sir. They, 
just in order to save appearances, are in favor of the bill. They were 
in favor of my prepared statement and they said to please list them. 

Mr. Macvonatp. Have you any statement in favor of the bill with 
the so-called Eisenhower amendments attached or without them 
attached ? 

Mr. LeBorur. I have not discussed it with them. 

Mr. Macponatp. Don’t you think that was a question to be dis- 
cussed ? 

Mr. LeBorur. We have not had the time. As I tried to indicate in 
my statement this morning, those amendments and their effect are 
pretty complex and they are not the kind of a statement that you can 
talk about over a telephone. 

You have to sit down and spell them out both ways, but so far a 
Consolidated Edison is concerned, it does not believe that the med. 
ments are helpful from the consumer interest. So far as the other 
companies are concerned, I do not know what their position is. 

Mr. Macponarp. This is another point I would like to come to, sir: 

You are talking about the consuming interest and yet you represent 
distributors. And there were words that you believed that you were 
representing the consumers. 

Mr. LeBorvr. That is right. 

Mr. Macponarp. That is what I was a little puzzled about. 

Mr. LeBorvr. I do not think you should be, Mr. Macdonald. In 
this instance, whatever it might be in other instances, the selfish inter- 
est of the householder who uses natural gas and the selfish interest of 
the distributor are identical in my opinion. 

Mr. Macponatp. There are many housewives who disagree in my 
district, anyway. I cannot speak for New York City and ‘the rest of 
the area. I am pointing out it isn’t necessarily so—that every con- 
sumer feels that the distributor is representing his interest. 

Mr. LeBorvur. That is absolutely true and it is understandable. 
When I have something go wrong with my telephone or my electric 
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system, the only person I have to kick to is the local company. And 
that is per fectly natural. 

Also, it is perfectly natural that a subject with which this commit- 
tee—one of the ablest in Congress, if I may say so—has obviously 
wrestled with off and on for 2 years, is not an easy one to tell to the 
average householder. And, therefore, we fell in the distributing com- 
pany that we are in a trustee position. 

Mr. Macponap. A trustee? 

Mr. LeBorvr. Let me just finish. We think we know what is the 
best interest of the consumer and I recognize that I am sticking my 
neck out.in some of the things I am saying because we are playing for 
the long-range advantage of the consumer and not for the moment: ry 
one. 

Mr. Macponatp. You do admit that the short-range result of the 
passing of this bill would be an increase in the cost to the consumer? 

Mr. LeBorur. I don’t know that that is true. I tried to study that 
out, Mr. Macdonald. You will have to analyze the provisions of the 
bill because the mechanics of getting increases are very strictly set 
forth. Iam not at all sure that that is true. 

But, as I tried to point out, that isn’t the real question. ‘The real 
question is, Will those increases be as great, or greater or lesser, than 
what we are experiencing today-4 

Mr. Macponaxp. I do not know how much of my time has been used. 

The Cuairman. You have used about 5 minutes. 

Mr. Avery. 

Mr. Avery. I have no questions at this time. 

The Cuairman. Mr. Friedel. 

Mr. Friepet. Mr. LeBoeuf, I will be very brief with my remarks. 

In looking back at the report of the 84th Congress, Ist session, I 
noticed the prices of the producers to the pipelines and then pipelines 
to the distributors. 

When they were paying 11 cents to the producers, Chicago paid 
8.6, Detroit 8.9 cents, Milwaukee 9.5, Minneapolis 9.8, Nashville 10.6, 
and New York 7.8—in fact, the lowest rate of the cities above men- 
tioned. 

Then we look at the next market there and that is what the pipe- 
lines get. They are charging 231% cents plus the price to the company, 
making a calculated cost to them of 31: 349 cents. 

And the consumer paid $2.42. You charge $1.77 after you get it 
from the pipeline. 

In Cleveland, they charge only 26.6 cents to the consumers, whereas 
in Baltimore we get a price of $1.18. 

How can these rary so greatly? I know that New York has a lot 
of rock, and I imagine in a city where it is open, where they can dig 
trenches for pipelines, it would be very simple. 

But I know that all of the consumers of Consolidated Gas Co. of 
New York and Consolidated, Baltimore, had their lines into the con- 
sumers, and all they had to do was to change the burner tips. That 
is all they had to do. 

Why do they get so much if the price at the pipeline i is as I have 
given it, and I know they are regulated? What is the reason for the 
difference? 


| 





750 NATURAL GAS ACT 


Mr. LeBorvr. The answer to your question is a very complicated 
one. It involved many factors. 

In the first place, you refer to the little change of burner tips. The 
figure that it cost ( ‘onsolid: ited Edison to adjust from manufacturing 
gas to natural gas was $59,900,000, or roughly $60 million. 

That is spread or amortized over a period ‘of years so that the burden 
of that will not fall on the consumers of one day as against another 
day. 

But that one item is over 19 cents per thousand cubic feet. That is 
one item. Undoubtedly the cost of that one item of conversion in a 
city with the complex underground system of New York might well 
be greater than in other places. 

Cleveland, I believe, had been on natural gas a very long time so 
that item might not have been present at all during the period you 
are speaking ‘of. 

The other items are the very expensive cost of doing anything 
underground in New York, with that terrific complex of subw ays and 

cables ‘and tubes and tunnels and everything else. 

Mr. Macponatp. Those were there already, weren't they ? 

Mr. LeBorur. Pardon? 

Mr. Macponatp. Weren’t those pipes already there / 

Mr. LeBorvur. The pipes were there but additional pipes had to be 
laid. For example, in order to reduce cost to the consumer, all of the 
companies purchasing natural gas in New York and on Long Island 
banded together. 

We get our supply from Transco, where it is piped across the Hud- 
son River at about 158th Street. 

Mr. Macponarp. You didn’t pay for that, that was the pipeline? 

Mr. LeBorvur. That is right. But from there on we had to build 

pipe suflicient to take care of the load that Consolidated Edison 
supplies, and Brooklyn Union Gas Co. and others. They, of course, 
contributed to that. 

Then we have another crossmg at the Narrows to Staten Island. 
We had to pay for that. We had to go all the way across Manhattan 
Island. 

I think it was a 36-inch pipeline. That in itself was a tremendous 
undertaking. 

And every single thing that we had to do was expensive. 

But apart from that it is expensive to do business in New York. 
Over the last 19 years Consolidated Edison under the strict regula- 
tion of the New York Public Service Commission has averaged 
return of 2.2 percent on its investment in gas property. 

It woul i have been better off to have put it in Government bonds. 
It is expensive business to contend with. And the Public Service 
Commission has been over every figure and has fixed the rates. 

The Cuairman. Mr. Schenck. 

Mr. Scuenck. Mr. LeBoeuf, I am glad to hear you, Mr. LeBoeuf, 
because you are always so well prepared to give expert testimony on 
all of these matters. 

Mr. LeBorur. I tremble when I hear that statement. 

Mr. Scurnck. I am deeply interested in these proceedings. The 
customers of electric distribution companies are customers like those 
of the gas-line companies because they are captive customers. 
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I also recognize that there is some difference in supply of elec- 
tricity because additional generating plants can be constructed with- 
out too much difficulty, whereas in natural gas the supply is available 
only after exploration, discovery, and drilling wells and so forth— 
drilling wells, some of which are dry. But I have had difficulty in 
arriving at the proper conclusions relative to the differences between 
evalu: iting the two sources of power of supply. 

Is not the electric utility company regulated from the point of 
generation on through to the point of actual use? 

Mr. LeBorvr. That is right. You are speaking now of the intra- 
state companies like Consolidated Edison. That is true. 

Mr. Scuenck. Now, are there not a number of electrical generat- 
ing and distributing companies which also generate, sell, and operate 
in interstate commerce ? 

Mr. LeBorur. There are, and their interstate rates are regulated 
under part II of the Federal Power Act. 

Mr. Scuenck. So that their cost of production is regulated in their 
interstate system the same as it is in their intrastate system / 

Mr. LeBorur. I don’t think as such, Mr. Schenck. 

Mr. Scuenck. I mean the same factors such as costs, and so forth, 
are taken into consideration. 

Mr. LeBorur. Yes. They get at the same result, I would say. The 
Federal Power Act in part IT has about the same history as the Nat 
ural Gas Act under the Phillips decision. Generation was expressly 
exempted, but the Supreme Court in one case reached a conclusion 
which was parallel to the subsequent conclusion on gas in the Phillips 
case. 

Mr. Scuenck. So the interstate distribution of electric energy de- 
veloped in one State and sold in another is regulated at point of 
generation ? 

Mr. LeBorur. No. It is regulated, the contract for the interstate 
sale is regulated; and in building up the figures to justify a price, the 
Commission undoubtedly goes back to the costs of generation. 

Of course, you know, in many States reproduction costs and fair 
value are the ratemaking standards rather than costs, but the Federal 
Power Commission has been consistent in adhering to costs. 

Mr. Scuencx. As I understand, there are many situations through- 
out the country where local generating companies are hooked into a 
loop arrangement so that in the event of power failure in any other 
area, the local companies can pick up the load. That is true, I believe, 
in Ohio, where a number of generating systems are hooked into a 
loop, including the Tennessee Valley. 

Mr. LeBorvr. Yes. 

Mr. Scuenck. So that they may supply part of the demand of the 
Tennessee Valley operation. 

Now, since that applies to the electrical energy field or electrical 
fuel field, why is it not just as logical to regul: ate the price of gas at 
the wellhead # 

Mr. LeBoevur. Well, you start out with a very different assumption, 
Mr. Schenck. Today, if you want to build an electric generating 
plant of 150,000 or 200,000 or more kilowatts, your engineers can go 
to work and come pretty close to what that is going to cost. You 
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have got a definite factor to start with, and therefore you can say, 
well, all right, that is something we can afford to pay. 

Of course, we within our own territory have got to build it no 
matter what the result is, because we have got to supply service. 

But when you come to the gas field, you are dealing with some- 
thing, whether you care to call it a commodity or not, as distinguished 
from a service, where you cannot predict the cost. 

One of the points I tried to make earlier was my fear that cost 
method would saddle the consumers with underwriting the out-of- 
pocket expenses plus a profit of the least efficient producer. In my 
judgment, it is a very different field. 

In other words, I think that distinction which this bill makes as 
against the part II of the Federal Power Act or local State regula- 
tion is a valid distinction. 

Mr. Scuenck. I think that is important because, and I tried to 
say that in the first instance 

Mr. LeBoevr. It is important. In other words, we people in New 
York have probably lived under the strictest regulation in the United 
States for many years, and therefore we do not start out initially 
being shocked with havi ing similar regulation being imposed. on the 
producers. But when we found it hasn’t worked and we are in trou- 
ble and our prices are skyrocketing, we want to try waskion dif- 
ferent. 

Mr. Scuenck. May I ask you, Mr. LeBoeuf, are there indications 
that your supply of natural gas is going to be less than you need ? 

Mr. LeBorvur. Well, I have heard in this room, again, on that sub- 
ject varying figures. The only figures that I know are those pub- 
lished by the American Gas Association, which shows a reserve as 
of December 31, 1956, of 237 trillion cubic feet. 

Mr. Hesevron. How much? 

Mr. LeBoevr. 237 trillion cubic feet. 

The sendout for 1956 was around 11 trillion cubic feet. 

Now, you can do your arithmetic there and say that those reserves 
are adequate, we will say, for 20-plus, 2014 years. But you have got 
other factors that you have to consider. One is that the ¢ onsumption 
is increasing, I believe, at the rate of about 7 percent a year; and that 
begins to shorten these reserves. 

And then you have the additional factor that these are total figures. 
It has been suggested, and I think correctly, here that only 50 per- 
cent of the gas goes to the interstate market that we are interested 
in, and the factors that are operating today are going to be such, 
in our judgment, as will tend to reduce that gas to the interstate field 
im favor of the intrastate, in which event these reserves for the future 
are much less than apparent. 

Mr. Scuencs. Mr. Chairman, I know my time has expired. I was 
only going to explore just a bit further, which I shall not do, the pos- 
sibility that atomic energy may well pick up this source of supply 
within the next few years. Great progress has been made, and this 
progress may easily be greatly increased materially. 

Mr. LeBorvr. We are building an atomic plant and studying it very 
interestedly, but I don’t think ‘that what we will develop and what 
others will develop are going to change the picture that we have to 
live with in the next immediate future. 
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The Cuairman. Mr. Dies? 

Mr. Dies. Mr. LeBoeuf, as a distributor, there are two things you 
are interested in: First, supply; and competitive prices in other 
forms of fuel. Is that not true? In other words, when you get your 
price up so high, you can price yourself out of the market. 

Mr. LeBorvur. That is true, Mr. Dies. We are relying on this bill as 
having a competition and regulation both. 

Mr. Dies. Let’s take the feature of adequate supply. Do you think 
anyone can dispute the fact that there has been very great competi- 
tion in the exploration and development of gas? 1 am not talking 
about the price now. Let’s take—say you have ten to thirteen thou- 
sand producers in the United States. Is it not a matter of common 
knowledge that they have been and are engaged in a feverish com- 
petition to find new sources of supply ? 

Mr. LeBorvr. I so understand. 

Mr. Dries. All right. 

Now, of course, the very fact that regulation exists is evidence that 
competition has ceased to exist, as a rule; is that not true ? 

Mr. LeBoeur. Well, it all depends on how you apply it. 

Mr. Dies. I am talking of the public-utility type, such as they are 
advocating. Whenever you undertake to aaah ate some industry 
as a public utility, it is usually because « -ompetition has ceased to exist 
in that industry. 

Mr. LeBorur. I don’t think that necessarily follows, Mr. Dies. I 
am not in favor of public-utility-type regulation for the producers. 
But if you tell me about an investment we might make in getting 
some gas, I would prospect for it. 

Mr. Dies. What I meant was this—I will put it this way: There is 
certainly less competition under strict regulation than there is when 
there is not; is that not true ? 

Mr. LeBorvur. There is less competition under strict regulation in 
the consumer area. I don’t know that such regulation as this bill 
provides 

Mr. Dies. I was not talking about this bill. I was talking about 

regulation of the public utility. type, that certainly there would be less 
competition under such regulation than there would be under a free 
economy ; would there not : 

Mr. LeBoevr. If you deal with a local distributing company, that 
is true. The policy of most States is to prevent competition and com- 
pel the existing company to give adequate and reasonable service, 
always accepting the fact that the end price of your product to your 
consumer will determine whether he takes that or a substitute product. 

Mr. Dies. That is right. 

It is very much to the interest of the distributor and to the con- 
sumer that there be favorable conditions for the discovery and devel- 
opment of new gas supplies. 

Mr. LeBorur. Thatisright. That is why we are here. 

Mr. Dres. That is true. 

Your objection last year and your objection now, and that of other 
distributors, was to the indefinite escalator clause, because you could 
not make any preparation for them. You had no way to determine 
what the price of the gas would be 6 months from now or a year from 
now, and so on and so forth. 
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Mr. LeBorur. That was one of the main objections. There were 
others. 

Mr. Dies. I am talking about the chief objection; I am limiting it. 

Mr. LeBorvr. W ell, one of my chief worries, I stated before you 
came in, from a strictly legal standpoint, was that under the former 
bill State minimum laws could be passed which would absolutely 
destroy the regulatory system that the bill proposed. 

Mr. Dries. With respect to the definite price set-up in these con- 
tracts, existing contracts, when you made those contracts you knew 
what you were » doing. 

Mr. LeBorur. We didn’t, but the pipeline did. And when the pipe- 
line eventually told us, we could understand them. That is not true 
with the favored-nation clauses. 

Mr. Dies. And you have not had any trouble with that type of 
contract ¢ 

Mr. LeBorur. No, sir. We have not objected to them in the past. 
There are some recent ones, as I stated earlier, that we have thought 
have gone to an unreasonable extent. I think if you look up my exact 
words before, we said that we did not object to step escalation in rea- 
sonable amounts. 

Mr. Dries. Well, as a matter of fact, if you did not have some provi- 
sion for an increase, it would be difficult to negotiate a 20-year 
contract. 

Mr. LeBorvr. It might be; and in many instances a step-up ar- 

rangement, providing the av erage over the 20 years, is fair, is very 
much to the advantage of the distr ibuting company which is convert- 
ing to natural gas. 

Mr. Dries. So you feel that this bill, which has eliminated the in- 
definite escalator clause, is not only very much in the interests of the 
distributor but of the consumer; that that will eliminate a great many 
of the grounds of objection that you had last year to the Harris bill; 
is that correct ? 

Mr. LeBorvur. That is right. 

Mr. Dres. Of course, the people who want the Phillips decision 
seem to be under the impression that they will get cheaper gas. But 
do they not overlook the fact that regulation, if it includes costs as 
they want—and they are not satisfied, of course, with the Harris bill; 
they want the two amendments in there, and they are not even satis- 
fied with that. Chances are not a man, not a member, opposed to this 
bill would support it if we agreed to the two amendments. I have not 
seen one yet say, “While I am opposed to it, if you accept the two 
amendments I will agree to it.” 

Actually, what they want is the Phillips decision. Now, if the 
Phillips decision, or a bill passed or reported by this committee the 
same as the Phillips decision, similar to it, very similar to it, is voted, 
is it not possible that when you include costs and all the other factors 

required under a strict type of regulation, the price of gas to their 
consumers may be much greater, and they may be faced with a dwin- 
dling supply? 

Mr. LeBorvr. I think that is absolutely true, and in fairness, as I 
read Mr. O’Leary’s statement, he said not only would the price con- 


tinue to go up under cost regulation, but they might well be priced 
out of the market. He said that. 
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Mr. Dies. You take in the fields, 1 in the gas-producing areas, it is a 
matter of common knowledge, is it not, that some producers have a 
small cost, others have an enormous cost; that there is no similarity 
in the costs? It varies from producer to producer, and from field to 
field ? 

Mr. LeBorvur. That is right, and that we have seen in many cases 
in the Commission. 

Mr. Dies. Suppose you allow an inefficient producer or one who has 
had bad luck over a period of years, suppose you allow him, guarantee 
him, his costs, and that is what you would have to do, would you not, 
if he was a public utility? Do you not have to guarantee a man his 
costs plus a reasonable return ¢ 

Mr. LeBorvr. That is true up to a point. For example, if Con- 
solidated Edison made a reckless, wasteful expenditure—— 

Mr. Dies. I understand that. But I am assuming you can prove 
that you actually have incurred certain costs. 

Mr. LeBorvur. You are correct, 

Mr. Dries. You are entitled to that return, and also a reasonable 
return on your investment; are you not ? 

Mr. LeBorvr. That is right. 

Mr. Driers. Now, is it not a fact that some of these sincere people, 
especially members who are interested, and ought to be interested, in 
their consumers, what they are overlooking is that the very thing 
which they think may produce cheaper prices may, in the end, pro- 
duce much higher prices than they anticipate, because of that one 
factor? Is that not true! 

Mr. LeBorur. That is what we are concerned about. And the 
process, if it does not do it, may destroy our other major objective, of 
not getting gas. 

Mr. Dres. I think that is all. I used my 5 minutes plus 1. 

The Cuatrman. Mr. Bennett ? 

Mr. Bennetr. Mr. LeBoeuf, I take it that you regard the reason- 
able market price formula as one that will 

Mr. Dres. Please talk a little louder. I did not hear you. 

Mr. Bennerr (continuing). Will result in a fair price to the con- 
sumer ? 

Mr. LeBorvr. The answer to that is, “Yes,” coupled with its ability 
to produce the gas that we will need desperately in the near future. 

Mr. Bennett. If a reasonable market price is a fair price to the 
producer and to the consumer, and everybody in between, then should 
it not be a continuing proposition ¢ 

What I mean specifically is this: A reasonable market price today 
may be an unreasonable market price 5 years from now; is that not 
true ¢ 

Mr. LeBorvr. That could be true, but I have to complete my answer 
by saying that you have got to look at this from the standpoint of 
getting supplies’ of gas. 

Mr. Bennerr. Well, even if you look at it from that point of view, 
what is a reasonable market price now still may not be a reasonable 
market price 5 years from now, considering all of the things you said, 
including the adequacy of supply; is that not true? 

Mr. LeBorvr. That is true. And under this bill, the contract, once 
approved, is frozen. 
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Mr. Brennerr. That is right. 

Mr. LeBorvur. And from the inflationary trend that we have been 
through, absent a great depression 
Mr. Bennett. Absent what? 

Mr. LeBorvr. Absent a great depression, I think that is protective 
to the consumers. 

Mr. Bennerr. Well now, the price of gas, if you are going to fix 
it at a market price, presumably will work with the ‘rest of the 
economy. 

For example, if the price of automobiles 5 years from now is 25 
percent less than what they are selling for today, it would be fair to 
assume that the price of gas, with other commodities, would have a 
lesser market price—— 

Mr. LeBorvur. I don’t know that that is true. There might be an 
invention of a different kind of automobile that would change the 
whole picture. I do not see how you can tie the two together. 

Mr. Bennerr. Well, take any—I just mentioned the automobile. 

Mr. LeBorvr. I know. 

Mr. Bennett. Take any commodity, whether it is an automobile 
or a sack of flour. 

Mr. LeBoevur. Let me put it this way: I will agree with you if 
there is a general increase in price lev els, it would affect all elements 
in the course of time, with this regulation or any kind of regulation. 

Mr. Bennett. That is right. 

So this bill not only sets up, fixes a price which is reasonable today, 
but it freezes specific increases for a period of 20 years, for as much 
as 20 years. 

Mr. LeBorur. Only if they have been approved in advance by the 
Commission. 

Mr. Bennett. That is right. 

Mr. LeBorvr. And this will be the first time we ever got a chance 
to have anything to say about their approval. 

Mr. Bennerr. I know. But once they are approved, the whole 
thing is approved in toto, and the Commission looks to 20 years from 
now and says that 10 cents is a fair market price today, 20 cents will 
be a fair market price 20 years from now. 

Now is that kind of a situation fair to the consuming public ? 

Mr. LeBoevr. Well, in the first place, I cannot imagine the Com- 
mission approving a contract such as your example envisages. But in 
the second place, I would like to point out to you, Mr. Bennett, that 
we are dealing with thousands and thousands of contracts. There 
are different dates, they are coming in at different times, and when 
you try to theorize based on a single contract, it may be that one of 
them may be too high or too low in the future. 

But as others come in, if competition is restored to the market, and 
if there are adequate initial controls, then be believe there is going to 
be a stabilization so that the total price that the consumers pay, which 
will not be greatly influenced by the one contract in your example, 
will presumably reflect fair prices and fair economics. 

Mr. Bennett. Well, all of these contracts have specific step-up 
clauses, do they not? 

Mr. LeBorvr. No, they do not. 

Mr. Bennett. They do not? 
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Mr. LeBorevr. No. 


Br. Bennett. To what extent do they have these stepup clauses? 

Mr. LeBorvr. I couldn’t tell you, but I would say a relatively small 
percent. 

Mr. Bennett. The average contract does not have a step-up clause ? 

Mr. LeBorvr. I don’t know. I really couldn’t tell you. But it 
has not been too common, and of course our attention has been, in 
the Federal Power Commission, fighting these favored-nation 
clauses, and the stepup ones have not been of great concern to us. 

Mr. Bennerr. Well, this stepup would be common after this bill 
goes into effect, because it would freeze 

Mr. LeBorvr. If may be a good thing. It may tend to create sta- 
bility. What I hope this bill may do is ‘to kill all forms of indefinite 
pricing clauses. Then we can tell how to run our business, we know 
what the costs are. 

Mr. Bennerr. I am talking about the definite prices now. 

Mr. LeBorvur. If they go to the definite stepup, then there is less 
reason for the Commission allowing the inclusion of an indefinite 
pricing clause. 

Mr. Bennerr. Of course, any increase in price that the pipeline 
gets from you, as a distributor, you automatically pass on to the con- 
sumers; that goes without saying, does it not ? 

Mr. LeBorur. Well, yes, that is true. We have a fuel adjustment 
clause. ‘Technically, that is true. 

Of course, last year we earned less than 314 
that—— 

Mr. Bennett. For ratemaking purposes. 

Mr. LeBorvur. I would say actually the investors are taking part 
of the cost. 

Mr. Bennerr. But for ratemaking purposes, you are permitted 





percent return, so 


to 





Mr. LeBorvur. We have a fuel adjustment clause which, as our pipe- 
line prices go up, we can add it into that clause, and it goes on the 
consumer’s bill. 

Mr. Bennett. I have no other questions, Mr. Chairman. 

The Coatrman. Mr. Staggers? 

Mr. Sraccers. Mr. LeBoeuf, I understand you made a statement 
about my bill, H. R. 7105. 

Mr. LrBoru F. Yes, sir. 

Mr. Sraccers. I would be interested in konwing what that was 
about. 

Mr. LeBoevr. Mr. Staggers, I raised 

Mr. Sraceers. First, | would like to ask this: Why did you make 
acomment onit? It is not before the committee. 

Mr. LeBorvur. I had understood that, from the chairman’s opening 
statement and the questions Mr. Heselton asked, all of the bills were 
before the committee, and it was therefore proper, and when I reached 
the end of the summary of my prepared statement I ask the chairman 
whether it was proper to comment on ie bill and Mr. Macdonald’s 
bill, and he said if I wished to do so, it 

Mr. Sraccrrs. That is purely your own 1 volition, in that you volun- 
teered to give the information ? 

Mr. LeBoevr. Yes, sir. 
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Mr. Sracerrs. All right. I would like to hear the comment. 

Mr. LeBorvr. Basically, we have two questions. 

I stated, and [ am sure you did not intend it, but 1 believe that in 
certain instances the striking out of the words, “For resale” would 
subject certain local distributing companies to regulation of their 
local householder rates by the Federal Power Commission. [am 
sure that that was not your objective, but the way the bill is drawn, 
in my judgment, it would have that effect. 

Mr. Sraccers. Could | interrupt you there. I do not believe that 
that would be true, necessarily, from the interpretation we have 
of it. I do not believe so. Only the sale direct from the pipeline com- 
pany, we do have in the bill, where it is below-cost sales. 

Mr. LeBoevr. That is right. 

Mr. Staccers. That is a separate thing. 

Mr. LeBorvr. That is the other point. 

Mr. Sraccers. Yes, sir. 

Mr. LeBorvr. The first point, under section 1 (¢), which resulted 
from the Hinshaw amendment, the theory that gas was in inter 
state commerce from the well to the burner at the householder, was 
limited so that local companies fully regulated by their States were 
exempt from Federal Power Commission regulation. 

Mr. Sraccers. That is right. 

Mr. LeBorvr. Now, that exemption is only available in those States 
where there is regulation. There are some States, as vou know, where 
that is not true. 

Mr. Sracerers. That is true. 

Mr. LeBorvr. And then there are other cases where maybe a small 
gas company straddles an interstate Ime, and could be said to be 
doing interstate business of its own, and IL fear that the way it is 
drafted, which I don’t believe was intended, that certain companies, 
local distributing companies, might come under Federal Power Com- 
mission regulation in their local business. 

Mr. Sraesers. Mr. LeBoeuf, if that was cleared, would vou be in 
favor of the bill then ? 

Mr. LeBorvr. No, sir. 

Mr. Staccers. You would not be in favor of the bill / 

Mr. LeBorvr. No, sir. 

Mr. Sraccers. It would not make any difference how it was cleared ¢ 

Mr. LeBorvr. The second point 

Mr. Straccers. I am talking about the first point. 

Mr. LeBorvr. As far as that point is concerned, ves, 1 think 

Mr. Sraacers. Good. 

Mr. LeBoevr (continuing). I think it is only a matter of drafts- 
manship. But I think it isa pretty intricate one. 

Mr. Sraccers. All right. 

Mr. LeBorvr. The second point is, [ explamed that the distribut- 
ing companies’ and the consumers’ chief difliculty, after they get and 
pay for the gas, is the dealing with winter peaks, | am talking about 
the north part of the country, and they buy their gas on a demand 
and energy basis, which means if they don't take it at a hundred per- 
cent load factor, as they say in the business, they are going to pay 
very high rates and the consumers are going to have to pay more for 
the gas. 
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Now, the ideal solution of that situation would be storage fields near 
each distribution area, which physically, geophysically, is not always 
possible, and has been slow in coming. 

As a stopgap, these interruptible sales to industry have provided a 
means whereby the pipeline can bring its gas through at a 100 percent 
load factor, and the local utility company ean call for it for its winter 
peak when it needs it; and it may be, speaking only from the interest 
of the gas consumer, that it might be in his interest to have these in- 
terruptible sales sold at a lesser price than the standard of your bill. 

Mr. Sracerrs. All right. Then I do not need any more, because 
you are taking most of the time. You are against it. 

Mr. LeBorur. Yes. 

Mr. Sraccers. I just want to state this: The President’s Advisory 
Committee said they were in favor of both of these provisions and 
Mr. Kendall, who was speaking for Defense Mobilization— 

Mr. LeBorvur. I heard what he had to say. 

Mr. Sraceers (continuing). Would be for it, and also the Chair- 
man, Gordon Gray. But it says sales either for resale or direct con- 
sumption for below actual cost plus a fair proportion of fixed charges. 
which drive out competing fuels, constitute unfair competition and 
are not to the best interests of our economy in this Nation. 

Now, they were men who were charged with the responsibility of 
the United States and not the one group or single interest. They 
made that statement. 

I would like to say this: I believe sincerely that the consumers of 
this Nation are subsidizing big business, a lot ‘of it, in the guise of the 
fact that the consumers are paying an average of 86.5 cents for their 
gas, and the sales that go in under - the boiler at 18.3 cents. Those are 


the figures for 1954 , which shows me that somebody is subsidizing 
them. 


Mr. Dies. Subsidizing the consumers / 

Mr. Sraccers. The consumers are subsidizing big business in this 
country, and J think it is time something was determined about it and 
something done about it, the recommendation made by the President’s 
Advisory “Committee and by a setup that he made. 

Now, we talk about this thing of gas, and not being able to locate 
it, and so forth. T would just like to read you a little page that came 
out in my paper recently, it is the 10th of this month. It says the big 
gas well hit in my State field, and it says one of the largest natur: al- 
gas-producing areas of the Mississippi River found in my district, 
and wells are coming in each day in many of the counties in my dis- 
trict. Some of these are dry wells, which they say cost as much as 
$200,000, but the men are feverishly searching for gas and drilling new 
ones every day throughout the area. 

Now, there must be something in this thing or they would not be 
doing this allthe time. And here is a large gas field, one of the largest 
in the East, east of the Mississippi, coming in, producing. They 
must be making money someplace or they would not be doing it. 

All we ask is that we have fair play in this thing; that we have fair 
play between the different. industries, and that the consumers be pro- 
tected, and that we not allow one fuel to come in and drive out an- 
other and, in the course, the consumers of the Nation subsidize it. 

I disagree with you about the clarity of that second part of my 
bill, but if that is a factor, we would be glad to try to clarify it. It 
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has been proposed for years, and the Power Commission has recom- 
mended it three different times, that it be put into the law. They 
think it is to the best interests of this Nation, and they are men who 
are charged with the responsibility of looking out for the consumers. 

Of course, there are some who are going to kick against it. We 
know that. 

The Cuamrman. The gentleman has consumed more than 5 minutes. 

Mr. Sraceers. Yes, I did; that is true. 

The Cuairman. Mr. Heselton ? 

Mr. Hesevron. Will the chairman be good enough to inform me 
when 4 minutes are past? I do not think I will be able to complete 
this point of inquiry I would like to make in less than 5 minutes. 

Mr. LeBoeuf, did you register under the Federal Registration and 
Lobbying Act 

Mr. LeBorvr. Yes, sir. 

Mr. Heseuron (continuing). For 

Mr. LeBorur. Yes, sir, I have, although there is no reason, as I 
understand the law, why I should for this appearance, but I have. 

Mr. Hesruron. I'commend you for doing it. My reason will become 
apparent in a minute. 

Mr. LeBorvur. I did 2 years ago. 

Mr. Heserron. You did 2 yearsago. You were interested in behalf 
of the Consolidated Edison Company of New York? 

Mr. LeBorvr. That is right. 

Mr. Heserron. Did you register in behalf of anyone else? 

Mr. LeBorvr. No, sir, because I will receive no compensation or 
reimbursement of expenses from anyone else, sir. 

Mr. Hesextron. Well, as long as you brought the matter up—— 

Mr. LeBorvur. Pardon? 

Mr. Hesevron. As long as you brought the matter up, I did not 
notice any indication in the report I saw of compensation or expenses. 
Can you indicate what ee ation or expenses you are receiving? 

Mr. LeBorvr. No, I do not know until after I know how long” ] 
work and how hard, and the other items that go into determining A 
lawyer’s bill under the code of ethics. 

Mr. Heserron. I understand all that, too. 

However, do you have a copy of the registration with you? 

Mr. LeBorvr. No, sir, I do not. 

Mr. Heseron. Is the report I have seen correct in stating that you 
stated your legislative interest was in favor of H. R. 6790 and H. R. 
6791, bills to exempt natural-gas producers from Federal utility-rate 
regulation ? 

Mr. LeBoeur. I think I told them to put in an additional phrase 
about “and other related matters.” I think there was some such 
wording. 

Mr. Hesetron. I am not so much interested in that, except I would 
like to have you correct the report I have seen, which may be one of 
the apparent things. 

As I understand it, then, you are not acting in behalf of the 11 
other companies you have listed on the first. page of your state- 
ment 

Mr. LeBoevr. I have so stated. 

Mr. Heseiton (continuing). In that capacity? 
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Mr. LeBorvr. I have so stated, yes, sir. 

Mr. Hesevron. However, you have stated in your statement, “In 
order to reduce the number of appearances at these hearings, I have 
been authorized to state the following distributing companies endorse 
in principle the basic position taken in this statement,” and then 
you list these 11 companies from New England and the New York 
area, and possibly Delaware. 

Mr. LeBorvr. That is right. 

Mr. Heseitron. Will you explain to us how they came to endorse 
in principle the basic position ? 

Mr. LeBorur. Yes, sir. I think all of those companies were among 
the group that similarly endorsed our statement 2 years ago, at least 
we have had frequent conferences with them. 

Mr. Hesevron. May I interrupt there to ask you whether the New 
Bedford Gas & Edison Light Co. and the Worcester Gas Light Co. 
were among the companies that were listed 2 years ago? 

Mr. LeBorvur. Worcester, and what was the other? 

Mr. Hesevron. The Worcester Gas Light Co. and the New Bed- 
ford Gas & Edison Light Co.; were they among the group you 
listed 2 years ago? 

The Cuarrman. The gentleman has consumed 4 minutes. 

Mr. LeBorvur. No, sir. I have looked it up. 

Mr. Heseiton. They were new ? 

Mr. LeBorur. They were new. 

Mr. Hesevron. Mr. LeBoeuf, 1 have consumed 4 minutes, but I 
would like to let you have full opportunity to explain something. 
I do not think it will take more than a minute. 

May I add another matter of further information I would like 
your advice on, and that is how that came about, what the mechanics 
were of obtaining that endorsement in principle. 

Will you explain why the Brooklyn Union Gas Co., Commonwealth 
Natural Gas Corp., Lynchburg Gas Co., Long Island Lighting Co., 
Niagara Mohawk Power Corp., Rochester Gas & Electric Corp., 
United Gas Improvement Co., and the Washington Gas Light Co., 
District of Columbia, which I believe were listed 2 years ago, are not 
listed this year in your group which you say endorsed your statement 
in principle? I realize I cannot ask you to answer that in a minute. 

Mr. LeBorvr. I would be glad to answer that. 

Mr. Hesetron. So I will be back, and you go forward. 

Mr. LeBorvr. As far as—your question is in two parts. 

Mr. Heserron. Yes. 

Mr. LeBorvur. As far as the two companies actually added, what 
actually happened, I got out a first draft of my statement, and that 
draft was sent in a few instances by me personally, and in most in- 
stances by Mr. Thomas, Atherton Thomas, an officer of Consolidated 
Edison, to other companies that had been working together at various 
times in various groups. 

There has been no form of organization, and those particular com- 
panies that I have listed called up Mr. Thomas and said, “We would 
like to be included in the statement.” That answers the first part. 

Now, as to the second part, you are asking me to give the reasons 
why some companies that joined in the 1955 appearance did not join 
at this time. I respectfully suggest that I am not in a position to 
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answer that. I might have guesses, but I think it would be improper 
for me to give them. 

For varying reasons, they decided they did not care to join in this 
particular presentation. Brooklyn Union, for example, is making 
its own. 

Mr. Hesevton. I will inquire about that later. Thank you. 

Mr. Macponaup. Could I ask if that Cambridge Gas Co. is of Massa- 
chusetts? And that is all. 

Mr. LeBorur. What? 

Mr. Macponatp. Could I ask you, sir, if the Cambridge Gas Co. is 
Cambridge, Mass., or Cambridge, Del., or—— 

Mr. LeBorvr. It serves the towns of Cambridge and Somerville, 
Mass. 

Mr. Macponap. Massachusetts ¢ 

Mr. LeBorvr. Yes. 

The Cuarrman. Mr. Rogers? 

Mr. Rogers. Mr. LeBoeuf, you believe basically in the American 
method of business, in giving the right to people to take whatever 
products they have and obtain a fair price for them; do you not? 

Mr. LeBorvr. Basically, I do. 

Mr. Rogers. That is one reason, Mr. LeBoeuf, that you are here in 
support of this legislation; is it not? 

Mr. LeBorvur. I think it represents a fair compromise between that 
principle and the other principle of, where a business becomes affected 
with the public interest, certain controls may be warranted. 

Mr. Rogers. And it is your understanding of this legislation that 
there has been quite a bit of giving on the part of the gas producers 
insofar as yielding to certain Federal controls; is it not? 

Mr. LeBoevur. It certainly is much more favorable to the consumer 
interests than the prior bill; yes. 

Mr. Rocers. Mr. LeBoeuf, you are in business, and the Consolidated 
Edison is, for a profit. I mean, you are trying to make money; are you 
not ? 

Mr. LeBorvr. You have got to eat. 

Mr. Rogers. Under the general principles on which this country 
was based, you have a right to do that; do you not ? 

Mr. LeBorur. I hope so. 

Mr. Rocers. In promoting that interest, Mr. LeBoeuf, it is of great 
interest that you keep those lines that you were talking about, the pipe- 
lines and the other facilities of your gas operations, full of the com- 
modity that you are trying to sell in order to make money; is it not ? 

Mr. LeBorur. That is right. 

Mr. Rogers. Mr. LeBoeuf, at the present time, how are your facili- 
ties shaped up to handle additional gas if you could get it? 

Mr. LeBorur. Well, as far as Consolidated Edison is concerned, I 
think our prime worry is the adequacy of gas in the future. There 
may be instances—well, as we grow, and our gas business has grown 
somewhat, we will want more gas, presumably. 

Mr. Rogers. Now, your operations insofar as facilities are concerned 
have been built so that you would not be getting out too far on a limb, 
so to speak, economically, because of the danger of the commodity not 
being sufficient to provide the needs that might be present in the place 
where you are operating ! 
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Mr. LeBorvr. I am not sure that I understand you. 

Mr. Rocrers. What I mean is this, Mr. LeBoeuf. 

When you go to enlarge your facilities, one of the prime things that 
you think about is whether or not you can get the product to put in 
those facilities to sell to people; is it not? 

Mr. LeBorvr. That is true, Mr. Rogers. But I would say that, 
more than that, we, for our consumers, are concerned when we switch 
to natural gas, and they in turn adjust their appliances or buy new 
appliances, they put in house heating, we are anxious to continue them 
in service, both as to having gas as well as a fair price. 

Mr. Rogers. And, of course, the supply, as you have pointed out 
several times, is of prime concern to your company, is it not? 

Mr. LeBoevr. Of course it is. 

Mr. Rocers. And if you did not have an adequate supply to fill 
your present pipelines, that would create quite a burden insofar as 
your investors are concerned, would it not? 

Mr. LeBorvur. Investors and consumers. 

Mr. Rogers. Mr. LeBoeuf, insofar as this legislation is concerned, 
you and your company have appreciated the fact that under the 
American way of life, you cannot confiscate another man’s property, 
even though you might do it under the semblance of law. Sooner 
or later you are going to lose it, are you not ? 

Mr. LeBorvur. That is a constitutional doctrine. Sometimes I 
have differed with its application. 

Mr. Rogers. Well, there is the possibility, insofar as this situation 
is concerned, and you all recognize that, when you undertake to 
compromise the problem so there could be a solution of it where there 
would not be a confiscation of this property at the wellhead, but at 
the same time the consumer could be guaranteed some kind of a fair 
price insofar as the use of it? 

Mr. LeBorvur. That is why we are here. We are very seriously 
concerned about the future, and that is why we are willing to adopt, 
and have been for 2 years, a sensible, middle-ground approach. 

Mr. Rocers. I believe that is all, Mr. Chairman. 

Mr. Sraccers (presiding). The committee will adjourn until 2 
o’clock or, if the House is still in session, 15 minutes after the House 
adjourns. That will give everyone a chance to get back here, and the 
committee members. So we will meet at 2 o’clock or, if the House 
is still in session, as I say, 15 minutes after it adjourns. 

The committee is adjourned. 

(Whereupon, at 12 noon, the committee adjourned, to reconvene 
at 2 p. m., or 15 minutes after the adjournment of the House, on the 
same day.) 

AFTERNOON SESSION 


The CuarrmMan. The committee will come to order. 

We had not quite concluded the first round. Mr. Hale was to have 
been recognized first, but he has been delayed. But we will come 
back to him later. 

Mr. Williams, do you want to question now ? 

Mr. Witu1aMs. I believe you mentioned earlier that, theoretically, 
you are permitted to pass on any increases in cost of the natural gas 
that you pay for to the consumer. 

92196—57—pt. 1-49 
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Mr. LeBorvr. That is the theoretical concept; yes. It is an operat- f 
ing expense. 

Actually, we are serving below the rate of return in our instance 
that the New York Commission would normally allow. 

Mr. Wiuui1ams. Take a hypothetical case of the distributor who 
charges the consumer a dollar for natural gas—to use round figures— 
of which 10 cents goes to the producer. 

Assume that the price of the natural gas at the well would go up 1 
cent. 

Are we to assume that only that 1 cent would be passed on to the 
consumer and the adjusted price would be $1.01 ? 

Mr. LeBorvur. Let me answer your questions, Mr. Williams, this 
way. 

Mr. Witxiams. Do you understand the question / 

Mr. LeBorur. Yes; I do understand it. The difficulty of giving a 
“Yes” or “No” answer is the interposition of the pipeline company. 
If the producer’s cost goes up 1 cent and the pipeline is permitted to 
pass that 1 cent on, then I would say that the distributing company 
would be entitled to pass that 1 cent on, too. 

Mr. Wiuiiams. And you buy your gas from the pipeline company ¢ 

Mr. LeBorvur. That is right. 

Mr. Wituiams. Someone testified a couple of years ago, I don’t 
remember who it was, that when the price paid to the producer goes 
up a penny, by the time it reaches the consumer it is usually up to 
3 pennies. 

Is that the general rule / 

Mr. LeBorur. That is not a general rule. Let us say that it hap- 
pened. That would mean that other factors had intervened which 
were under the strict regulatory standards proper to take into account. 

Mr. Wiu1ams. That is, other than the actual cost of the gas? 

Mr. LeBoeur. I think that is correct. 

Mr. WituiaMs. That is due to other factors ? 

Mr. LeBogur. Yes. 

Mr. Wuuiams. That is all. 

The Cuatrman. Mr. O'Hara. 

Mr. O’Hara. I will pass. 

The Cuarrman. Mr. Jarman, did you have any questions / 

Mr. JARMAN. Not at this time. 

The Cuarrman. Mr. Moulder. 

Mr. Moutper. No. 

The Cuatrman. I promised that the other members of the com- 
mittee would proceed, but I am sure you will indulge with me because 
of the situation that our colleague has, to recognize Mr. Bennett for 
a few more questions that he has. 

Mr. Bennerr. Thank you, Mr. Chairman. 

Mr. LeBorur. I do not want to belabor the point, but I think it 
is highly important that we have a pretty clear-cut expression from 
you as to the effect on the producers in fixing market prices as pro- 
posed to be done under the bill, and so far as I know, that is a highly 
unusual procedure involved and it had never been done, never been 
approved by Congress before. And I am just puzzled about the 
response to that in the questions that I have asked, the effect of the 
regulation so far as it looks into the future. 





NATURAL GAS ACT 765 


Would it not be better, more practical to permit the Commission 
to fix market prices, reasonable market prices, as this bill proposes 
to do, on a continuing basis rather than fixing something today pos- 
sibly "for a long period, unless they can accurately forecast all the 
economic factors ? 

I don’t see how the Commission can do that. 

Mr. LeBorvr. Well, that is a very significant question. I will try 
and answer as helpfully as I can. 

In the first place, all rate provisions are prospective and in many 
statutes there are periods of repose. 

For example, in the New York statute the New York commission 
fixes the rate by order and it is not to be changed for 3 years. 

The difference here is one of degree. 

It is a fact that in order to finance these pipelines and in order 
that the consumers have a long enough assurance of gas, the commis- 
sion has adopted the policy of these 20- -year contrac cts as the usual, 
although not the invariable, arrangement. 

So that you are quite correct, we are doing predicting for a longer 
period of time than has heretofore been conv entional. 

One answer to your question as to the protection to the consumers 
which I know is what you are interested in, is what I tried to suggest 
this morning, that actually we are dealing with not one contract for 
one pipeline and one distributing company, but literally thousands of 
contracts, entered into at different times. 

So that if one contract does get out of line, too high or too low 
as the case may be, with the change in controls that this bill has for 
succeeding cannes I do not think that it will drastic ally affect the 
situation. I do not see that it is very different from what we have 
today in that particular respect. 

Mr. Bennett. I can see the practical necessity of fixing price for 
a reasonable time in the future, but when you look at any of these 
contracts, it is for 20 years or more. 

Mr. LeBorvur. Isn’t your alternative, the real nub of the thing in 
your mind and the minds of the committee—isn’t the only alananrte 
to that to have a continuing type of regulation? And if you have 
continuing type of regulation, what we sincerely feel is that it will 
divert the gas from the interstate market where we are only getting 
about 50 percent of it now. 

To me, if you follow your intellectual process, you get to that. pos- 
sibility. 

Mr. Bennerr. Well, the bill again assures the producers of a rea- 
sonable market price. 

Mr. LeBorvr. As to new contracts. It does not have the machin- 
ery, as I understand it, for increasing in a general way the prices of 
existing contracts. That is one of the features of the bill that we 
found very favorable to the consumer interest. 

Mr. Movtper. If I might interrupt, did you say only 50 percent 
now in interstate? I didn’t understand. 

Mr. LeBorvr. That is the figure that has been used here. And we 
believe it is approximately correct, that if all the gas we are talking 
about that the producers have, that only about 50 ‘percent of it finds 
its way to the interstate market, 
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I won’t vouch for the precision of the figure but it is within the 
realm of reason. 

Mr. Benner. The bill has the effect of freezing present prices? 

Mr. LeBorvur. Yes, it does. And that with the history of this in- 
dustry where the gas first came largely when it was being flared as a 
byproduct industry, means that we are protected very largely in 
existing low-cost contracts. That is something from the consumer 
angle we want to hang onto. 

Mr. Bennerrt. I am thinking of a situation where, say, for example, 
5 years from now, 10 years from now, the economic conditions may 
not be as favorable as they are today. 

And if you had a slump in the economy, a lowering of prices gen- 
erally on the market, and if you had the Commission, say, 5 years 
from now fixing the reasonable price of gas at that time, the price 
would be different than the price they fix today for a contract that 
would run that period of time. 

So you might have the case, the situation, where you would be 
having 2 prices, the usual market price being fixed being 25 percent 
lower than the price that your utility is paying and passing onto the 
consumers on the existing contract. 

Mr. LeBorevr. That is right. 

Mr. Bennett. That might happen if this is not modified. 

Mr. LeBoevr. I think your analysis is correct. But what I say is 
that at that time, 5 years later, when we are in a depression and this 
inflationary economy is ended for whatever reason, then the same 
pipelines would be able to enter into contracts at lower prices running, 
we will say, for a new term of 20 years and the tendency would be to 
average out. 

But if you take one contract out of many thousands, you can get 
the answer that you suggest. 

Mr. Bennerr. That is right. But that would not help the particu- 
lar consumer that is buying the gas under the fixed contract. 

Mr. LeBorvr. Yes. But any company that is buying gas from 
any pipeline is interested in a great many contracts of different periods 
of initiation and termination. 

Mr. O’Hara. Will you yield at that point? 

Mr. Bennett. Yes. 

Mr. O’Hara. Mr. LeBoeuf, correspondingly, would it be true if you 
got a constant review of these contracts, that is to say the pipeline 
would only get so much for its gas, subject to review, and if this 
economy continues as it is now, prices are going up. So that it is a 
two-way story; isn’t it? 

Mr. LeBorvr. That is right. 

Mr. O’Hara. Where it ultimately may be more costly to have to 
reopen these cases than to continue with the prices they have agreed 
upon. ; 

One other question : How far can this committee go constitutionally 
in rewriting these contracts, throwing them out? _ 

Mr. LeBorvr. Quite a long distance in my opinion. 

Mr. O’Hara. Do you think in the public interest? 

Mr. LeBorvr. That is right. Frankly, I say—and this is my posi- 
tion—that utility-type regulation is unsuited to the producers. 
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The whole question is when we return to the constitutional phase 
whether it is affected by public interest and under the interstate com- 
merce clause of the Constitution. 

We have had many decisions that contracts which have been made 
lawfully prior to any regulation, could be altered and have been altered 
by the forces of regulation. 

So I do not raise constitutional questions. But I do agree that my 
answer to Mr. Bennett and you both are consistent because you can 
suppose a declining economy or an expanding economy. 

Mr. Benner. But in either case, if the producer gets a reasonable 
market price at the time that the gas is being delivered, that is all he 
can expect and all the consumer can expect. 

Mr. LeBorur. Mr. Bennett, excuse me, I didn’t mean to interrupt 
you. 

Mr. Bennerr. Go ahead. 

Mr. LeBorvur. My constant point is that we who have a responsibil- 
ity to provide for the supply of the consumers are worried about the 
adequacy of that supply doe the future. And, therefore, it seems to 
me that where a wheduie is forced to make a 20-year contract he wants 
to be assured that as of that time the price is fair and reasonable, or 
to use the language of the act, or of this bill, “reasonable market 
price.” 

And I think that is what is going to influence him. 

If he knows that that contract is approved and he is tied up, his 
gas is tied up for 20 years, he is taking the same gamble that you are 
speaking about. 

But if it is subject to a fluctuating regulation, then I worry that 
the consumers are going to get gas. 

Mr. Bennett. If the production of gas is competitive, they ought 
not to have any more concern than any other producer of any other 
commodity about what the price will be at the time they are selling 
their commodity. 

Every other industry is subject to the fluctuations of the market. 
Here you are guaranteeing a fair and reasonable return. 

Mr. LeBorur. Yes. 

Mr. Bennerr. The average manufacturer of a commodity is not 
guaranteed that. 

Mr. LeBogur. Yes; but I know of no other seller of a commodity 
that is compelled to tie that commodity up for 20 years, Mr. Bennett. 

Mr. Bennett. They are not here, either. 

Mr. LeBoevr. I think one thing. I have tried to work in this field 
to get at a middle ground point for over 2 years now. I think we have 
to look at any bill, this one or any other, as a package arrangement. 

You have got to weigh its good points and its bad points. 

And I am per fectly. sure that any bill that anybody would draw 
would have some of both. And in the overall you have got to make 
up your mind, “is this better from my standpoint, is it better than the 
present situation” ? 

I think this one is. 

Mr. Bennett. Let us deal with the effect some of these other pro- 
visions may have upon the market price. I might call your attention 
to section 13-G on page 18, which relates to the prevailing prices. 
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That entire section is very complicated and involved, difficult to 
understand. 

Mr. LeBoervr. I share your feeling about it, it is. 

Mr. Bennett. Now, to begin with, as I understand it, the bill would 
freeze all prices in existing contracts, including those which have 
resulted in increases through the escalation clauses. 


Mr. LeBorvur. As of the dates which are s 


cified. 


Mr. Bennerr. The date the bill becomes effective, the price being 
paid under any clause, the date this bill becomes effective, are frozen 
and validated. Is that not true? 


Mr. LeBogevr. That is correct. 


Except as they fall within the four 


exceptions following. 


Mr. 
Mr. 
Mr. 
Mr. 
and 3 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 
Mr. 


BENNETT. 
LeBoevr. 
BENNETT. 
LeBoevur. 
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BENNETT. 


LeBoevur. 
BENNETT. 
LeBcoervur. 
BENNETT. 
LeBoevr. 
BENNETT. 





Well, do those four exceptions 
Those four exceptions—— 
Affect the price being paid ? 
Those four exceptions modify the little “i,” 2 “i’s” 


You mean on pending cases? 

Yes. 

I thought you meant on the type of escalation clause. 
That is right. 

That escalation clause is immaterial ? 

That is right. 

Additional contracts it will become effective ? 
Unless it is involved in one of these classifications. 
That could be the price that the Commission would 





say was an unreasonable price, has the authority to say that? 

Mr. LeBorvur. There I don’t think that the conclusion follows be- 
cause if that were the case, presumably the Commission would have 
suspended it in the past. 

Mr. Bennerr. Well 

Mr. LeBoevr. All right. All right. 

Mr. Bennetr. That is what this—— a 

Mr. LeBorvur. They have not. Actually, while this is a very com- 
plicated section of the bill—and I have great difficulty with it my- 
self—it shows the unusual extent they go to in trying to handle the 
interim period. 

Most bills, the law is changed and it takes effect either that date of 
passage or some later date. Here there has been an attempt to cull 
out certain proceedings, certain types of proceedings, which ap- 
parently should be brought to a conclusion. 

Mr. Bennetr. Well now, let’s take subject (C) on page 24, what is 
the effect, the purpose of that. section ? 

I will say that I think that the effect clearly gives the producers a 
windfall, before this bill becomes effective. 

Mr. LeBorvr. I would not call it a windfall. 





It is a procedural 


provision for the termination or any matter that has not been brought 
within the several exceptions in the (B) clause. 

Mr. Bennerr. That would include proceedings for some of these 
objectives ? 

Mr. LeBorvr. I doubt it, because I would think that such a case 
would come under 1, 2 or 3 on pages 19 and 20, because then there 
would be a proceeding pending. 
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Mr. Hesevtron. What about the date of May 22, 1953, in line 9? 
What is your comment ? 

Mr. LeBoevr. If my recollection is correct, that is the date when 
the Phillips case was decided in the circuit court of appeals, and 
which date might have been deemed a date of notice. 

Mr. Hesevron. Why do you choose that rather than June 7, 1954? 

Mr. LeBorvur. Well, for the reason that I stated. 

Mr. Hate. Did you say the date of May 22, 1953 % 

Mr. LeBorvur. Yes. 

I.am sorry, Mr. Hale. I said I believe that was the date when 
the Phillips case was decided 

Mr. Hater. Did you choose it ? 

Mr. LeBoevur (continuing). By the United States Circuit Court of 
Appeals. And, therefore, it was deemed a date on which the parties 
had some notice that it might be altered. 

Mr. Hesetron. One further question, if I may: 

If Transcontinental and Union Oil signed a new contract before 
that date in 1953, it has nothing to do with the notice. 

Mr. LeBoevr. It would work out that that case would be preserved. 

Mr. Hesevtron. I know. That does not answer my question. 

Mr. LeBorur. Well, I think undoubtedly those dates were con- 
sidered with respect to important contracts. 

Mr. Bennett. What do you say with reference to the date? 

There is a rumor around that this May 22, 1953, date was put in 
there to help 1 or 2 of these companies freeze their prices. 

Mr. LeBorvr. I do not think that these sections were put in to 
help any company freeze prices, but to preserve pending proceedings 
of importance. 

Mr. Bennerr. What would be the nature of the controversy that 
would be covered by that section, if you know? 

Mr. LeBorvr. That is subdivision 3, a 4 (e) or 5 (a) proceeding; 
4 (e) is where the producer has asked for a rate increase pursuant 
to a provision in his contract, whether step or escalation. 

And 5 (a) is a proceeding initiated by the Commission, either on 
its own motion or on petition to review the rates of a producer. 

And the subdivision relates to a proceeding that involves a price 
increase occurring after the date of the Supreme Court decision, and 
resulting from a renegotiation of an existing producer contract sub- 
sequent to the date of the circuit court decision. 

Mr. O’Hara. Let him finish. Excuse me. 

Of course, the only legal question is whether this is a reasonable 
classification for Congress to make. That would mean that after 
the notice of the particularities of the situation, if a contract had 
been renegotiated, subsequent to May 19, 1953, that it would be con- 
tinued to a decision. 

Mr. O'Hara. Will you yield? 

Mr. Bennett. Yes. 

Mr. O’Hara. The net results of what you have said would be pro- 
tective clauses ultimately for the consumer. 

Mr. LeBogvr. Absolutely, sir. That Union Oil contract, on which 
we have been on the other side, shows that. That was a situation 
where there were escalation clauses which would have triggered an 
increase of a very substantial amount, and they renegotiated the con- 
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tract at a lower figure, I believe, than what the escalation clause 
would provide; and, also, added a substantial amount of reserve. | 

Now, Transco feels that they made a good deal from the consumer 
standpoint. But I confess the consumers argued about it. 

But whichever is right, that case is preserved. 

Mr. Bennerr. What would the effect in that case be if this section 
were not in this bill? 

Mr. LeBorur. Well, if you just passed a bill 

Mr. Bennett. That bill without this section—what would happen ? 

Mr. LeBorvr. In the normal form, the bill would take effect im- 
mediately, have changed the standards of regulation, and I would 
presume that all of the cases would fall. 

And our objections in Union Oil could not be made. 

Mr. Bennerr. Are you saying that the reason this section is in 
the bill is to provide, to assure that the law in the Phillips case would 
be applied 

Mr. LeBoevr. No. 

Mr. Bennett (continuing). To these cases? 

Mr. LeBorvr. That the case will be brought to a conclusion by deci- 
sion rather than let the contract terms control. 

And the decision, of course, will be the fair market price because 
that is the standard that is substituted. 

Mr. Bennett. It is contemplated under this section, to determine 
the reasonable market price formula that is to be used. Is that part. 
of the bill? 

Mr. LeBoevr. I think if you will look at clause D, you will see that 
is the fact, the first paragraph. 

Mr. O’Hara. Page 21? 

Mr. LeBorvur. Page 21, yes. 

Mr. Bennett. All right. Very well. 

If that is the case, then what is the purpose of having this section 
in? How would it change the factors that would go into considering 
the case? 

That is what I am interested about. 

Mr. LeBorvr. Otherwise, if this preservation clause was not in, 
the contract rate would presumably be the valid rate, without any 
passing on by the Commission. 

By these exception clauses these cases, whatever ones fall within 
these 3 or 4 categories, will be preserved and will be decided and they 
cannot go above the reasonable market price. 

It is my judgment these exceptions are to the interest of the con- 
sumer. 

Mr. Bennetr. Do you think it is in the interest of the consumer 
that the Commission has withheld or frozen a price increase, to let 
it go, because the Commission has not been able to act on it, by the 
time the bill goes into effect? 

Mr. LeBoevr. I think if the Commission has frozen it and the 
situation is of the character that you specify, it is under 1, 2, or 3. 

Mr. Bennetr. What does the language of section (c) mean? 








Any party to such proceeding who has collected an increase in price, subject 
to refund under a bond or undertaking, shall be fully discharged from and re- 
lieved of all liability under such bonds or undertaking and shall be allowed 
to retain all moneys so collected which have not been ordered by the Commis- 
sion to be refunded at the date this section takes effect. 
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Mr. LeBoverr. That sentence follows the preceding sentence, which 
says that “all rate proceedings, other than those described in subsec- 
tion (b)—shall be discontinued,” et cetera. 

So that those that are preserved for decision, by clauses 1, 2, 3, and 
4, are not under the “c” clause. 

Mr. Bennerr. Are you saying that this does not have the effect of 
getting the company a refund simply because the Commission had not 
acted on it by the time this bill was acted upon ? 

Mr. LeBorvur. If the Commission has acted on it in the manner 
prescribed in 1, 2, or 3, or it has gone to a court of review in the man- 
ner described in 4, there can be no refund except as the Commission 
or the court may decide. 

Mr. Bennerr. What kind of a refund is covered by this language 
which I read to you? 

Mr. LeBovrr. Only those that do not come under the saving clauses 
of 1, 2,3, and 4. 

Mr. Bennett. What kind are they ? 

Mr. LeBorur. Well, I would have to spell it out, Mr. Bennett. 

Number 1, it preserves proceedings that were initiated under 4 (e), 
of the act, which is the request for a price increase, where it occurred 
after June 7, 1954, resulting from an indefinite pricing clause and sus- 
pended by the Commission. 

No. 2 would be under 5 (a), proceedings instituted prior to January 
| of this year. 

Mr. Bennetr. You are using the dates in the bill? 

Mr. LeBorur. Yes. 

Mr. Bennett. I read that. What I would like to know is what it 
means. 

Mr. LeBorvur. It means that if there are any proceedings other 
than those preserved by 1, 2, 3, and 4, then “C” applies and then only 
does it ate. 

Mr. Bennett. What does the language mean “rate proceedings, 
other than those described in subsection (b)”’? 

Mr. LeBoevr. That is right. 

Mr. Bennett (reading) : 

With respect to natural gas sold and delivered under existing producer con- 
tracts pending at the date this section takes effect, shall be discontinued on 
motion of any party thereto or by the Commission on its own motion. 

Party to such a proceeding who has collected an increase in price, subject to 
refund under a bond or undertaking, shall be fully discharged from and relieved 
of all liability under such bond or undertaking and shall be allowed to retain 
all moneys so collected which have not been ordered by the Commission to be 
refunded at the date this section takes effect. 

Will you give me please an example, a physical set of facts that this 
section 1s intended to cover ? 

Mr. LeBorur. Supposing a case arose under a pricing clause prior 
to June 7, 1954, and it had been suspended and then the Commission 
had decided and the moneys had not been refunded. 

Mr. Bennett. Had been decided? 

Mr. LeBovuer. Decided the case, that there should be a refund, or 
the other way, in other words, a closed case. 

I honestly think that subdivision (c) is probably only of statement 
of what the law would be if the bill were entirely silent as to the 
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interim period and it merely said this act should take effect imme- 
diately. I think that would be the result. 

Mr. Bennerr. Would you object to taking it out of the bill? 

Mr. LeBogvur. Personally, I do not feel too strongly about this 
whole section except that I think that it is more protective to the con- 
sumers than the other way. . 

Mr. Bennett. Well, the Federal Power Commission has suspended | 
proceedings involving about $187 billion, now pending before it for 
decision. 

Does this section deal with that situation ? 

Mr. LeBorvur. I would think that most and probably all of those 
vases would be under 1, 2, and 3, or 4, and would be preserved. 

Mr. Bennetr. How much money is involved in section 3? Sup- 
pose the Commission 

Mr. LeBorur. Section subdivision (c) ¢ 

Mr. Bennett. Suppose the Commission does not act as it is set 
forth in the section, can this take effect without the Commission hav- 
ing acted? What will the dollars and cents be? Do you have any 
idea how much is involved ¢ 

Mr. LeBorvr. I do not have any idea. I wouldn’t know how to 
go at it. 

Mr. Bennerr. Who would know ? 

Mr. LeBorvur. The Commission. 

Mr. Bennett. I have asked the Commission. 

Mr. LeBorvr. I mean, we only deal with the cases that involve our 
pipelines. 

Mr. Bennett. If you do not know how much money is involved, it 
would be difficult to pass on the merits of it. 

Mr. LeBorvr. No; I don’t think so. I doubt if it is very substan- 
tial, because I believe that the cases that are preserved involve sub- 
stantial dollars. 

Mr. Bennett. It is very clear that would not help the consumer; 
would it? 

Mr. LeBorvur. I do not know that it would help. I don’t know 
that it would hurt. 

Mr. Dincett. Would you yield for a question ? 

Mr. Bennett. Yes. 

Mr. Drneeii. There isn’t any doubt in your mind if this section 
passes, though, the gas rates will rise; is there? 

Mr. LeBoeur. Gas rates have been rising. 

Mr. Dineext. I didn’t ask you that question. I asked you this—— 

Mr. LeBorur. I do not believe that the gas rates will rise because 
of clause (c) alone. 

Mr. Dincetx. But I am talking about the whole section 5. There 
isn’t any doubt that because of the passage of section 5, that gas rates 
will rise? 

Mr. LeBorur. I would say that they would rise less if the whole 
of section 5 is in than if it were out. 

Mr. Drncett. You still do not answer my question. There isn’t 
any doubt in your mind that section 5 is going to raise gas rates; 
is there? 

Mr. LeBogrvr. There is. 

Mr. Drncetit. You say you doubt that? 
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Mr. LeBoervr. I say, “Yes,” I do doubt it. 

Mr. Drncetx. Can you tell 

Mr. LeBorvr. Just section 5 alone, I do not see why it would. 

Mr. Dineeti. You cannot tell us, though, how much this is—you 
cannot tell us how much money is involved in the various sections of 
section 5, can you? 

Mr. LeBorvur. No. I could find out in specific cases in which we 
are involved before the Commission and that protect our own supply. 

Mr. Dineeux. Don’t you think that makes us legislate with a bucket 
over our heads? 

Mr. LeBorur. No; I do not think so. 

Mr. Drincety. Then you do not know what is involved in the sec- 
tion. 

Mr. LeBoervr. I think this is a very unusual provision to preserve 
the important pending cases for decision. 

Mr. Dineetu. Thank you. 

Mr. Bennetr. Would you provide the committee with some figures 
as to the effect of these clauses in section 5, the amount of money in- 
volved, and in a general way at least that is affected by this? 

Mr. LeBorur. Mr. Bennett, I just do not know how to go at it. 
Take one case we have. We are fighting the Phillips case. The 
range of prices on a cost basis that I mentioned this morning is very 
wide. 

There are three major producer cases pending before the Com- 
mission at this moment. 

And there are cost claims that are poles apart as to what these 
figures should be. 

You could get together one set of figures on the cases that we are 
familiar with. And you could use the highest amount, you could use 
the lowest amount. But, after all, to take the Phillips figures, they 
are all on the cost basis—a typical utility rate base. And this bill 
will substitute a different standard for the decision of that case. 

To give you the comparison, I would have to predict what the 
Commission would decide. I can’t predict what the Commission 
will decide in the Phillips case on the cost basis that is now before 
it. I doubt if anybody could for months or years to come. 

Mr. Bennett. Well, if it is difficult to determine, it seems to me 
that it should be necessary to find out what the effect is of the pro- 
ceedings, which may ultimately affect the cost of gas. 

In other words, we start out by freezing all of the existing con- 
tracts, including those that have escalation clauses in them; the 
Commission will start off with the market price, which may well 
be higher, a lot higher than it would be, if this freezing didn’t take 
place. 

Mr. LeBoevr. Of course, the point is that, in my judgment, I be- 
lieve that most, if not all, of the important pending proceedings are 
preserved by clauses 1, 2, 3, and 4. 

Mr. Bennett. I have just 1 or 2 other questions on this and then 
I will yield the floor. 

In this bill the pipelines who own their own reserves will have this 
formula ? 

Mr. LeBogvr. That is right. 

Mr. Bennett. The same as independent producers ? 
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Mr. LeBorvr. Yes. 

Mr. Bennett. It is true, isn’t it, a pipeline company is essentially 
a public utility ? 

Mr. LeBorvr. I would say that the pipeline portion of the busi- 
ness is a typical public utility and is elated as such. 1 would 
say that the economic factors which control the production of gas are 
the same whether it is an independent producer or a department 
affiliate of a pipeline. 

Mr. Bennett. It is essentially a public utility, regulated and under 
the Phillips decision; the Supreme Court. has said that. 

Mr. LeBorvr. There is no question it may be regulated, whether 
it is a public utility or not. 

Mr. Bennett. Now, the effect of this bill would give the producers 
who own their own gas the same price as the independent. producers 
get. 

I want to ask you what the essential effect of that is going to be 
so far as price is concerned. The pipeline company owns its own 
lines and gas reserves. Do you think it would be very interested in 
holding prices down ? , 

Mr. LeBorvr. I look at it rather differently, Mr. Bennett. 

Mr. Bennett. Do you think there would be any; do you think they 
will be interested ? 

Mr. LeBoevr. I think they will be interested. 1 think they are in 
« much better trading position if they are not so hungry to buy gas 
from the independent. producers. They will introduce the com- 
petitive elements. 

One of the features about the gas industry that is unique, so far 
as I know, is that the real parties of interest, the producer on the 
one end and the consumer on the other end, are separated by these 
pipelines. 

Mr. Bennett. Yes. 

Mr. LeBorvr. We were startled when we came in—-we legally were 
charged with notice of the escalation clauses, We didn’t know about 
them. 

When you get a pipeline, having some gas of its own, and they come 
to us and say, “We are going to sell you gas at such and such a 
price,” and we say, “It is too high,” we are in some position to trade. 

And by the same token, when the pipeline company has got sub- 
stantial reserves that it can call on it goes out to an independent 
producer and says, “We want some more gas, if we can get it at a 
satisfactory pr ice. What will you offer it for?” 

“So much.” “It is too high. We don’t need it.” 

I think there are advantages to the consumer in having a pipe- 
line (1) of having gas and (2) having its price on the same stand- 
ards to encourage it to get more gas, as the independent producer. 

Mr. Bennetr. But the competition, so-called, in the purchase of 
gas is brought about rather by the pipelines themselves, not the dis- 
tributor ; isn’t that true? 

Mr. LeBorvr. Well, the old definition is the willing buyer that 
does not have to buy and a willing seller that does not have to sell. 

If a pipeline has got some gas of its own, it may be in a much stronger 
position to meet that standard than if it is desperate for gas. 


' 
' 
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Mr. Bennerr. But if the price, if the market price, of gas goes up, 
does not the pipeline having those reserves, have their value auto- 
matically increased by the amount of the price increase? 

Mr. LeBorvr. I do not think that is true. Whether that is true 
or not would depend on the regulatory procedures that would be 
developed. 

I would assume that if an independent producer is tied to a contract 
for 20 years the Commission will not alle an affiliate of a pipeline 
to fluctuate the prices from moment to moment. 

Mr. Bennett. You testified a few years ago before the committee. 
You said on this subject: 

The operation of true competition presupposes negotiations directly between 
free buyers and free sellers. 

In the natural-gas industry such free competition does not exist because of 
the interposition of pipeline companies between the true buyers and sellers. 

The people who have to pay never sit at the bargaining table, nor are they 
consulted by the negotiating producers and pipelines. 

Do you recall that ? 

Mr. LeBorur. Yes; I do. And I adhere to that, and there I was 

aking about the pipeline itself. I was not at that point. talking 
boat the pipeline which owned its own gas. As a matter of fact, I 
believe that our first principal supplier, Tr: ranscontinental, owns no gas 
reserve. So my picture of a oipelins ¢ was the Transcontinental situa- 
tion, where they did not own any gas. 

Mr. Bennerr. Where they did not own any ? 

Mr. LeBoevr. Yes. 

Mr. Bennerr. But now, the competition, if any, which you said did 
not exist, is created by the pipeline, with whom the producers deal ; 
and if a pipeline owns its own gas, buying its gas from me as an inde- 
pendent producer, at a higher price than its competitor, that has the 
effect, as you say, of increasing the price of its own reserves; is that 
not true, if it has the effect of the ra ising market price / 

Mr. LeBoevr. It would also put the pipeline in the position to 
negotiate in a way that we didn’t feel, as I stated 2 years ago, Trans- 
continental was in a position to do. 

Mr. Bennerr. Why does the pipeline, owning its own wells and 
buying gas from somebody else, want to keep the price down? They 
have the : advantage in the increased value of your own product if the 
price goes up. 

Mr. LeBorvur. Not indefinitely. The pipeline company, if it gets 
gas to too high a price, is going to have a large investment in “the 
ground and maybe no mar ket. 

We talked a lot about captive consumers. But the market as a 
whole is not captive. It is sensitive to the comparative costs of other 
fuels. 

Mr. Bennett. I realize that. But, on the other hand, it affects the 
market price and is in large degree affected by the price, because of 
the increased value of his own product. 

Mr. LeBorvr. Even if that is true, you have got the fact that he 
is in a position to bargain much more effectively than he would be if 
he did not have the gas of his own that he could turn to if he didn’t 
get a satisfactory contract. 

Mr. Bennett. I agree that if he owned his own gas, he is in a 
stronger position when he goes to somebody else. But the increase in 
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price would increase the value of his own reserves. What about that ? 
How would that keep the price down? 

Mr. LeBorvr. We have got to go back of the basic philosophy 
whether it is right or wrong, and that is, in order to get gas for our 
consumers, we are interested in seeing that the price is such that will 
cause a search for more gas 

And I cannot see any difference whether that search is by an inde- 
pendent producer, or by a department of a pipeline. If you starve the 
pipelines, you are hot going to get them to try and get more gas. That 
is what we are after. 

Mr. O’Hara. Will the gentleman yield at that point? 

Mr. Bennett. Just one more question. 

It is true that a rising price, the higher the market price of gas 
would be under this bill, the more money gas reserves would be worth, 
would it not? 

Mr. LeBorvr. It may be true to a degree. 

Mr. Bennett. Well now, let’s take the 

Mr. LeBoevr. I again g vo back—I do not mean to ualify my an- 
swers unduly—but I again go back, I would assume t that under this 
bill the Federal Power C ommission, if it is tying up independent pro- 
ducers for 20 years, would not allow a pipeline to fluctuate the price 
of its own gas every few days, weeks, or years, and they would estab- 
lish some control there. 

Mr. Bennerr. How would the Commission control that? 

Mr. LeBorvur. I think they could do it by regulation under this bill. 

Mr. Bennerr. Well, if the people who are buying this gas go out 
and make these purchases, they are in effect making the market. One 
of the factors under this complicated section where you determine 
price is the price of the gas in the field, is it not? 

Mr. LeBorvur. That is a factor. 

Mr. Bennett. How much did Panhandle Eastern make in millions 
of dollars as a result of the Commission’s decision prior to the Phillips 
case ¢ 

Mr. LeBoervr. I don’t know. 

Mr. Bennerr. Did you follow that? I think the 

Mr. LeBorvur. I know the Panhandle-City of Detroit case from a 
legal standpoint. I do not know anything about the facts involved. 

Mr. Bennett. But is it not true that the effect of the Commission’s 
decision in that case was to raise the value of the reserves of Pan- 
handle, and in fact every other pipeline company which owned its 
own reserves, by atone of dollars? 

Mr. LeBorvr. I don’t know. It may be. And maybe that was 
desirable, to get more gas 

Mr. Bennetr. Well, it at least had the effect of raising the price 
of the pipelines 

Mr. LeBorvr. I think it is fair to say that the decision of the 
Commission on the rates fixed would permit a rate increase. But 
every decision of the Commission, unfortunately, that we have had 
since the Phillips case, except those that were dismissed for failure of 
proof, has been to raise rates. 

Mr. Bennett. I recall your testimony 2 years ago, and in addi- 
tion to the language I quoted from your statement, I got the clear 
and distinct impression that you were quite disturbed about the kind 
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and type of competition that was created by the pipeline companies. 
In fact, I got the impression that you thought it was very, very un- 
wise, very unhealthy, the situation that resulted. 

Mr. LeBorur. Yes. 

Mr. Bennett. Have you changed your opinion ? 

Mr. LeBorvur. No; I have not changed my views about that at all. 
Of course, as I say, the only pipeline at that moment that my client 
was dealing with was a pure and simple pipeline, and did not have 
gas reserves. 

Mr. Bennett. No; but your castigation, if you can put it that way, 
maybe it is strong language 

Mr. LeBorvr. Well, Mr. Bennett 

Mr. Bennerr. If I understood you, you had very little faith in 
the kind of free competition that was created by the dealings between 
pipeline companies and producers. 

Mr. LeBorvr. If you read my testimony over, 2 years ago, I think 
you will see that that was true, and that the reason I was trying to 
stress was what I then called the malignant escalation clauses, that 
you could not have competition when the results of a negotiation could 
be changed overnight by extraneous happenings having no relation- 
ship to the or iginal negotiation. 

It was that that I was stressing, and it was for that reason that I 
questioned, and I still question, whether you can have competition 
unless you can restrict those clauses. 

Mr. Bennerr. Well, I agree with you thoroughly. 

But, I understand your position now is, you feel that pipeline com- 
panies owning their own reserves will not be interested in the price 
or the value of their own reserves; when they go out to buy gas from 
an independent producer, they will drive a h: rd bargain, ‘buy gas as 
low as ther ‘an, In order to reduce the value of their own reserves? 

Mr. LeBorvur. I think it works both ways. Naturally they will 
have a selfish interest in the value of their own reserves; but on the 
other hand, if they have reserves, such as some pipelines do, I do not 
know how many there are, then they are in a position to negotiate 
better for those of us who are not at that negotiating table. 

Mr. Bennerr. If they want to do that. 

Mr. LeBorvur. Well—— 

Mr. O'Hara. Will the gentleman yield at that point? 

Mr. LeBoeuf, would it not be a perfectly practical situation—here 
is a pipeline company which owns a large reserve of its own, and for 
the future it wants to get all the gas it can, and it goes out and nego- 
tiates and makes a pretty high-priced contract with an independent 
producer. The minute they do that, and their cost of gas goes up, are 
they not going to have to come in and ask for an incre: sed r ate, and 
then are they ‘under the control or the supervision, and know full well 
the Federal Power Commission should look with suspicion upon any 
such deal as that ? 

Mr. LeBorvur. That is right. 

Mr. O'Hara. Is that not true? 

Mr. LeBorur. That is absolutely true; and they would have to come 
in and get approval under this bill when they make the contract, 
whereas “today they go out and make the contracts, and there is no 
approval of them as such, as to the rate, unless the Commission in a 
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few cases decides to exercise some control. In most cases it has not, 
and it is months or years later, when those contracts begin to pinch, 
that we are get our first opportunity to be heard. 

Mr. Heseiron Will you yield to me? 

Mr. Bennerr. Yes. 

Mr. Hesevton. Mr. LeBoeuf, I listened with care to your answers 
to Mr. Bennett’s questions, but I am still quite uncertain as to the 
reasons for what appears to be your position now. 

Two years ago you had this to say, with reference to what Mr. 
Bennett was trying to develop: 

Look at it from the other end. As pointed out by Mr. Robinson, proven | 
reserves were over 200 trillion cubic feet at the end of 1954. 
You said this morning it has gone up to 222 trillion, about; the Fed- 
eral Power Commission says 227.7. This is the significant thing in 
terms of what you have been saying: 

An increase of only 1 cent in the field price of gas would mean a writeup of 
over $2 billion in the value of the admitted reserves. If you apply the greater 
increases that the producers have recently obtained and are now seeking, the 


enhancement of the value of their reserves reaches astronomical figures that 
resemble the national debt. 


Now, that impressed me very greatly 2 years ago, but what you 
said to Mr. Bennett just serves to confuse me. I do not know whether 
you would care to add anything to it. 

Mr. LeBoevr. Well, that arithmetic, what I said there, is correct. 
We have got in mind two things: One is holding the prices down; 
and the other is getting gas. And we know that to get the gas, the 
price has got to be fair, whether that raises the value of the reserves 
X dollars or Y dollars. 

Mr. Bennett. Mr. LeBoeuf, if you will permit me to say so, you 
give me the impression that 2 years ago you were not at all worried 
or concerned about reserves. You were interested—you were con- 
cerned about control of increasing prices. 

Now you are not worried about price, but you are worried about 
the supply of gas. 

Mr. Dal I have been studying those questions pretty darned 
constantly, and I have learned a little. I still don’t know as much 
as I want to. 

Mr. Bennett. That is all. 

Mr. Witi1aMs (presiding). Mr. O’Brien and Mr. Hale will have 
an opportunity next to ask questions. 

Mr. O’Brien. I have no questions. 

Mr. Wititams. Do you have any questions, Mr. Hale? 

Mr. Hate. Mr. LeBoeuf, permit me to compliment you on one of 
the most interesting and thoughtful statements that we have had. 

If I correctly understood you, you said you would oppose an in- 
clusion of costs as one of the factors for the consideration of the Com- 
mission because you felt if it were considered at all, it might be con- 
sidered to the exclusion of other things that ought to be considered, 
and we would be “back in the old ball game” that you are under at 
the present time under the Phillips case; is that correct? 

Mr. LeBoevr. That is correct, sir. 

Mr. Hate. I got the right impression ? 

Mr. LeBoevr. Yes, sir. 
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Mr. Hate. What about the other amendment suggested by the 
administration ? 

Mr. LeBoevur. We regard that with even more concern. 

There are really two points there. If you are going to put a ceil- 
ing on step escalation, which was the proposal, in existing contracts, 
it seems to me that it is perfectly logical and within the realm of fair- 
ness for the producers to ask that where they are selling gas at very 
low rates, that they have the right to bring it up to that ceiling. 

Now, the fact is that the backbone of our gas supply is in a lar 
percentage old contracts at low rates. This bill, as we understand it, 
protects us in the consuming end to continue to receive those low rates. 

If you put the ceiling onto step escalation, and then you are forced 
to allow these old contracts to be brought up to that standard, it is 
going to cost the consumers many, many millions of dollars a year. 

Now, the second objection: You will recall that the chairman of 
your committee, in questioning Mr. Kendall, said: “Would you feel 


that it was fair, if you adopt your suggestion, to put the old contracts 
under the same rules as the new ¢” 


And Mr. Kendall said, “Yes.” 

Well, with the new contracts, a producer can come in, and he pro- 

oses a price. If it is turned down, the contract is null and void and 
* doesn’t have to observe it. If you applied that same doctrine to 
the existing contracts, and a producer comes in for an increase in step 
escalation and is told he cannot get it, if he is given the right to can- 
cel the contract we would have a public emergency in this country, and 
a disruption of the gas service. 

Those were my two points, sir. 

Mr. Hatz. That is a very interesting answer, Mr. LeBoeuf. 

Let me ask you a question which I have been requested to ask. 

If you will turn to section 5 (b) (3) on page 20, beginning on line 4, 
this subsection prevents a renegotiated contract from being validated 
if the date of execution is May 22, 1953, or later. 

It has been suggested to me that this is unreasonably discrimin- 
atory, inasmuch as all new contracts executed before June 7 are vali- 
dated. There is no difference between a new contract and a renego- 
tiated contract, as long as both were executed prior to June 7, 1954, 
which I understand is the date of the Phillips decision. 

Mr. LeBorvr. That is right. 

Mr. Haix. Accordingly, it would be fair to change the date in 
section 5 (b) (3) from May 22, 1953, to June 7, 1954. What do you 
say to that? 

Mr. LeBoevr. I say that I believe that the happenstance of those 
dates would, if that change were made, permit the validation of cer- 
tain proceedings, certain contracts that are involved in proceedings 
that are pending which, with the date as specified in this bill, we 
will have the right to carry through to a determination by the Com- 
mission. Therefore, I would say that it would be contrary to the 
consumer interest. 

Mr. Hate. In other words, you think that this provision of the bill 
was carefully drawn with the consumer interest in mind, and that 
the provision should be preserved ? 

Mr. LeBorur. These provisions here, I believe, preserve the most 
important pending cases for decision. 

92196—57—pt. 150 
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Mr. Hate. Going back to the type of regulation which you have 
under the Phillips decision, it is a public utility type regulation with 
a view to obtaining a “just and reasonable” rate. Those two adjec- 
tives, “just” and ‘ ‘reasonable” are what you might call public-utility 
adjectives, are they not? 

Mr. LeBorvr. Yes, and they have been interpreted by the courts 
through the years to mean absolutely diametrically opposite things. 

Mr. Hate. That is what I was coming to. 

If I remember correctly, pretty nearly the prototype case on 
utility regulation is Smyth v. Ames; am I right / 

Mr. LeBorur. You are right. ) 

Mr. Hatz. Which holds, in effect, that in order to get the correct 
rate, you take all the ingredients you can think of into considera- 
tion, and mix them in the proper proportion, and bake in a medium 
oven. 

Mr. LeBoevr. That is right. I think at that time, William Jen- 
nings Bryan was the great advocate of reproduction cost, and the 
companies were fighting for cost, because the economic conditions 
happened to fit that way. 

The battle lines have changed, and it has all been under those little 
words of “just and reasonable.” 

Mr. O’Hara. Will the gentleman yield? | 

Mr. Hane. If you bake your cake under Smyth v. Ames, you still | 
do not know what kind of a cake you are going to get, do you 

Mr. LeBorvr. No, sir. 

Mr. O’Hara. Will the gentleman yield ¢ 

Mr. Hate. Is it not a fact the courts have said all kinds of things 
about how property should be valued, whether at reproduction cost 
or original cost, or whatnot, and they save all kinds of different 
theories about different types of depreciation ? 

Mr. LeBorvur. That is right. 

Mr. Hare. And also, all sorts of law about whether this, that, o 
the other piece of property is used or useful 4 

Mr. LeBoreur. That is right. 

Mr. Hate. So that public-utility regulation, even when applied 
to a public utility, is not a simple and 

Mr. LeBorvr. No, sir, it is not. 

Mr. Hate (continuing). And precise, inescapably just type of reg- 
ulation, is it? 

Mr. LeBorvur. No; itis not. And what I tried to say this morning 
was that with all the difficulties which adhere to the normal type of 
utility-rate case, when you get to these producers and try to put them 
on costs, and you find the swing of figures that exists in the pending 
Phillips case between the staff of the Commission and the company, 
you get a wider swing than I have seen in conventional utility pro- 
ceedings. 

Mr. Hare. Some critics of this bill have rather ridiculed it because 
it substitutes what they consider vague and unsatisfactory criteria for 
the precise and satisfactory criteria of the conventional type of public- 
utility regulation. 

You would reject that criticism, I take it. 

Mr. LeBorur. Well, it is more specific than the words “just and 
reasonable,” and it has more criteria specified ; yes, sir. 
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Mr. Hatx. That isall. I will yield. 

Mr. O’Hara. The only thing, Mr. LeBoeuf, I certainly do not claim 
to be an expert on public utilities, but shortly before I came to C ongress 
I started looking up the utility cases, of what the United States 
Supreme Court had said. And at that time they had reversed them- 
selves as to certain prior principles, the last three cases, and I threw up 
my hands and decided I did not know anything about public-utility 
law. 

Mr. LeBorvr. Well, in the famous Hope Natural Gas case, the Court 
used original cost and disregarded other elements. 

In an earlier case, in the Baltimore Railways, the Court, the same 
Court, said that reproduction costs must be the controlling element. 

We have seen that swing. 

Mr. O’Hara. May I ask one more question, Mr. Hale ¢ 

Mr. Harr. Yes. 

Mr. O’Hara. Mr. LeBueuf, I realize that a wise old lawyer, talking 
a long time ago, said he never asked a witness on cross-examination 
anything to which he did not know the answer. My question is this: 
Do you see any practical difference under the present concept, utility 
concept, now being exercised by the FPC, of “just and reasonable,” 
and the “reasonable market price”? Would it not be possible that the 
same answer would be arrived at by the FPC under one as under the 
other ? 

Or is there an advantage in one which does not lie in the other ? 

Mr. LeBorvr. I think, Mr. O’Hara, that I would have to say that 
they probably would work differently. 

I think there would be more stability in price under your bill. I 
think it would work that way, that in an area, price would become 
recognized ; and I think the Commission would probably and properly 
be tenacious, after it had been established, in not changing it without 
good cause shown. 

Today, under the utility concept of cost, we know that if you have 
1 producer who sinks 5 wells and all of them produce gas, and another 
sinks 5 wells and only 1 produces gas, we get 2 different cost answers. 

And, as I said this morning, what troubles me is that the consumer 
is the guarantor of the inefficient or of the unlucky producer, and that 
is something that I think is for the committee to consider with some 
concern. 

Mr. O’Hara. Thank you, Mr. LeBoeuf. 

Thank you, Mr. Hale. 

Mr. Hare. That isall. Thank you very much. 

Mr. LeBorvur. Thank you. 

Mr. Witu1aMs. Mr. Macdonald? 

Mr. Macponatp. Thank you, Mr. Chairman—Mr. Acting Chair- 
man, I should say 

Mr. LeBoeuf, in your statement this morning, on page 2 you say 
that “We,” and I guess you mean (¢ ‘onsolidated — Edison, do you not ? 

Mr. LeBorur. We ell, it 1s kind of an editorial “we.’ 

Mr. Macpona.p (reading) : 


We want relief from the present unsatisfactory situation. 


Mr. LeBorvr. That is right. 








782 NATURAL GAS ACT 


Mr. Macpona.p. Is “the present unsatisfactory situation” the Phil- 
lips decision ? 
Mr. LeBorvur. Well, it stems from the Phillips decision. It stems, 
I would say, fully as much from the city of Detroit decision. There 
was an attempt 
Mr. Macponaxp. Yes, sir, and I am not cutting you off, I want you 
to have time to get complete answers, but actually, from the mem- 
bers’ point of view, it is very difficult to get all of the material that | , 





| 


one as a member would like to get cleared up and not trespass on the 
time of the committee. 

Mr. LeBorvr. I am here to be helpful, sir. 

Mr. Macponatp. Thank you. 

What I do not really understand is that since the decision in the 
Phillips case has been in effect for 3 years, and since you were one of 
the most articulate and effective witnesses 2 years ago saying that the 
consumer needed to be protected, and, therefore, the Phillips decision 
should be kept, I do not quite understand what has happened in that ! 
year or 2-year period to change your mind about the Phillips decision. | 

Mr. LeBorur. Mr. Macdonald, I haven’t changed my mind at all. 

The basic approach of the Harris-O’Hara bill is similar to the prin- 
ciples that I suggested to this committee 2 years ago. 

Mr. Macponatp. But from the point of view of the consumer, is 
not the tragic fact that, as you so eloquently said in a passage just 
read by Mr. Bennett, that the person who ultimately pays the freight 
for all this is never represented at the bargaining table? That has 
not changed in 3 years, has it? | 

Mr. LeBoeur. No. 

Mr. Macponaxp. And is that not the fundamental, underlying rea- 
son why the consumer needs protection ? 

Mr. LeBorur. He needs protection, and he needs protection in 2 
phases, 3 phases: One is the cost of his gas, and another is that he 
gets the gas 

Mr. MacponaLp. Yes, sir. 

Mr. LeBoervur (continuing). And the other, the distributing com- 
pany wants relief from the present unsatisfactory regulatory condi- 
tion. 

Mr. Macvonayp. Unsatisfactory from whose point of view? The 
consumer, whom you keep saying you represent, or the distributor, 
who has an interest, perhaps, in some other subsidiary companies? 

Mr. LeBorvur. The present proceedings in the Federal Power Com- 
mission are unsatisfactory in their complexities, in the tremendous 
amount of time, manpower, they consume, and in the uncertainty of 
what the result will be. 

Mr. Macponap. Right, sir. And, therefore—— 

Mr. LeBogevur. That is a burden both to the distributing company 
and to the consumer. 

Mr. Macponatp. Right. And it is a burden that they could be 
relieved of under a bill introduced by myself in which 97 percent of 
the Federal regulation over producers would be eliminated. 

Mr. LeBorur. I have to disagree with you, Mr. Macdonald. 

Mr. Macponatp. I know you disagreed this morning, and actually 
I will come to that in a little while. 
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Mr. LeBoevr. It isn’t the numbers of producers that is the chief 
problem. 

Mr. Macponaxp. I couldn’t agree with you more. ue 

Mr. LeBorvr. We are concentrating right now on the Phillips case, 
because we think, again, it may be a test case. It is the volume of gas 
and how it is regulated, whether it is regulated in a way that pro- 
tects the consumers in their dual interest of fair price and getting 

as. 
7 Mr. Macpona.p. Right. 

I still have not had an answer as to why you did not feel that way 
2 years ago when the Phillips decision was in effect. 

Mr. LeBorvr. I did feel that way. If you read my statement of 
2 years ago, I said that while I criticized the then pending Harris 
bill as not giving us adequate protection, I suggested that we were 
very troubled by the regulatory situation. 

Mr. Macponavp. All right, sir. 

Mr. LeBorvur. In fact, I suggested a scheme of regulation. We 
were not getting notices of what was going on, we were not getting an 
adequate opportunity to be heard. 

Mr. Macponavp. From the Federal Power Commission ? 

Mr. LeBorvr. Yes, sir. Some of those things have been cured by 
an improvement in their regulation, and I am not criticizing them, 
because the burden which was suddenly placed on them was too much 
for their manpower to handle. 

Mr. Macponap. Yes, sir. 

You are not criticizing them this year because you have been work- 
ing with them in drafting this bill, have you not? 

Mr. LeBorvr. Not in drafting this bill. 

Mr. Macponavp. But in getting a satisfactory bill known as a gas 
bill for the three segments of the industry ? 

Mr. LeBoevur. I think you are mixing two things, this bill and 
some work that the chairman asked me to do—— 

Mr. Macponatp. We will come to that. 

Mr. LeBoevr (continuing). Which related to a different approach. 

Mr. Macponatp. We will come to that. All right, sir. 

One thing that interests me in your statement is on page 6, where 
you say that you may have to go back, you, the distributmg compa- 
= will be forced to return to the manufacture of gas using other 

uels. 

I was wondering if Consolidated Edison in the New York area had 
come down in its prices to the consumer since you switched over from 
manufactured gas to natural gas. 

Mr. LeBorvur. Actually, there have been many rate changes, most 
of them minor, 1 or 2 substantial, 1 down and 1 up. The rate struc- 
ture on the overall basis is about the same. 

Mr. Macpona.p. So, therefore, it does not really make a great 
amount of difference to the consumer. 

Mr. LeBorvur. The amount the consumer pays, due to certain 
changes, is slightly less. I can give you the figures if you would like 
to have them. 

Mr. Macponatp. Right, sir. But it is slightly less to such a disap- 
preciable amount that it is not a big factor ? 
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Mr. LeBorvr. Anything we save in the price of gas, under our 
fuel adjustment clause goes into an immediate computation and is 
directly passed on to the consumer. 

Mr. Macponaxp. Yes, sir. 

Mr. LeBorvur. That is why we 

Mr. Macponatp. And your costs, if they are increased, get passed 
on to the consumer, as well ? 

Mr. LeBorvr. That is right. 

Mr. Macponarp. And that is why everybody is willing to invest 
for that fair return. 

Mr. LeBorvr. Yes, sir. 

Mr. Macponavp. And you have no control, since you do not have 
reserves, your transmission company, do you? 

Mr. LeBorvr. Our only control is through the Federal Power 
Commission or, under this bill, we would hope there would be an 
economic control that would produce more gas for us and, we hope, 
in the long run cost us less. 

Mr. Macponatp. But from your position as an advocate for the 
Consolidated Edison Co. for which you are appearing here 

Mr. LeBorvr. That is right. 

Mr. Macponaup. Your main interest is seeing to it that Consoli- 
dated Edison does not have to pay so much that they will be priced 
out of the market, is that not about it? Otherwise, the consumer 
takes up your bill, whether it gets increased by 1 cent 

Mr. LeBoervr. I refuse 

Mr. Macponavp (continuing). Or 5 cents. 

Mr. LeBoevr. I refuse to say the main interest is—— 

Mr. MacDonatp. I know you refuse to say—— 

Mr. LeBoevr (continuing). Is price. 

Mr. MacDonavp. You refused several times. 

Mr. LeBoevr. I have got to couple 

Mr. Wittt1aMs. Let the witness answer. 

Mr. LeBorvr. I have got to couple with it our long-range belief 
for the best interests of the consumer is the lower possible price and 
getting gas. 

Mr. Macponatp. Right. 

Mr. LeBorvr. Those two things. 

Mr. Macponaxrp. That we see eye to eye on. 

Mr. LeBoevr. If you could reduce the rates 50 percent tomorrow, 
and we could pass that saving on to our consumers, we would like it. 
But that if, in the course of 10 or 15 years, that is going to take the 
gas away from the market, I don’t think we have done our job. 

Mr. Macponaxp. I understand, and I appreciate your position, and 
I know you have the interests of the consumers at heart, but your 
primary duty is to represent the Consolidated Edison. 

Mr. LeBorvr. There is no difference, sir. 

Mr. Macponatp. We won’t go round and ‘round. 

Mr. LeBorvur. When we are making a return in 19 years of 2.2 
percent, there is no fat there. 

Mr. Macponap. I was not accusing you of having any fat. 

Mr. LeBorvr. I know. And I think actually, with ‘all due respect 
to certain opponents of this legislation, the people who have the legal 
obligation under our State statute to serve their consumers are prob- 
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ably the best informed as to their needs, and have the greatest sense 
of responsibility to try to provide for those needs. 

Mr. Macponaup. Well, let me make this very clear, that I in no 
way am saying that Consolidated Edison or any other distributor 
would unconscionably gouge any consumer. I know they are public- 
spirited citizens, and they are interested in keeping New York warm, 
as we all are. 

But, what I am puzzled about, is your, it seems to me anyway, 
inordinate emphasis on the fact that perhaps the consumer will be 
hurt if this legislation is not enacted because of the chance that the 
natural gas reserves and the supply to the consumer will somehow 
be put in jeopardy, because I know, you are a distinguished leader 
in the field, and I am well aware of that, so I know that you must 
be aware that our natural gas reserves are at an all-time high. 

And if I can quote you some figures 

Mr. LeBorvr. I have the figures, I think, yes, sir. 

Mr. Macponaup. Well, let me put it by way of question, then: 

The American Gas Association, as I understand it, is charged with 
the duty of reporting—if that is not too strict a term for the loose 
way in which it seems to me to be done—reporting to the Federal 
Government what the reserves are, and it seems to me that the way 
that it is done could be improved on in the national interest, since, as 
1 understand it, the information is not given by field or by company, 
merely by State or by area, and is regarded as a trade secret, how much 
is held in each area, in each field, and therefore they just hand in this 
information, which the Federal Power Commission either has no 
way of or certainly up to this point has not checked the figures to find 
out whether these estimates are correct or not. 

But in any event, I know that you will take the figures which they 
supply as being right, am I correct in that assumption ? 

Mr. LeBoevr. I think they are probably the best figures that are 
available in a field where you are predicting what is under the ground, 
and there must be certain elements of error in such predictions. 

Mr. Macponap. Sure. 

But any event, a distinguished gentleman from your industry, I 
think his name was Boatwright, Dr. Boatwright, testified before us 
in 1955, and he included tables that show in 1954 there was a bit 
of a falling off in the net increase of reserves. 

Mr. LeBorvr. That is right. 

Mr. Macponarp. And he said, or intimated anyway, that this per- 
haps was due to the Phillips decision. 

Since that inference was left, I thought that perhaps you might 
answer the question as to whether or not you know the 1955 figures. 

Mr. LeBorvr. Yes. 

Mr. Macponatp. In which the net increase in natural gas reserves 
went up to 11 quadrillion, and I had better just give the numbers for 
the sake of my mathematics, and also the stenographer. 

Mr. LeBorur. I don’t recognize the figure. 

Mr. Macponap. 11,986,713 million eubie feet. 

I just checked with a book where it seemed to come out to quad- 
rillion, but maybe it is trillion. In any event, the figures are there, 


and what is the more important thing is that this is the largest increase 
for the past 6 years. 
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Mr. LeBorvur. What was the year? 

Mr. Macponap. 1955. 

And furthermore 

Mr. LeBoervur. I don’t recognize the figure. The figure that is pub- 
lished by the American Gas Association for that year for total dis- 
coverles—— 

Mr. Macponaxp. I am talking about reserves, how much there are 
in reserves. 

Mr. LeBorvur. Added during the year, or at the end of the year? 

Mr. Macponatp. At the end of the year, the net increase during 
1955. 

Mr. LeBorur. At the end of the year 1955, I believe it was 223 
trillion cubic feet. 

Mr. Macponatp. My mathematical colleague from Georgia tells me 
it is not quadrillion feet, but trillion thousand cubic feet. : 

Mr. LeBoevr. I think it is trillion cubic feet. | 





ee 


Mr. Macponatp. In any event, whatever the figure, and our figures 
jibe, since they came from the same source—— 

Mr. LeBorvr. That is right. 

Mr. Macponatp. So that I do not understand your great concern 
with reserves when they are going up all the time and are at an all- 
time high. That is No. 1. 

No. 2, the president of Socony of New Jersey testified before this 
committee that, in his opinion, there was no danger in the foreseeable 
future, which I tried to get him to put into years, which he estimated 
at perhaps around a hundred, no danger in the foreseeable future of 
running out of natural gas or oil, and that the discoveries have in- 
creased in this past year under the Phillips decision; that over 500, 
I think the exact figure is 617, more wells came in last year than ever 
before in the history of our country. 

The oil industry itself is at an alltime high, and so is the gas 
industry. 

Mr. Hate. Will the gentleman yield? 

When you talk about wells, are you talking about gas or oil? 

Mr. Macponaxp. For your information, Mr. O’Hara, I will read it 
into the record. 

Mr. O’Hara. Don’t use my name in vain. I did not ask the ques- 
tion. 

Mr. Macvonap. Mr. Hale. 

These figures, also furnished by the American Petroleum Institute, 
show that in 1956, there were 31,500 oil wells completed, not sought 
for but completed; 4,275 gas w ells. While in 1955, there had only 
been 3,614 gas wells completed. 

So it seems to me, and I think you will agree, that every indication, 
statisticallywise, that I have had at my command, anyway, shows that 
the oil and gas er just keep to the gas 





industry—the gas padoetry itself has never been in better shape, its 
reserves were never higher, they have never found more gas, they have 
never completed more w ells. I agree with your position 2 2 years ago 
that the reserves were not a problem, but I am puzzled by your now 
being taken by the threat that perhaps gas will by some miracle run 
out before atomic energy takes over, wii 

will eventually. 


rich I am sure you agree if 
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Mr. LeBorur. Well, all I can say is what I said this morning. 
According to these figures, at the end of the year 1956 there were 
237 trillion cubic feet, as I read the figures, and the sendout was 
somewhere between—over 11 trillion. 

Now, you can do the arithmetic, assuming no more discoveries and 
no growth below it. 

Mr. Macponatp. Why do you assume no more discoveries ? 

Mr. LeBorvr. I know, but you have got to start with a premise, and 
add the plusses and minuses to make a prediction. You are trying 
to make a prediction. The load growth is increasing, as I understand 
it, about 7 percent a year. 

Mr. Macponatp. Iam not trying to make a prediction. I am trying 
to do what you, as a lawyer, I am sure, always try to do, which 1s to 
take the facts and then try to project the facts into the future. 

Mr. LeBorur. Yes, but you are not taking all of the facts. 

Mr. Macponarp. If you take the fact that there were more wells 
completed under this Phillips decision, obviously more wells com- 
pleted means there were more wells sought for, more wells were sought 
for under this so-called restrictive decision than ever before in history. 

Mr. LeBorur. That doesn’t mean the number of wells. One well 
may produce as much as 20 others. 

Mr. Macpona.p. But is that not reflected in the amount of gas that 
goes back into reserves, which is stated as a constantly-——— 

Mr. LeBorur. We have got an estimate of the increase. For 
example, the figures show over the last 11 years, the increase is about 
equal to the current sendout for 8 years. Now, that does not seem to 
me to be building up a very great backlog. We have heard it said 
here, by competent people, that 50 percent of the gas is being diverted 
to local markets. 

We are troubled about it. We want to see the gas come to our 
market. 

Mr. Macponavp. I ain sure you do, sir, and so do I, even though 1 
suppose the people would have to turn over to electricity anyway ; 
would they not? Do you handle the electricity for New York, as 
well # 

Mr. LeBorur. Yes, in most of the city, not all. 

Mr. Macvonavp. But in any event, why do you state that you have 
a grave fear of the gas being cut off from the State of New York, 
and I suppose that would include my area of New England ? 

Mr. LeBorvr. Because we feel that if the pricing system is not 
changed, that the producers will lose incentive to devote gas to our 
market. 

Mr. Macpvonaxp. Your opinion, of course, is just as good as mine, 
and perhaps a lot better. But all I am doing is citing ‘figures. 

These are not my figures, but FPC figures, under the Phillips de- 
cision there have never been as many well discovered as last year. 
It takes people going out, to find these wells, and it seems clear to 
me that they must have ample, ample incentive to do it or else they 
would not do it. 

There are other industries which are doing well in the Southwest, 
we all know. Therefore, it would seem to me there is a higher con- 
centration of effort going into trying to find these wells than ever 
before in history 
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It is not my opinion; those are the facts as put out by the American 
Petroleum Institute. 

Mr. LeBorvr. I don’t know anything about it. 

Mr. Macponatp Therefore, I cannot understand why you fly in 
the face of those facts. 

Mr. LeBorvur. Well, in our judgment, the amount of reserves and 
the amount of addition to the reserve over the sendout is not as ample 
as we would like to see it for a continuing business. 

Mr. Macponatp. You disagree with the President of Standard 
Oil of New Jersey when he says there is no danger in the foreseeable 
future and, in answer to a direct question of mine, limited the “fore- 
seeable future” to a hundred years, of running out of our oil and gas 
reserves / 

Mr. LeBogvur. I think—was he talking about oil ? 

Mr. Macponatp. He was talking about gas, because I knew these 
hearings were coming up, and I asked him the question. 

Mr. LeBoevr. I don’t know. I am sure that he would believe that 
a fair pricing system would be conducive to further exploration. 

Mr. Macponatp. Well, I am not going to belabor this 27.5 incen- 
tive, which you know better than I what a tremendous incentive it is 
for the oil and gas industry. They come up into our district looking 
for money for some of these gas ventures. And I might say that 
when they do, they put out what the cost of production is going to | 
be, too, because no one will invest unless they have some way of know- 
ing what the cost of production is going to be. 

But the big gimmick to prospective investors always is, “You can 
keep the first 27.5 percent,” and it seems clear to me, and I am sure it | 
is to you, that you, as a lawyer, would like to be able to keep the first 
27.5 returned to you off the top. 

Mr. LeBoervr. I would settle and split. 

Mr. Macponatp. Right, sir. So I think that the incentive question 
is certainly one that both the facts and understanding of human 
nature under the present circumstances show is handled adequately if 
not more than adequately under our present setup. 

Mr. LeBorvur. Well, we would not be here if we did not disagree. 

Mr. Macponap. Yes, sir. 

IT was interested last week, and I do not mean to take more than 
my share of the time, I was interested last week in Mr. Kuykendall’s 
testimony when he interjected your name. 

Mr. LeBorvur. Yes; I heard that. 

Mr. MacDonatp. And he said that while Congress was still in ses- 
sion last year, and after the Harris-Fulbright bill had been vetoed, 

Jerry Morgan, at the White House—I imagine that is Morgan, the 
White House counsel, is it not ?— 


contacted me and asked me if I, without saying anything to anybody, could 
prepare a draft of a bill which I thought would fulfill the requirements that the 
President had stated in his veto message. 

I do not know whether he meant there was not supposed to be any 
lobbying for the bill, which I understood was the basis for the veto, 
but perhaps he understands these words better than I do. 

I told him I would try to do that. I went to work on it all by myself, and 


I soon ran into many problems. I talked to Mr. Morgan, explained that I 
could not do it myself, and the only way I could think to get it done quickly 
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would be to confer with some of the people who had opposed the bill. I said I 
would like to talk with Mr. Randall LeBoeuf, who had been spokesman of the 
distributing companies that opposed the bill. 

I talked with Mr. LeBoeuf, and he was willing to lend any assistance he 
could. He, however, stated that we probably should get some representatives 
of the producers and some representatives of the pipelines. So I selected two 
other lawyers. I asked Mr. Searles, who had been a spokesman here for the 
producing industry on a previous bill, and I selected a Mr. Tarver, who used 
to be an attorney some years ago, long before I was with the Federal Power 
Commission, on the Federal Power Commission staff, and who was very knowl- 
edgeable about the Natural Gas Act, and who is now employed by one of the 
pipeline companies. 

Those gentlemen agreed that they would try to put together what they thought 
would be a good bill, and they worked— 

Then I interrupted him with some queries which have nothing to do 
with what I want to ask you. 

I was wondering, No. 1, would you like to comment ? 

Mr. LeBorvr. I would be glad to answer any questions about it. 

Mr. Macponatp. You have no comment ? 

Mr. LeBorvur. Well, Chairman Kuykendall—the date was March 
21, 1956—asked me as a public service, if I would try to draw basic 
principles of a bill. 

He pointed out that I had advocated a middle-ground position. He 
also stated that, since it was to be done as a public service, he did not 
wish us to talk or me to talk with the companies in the group that I 
had spoken for, and 

Mr. Macpona.p. I do not want to interrupt you—— 

Mr. LeBorur. Let me tell the story. 

Mr. Macponatp. Just to clear up, in the public interest—I thought 
you were a lawyer, sir. 

Mr. LeBoervur. That is right. 

Mr. Macponatp. In your capacity as a public-spirited lawyer or in 
your capacity as a public-spirited representative of the distributing 
companies ¢ 

Mr. LeBorevr. He wanted us to be free to try to see whether these 
3 people who were representing 3 different viewpoints 

Mr. Macpvonavp. But you were not just representing yourself; you 
were representing the distributing companies. 

Mr. LeBorvur. Well—— 

Mr. Macponap. The distributing companies’ point of view. 

Mr. LeBorur. Yes, sir, that is correct; or the consumer’s point of 
view, I would say. 

Mr. Macponatp. You and I quarrel about that, and I do not like to, 
because 

Mr. LeBoevr. All right. 

Mr. Macponatp (continuing). Because, actually, you are not paid 
by the consumers. 

Mr. LeBorvur. I am not sure of that. 

Mr. Macponarp. Well, you said in answer to a question of Mr. 
Heselton that you just—— 

Mr. LeBorvr. Yes. 

Mr. Macponap (continuing). Just registered yourself as a lobby- 
ist for Consolidated Edison, so— 

Mr. LeBorvur. That is right. 

Mr. Macponavp (continuing). So I hope you are not being paid by 
a consumer group as well. 
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Mr. LeBorvur. No; I am not paid by a consumer group. 

Mr. Macponap. Conflict of interest, and all that sort of thing. 

Mr. LeBoeur. No. Nevertheless, there is no need of rearguing in 
this instance. There may be other instances in which the viewpoints 
of the consumer and the distributing company are hostile, and there 
are. In this instance they are not. 

Mr. Hesevtron. Will you turn just a little this way, Mr. LeBoeuf ? 
You are turned that way, and it is hard to hear you. 

Mr. LeBogvr. Iamsorry. I will split it this way. 

He asked the three of us to see if we could get together and evolve 
the principles of a middle-ground bill. He gave me certain instruc- 
tions. 

Mr. Macponatp. What instructions / | 

Mr. LeBorur. The chief instruction was that the President—he 
interpreted the President’s veto message as meaning there should be 
greater protection for the consumer than was provided in the Harris | 
bill which was vetoed, or in the middle-ground bill that I proposed to : 
this committee. 

And with that, we went to work, and we, the 3 of us, did work out 
in principle, not in drafting a bill, a yroposal on a different middle- 
ground approach than I had vimaeeted a 2 years ago, or than is encom- 
passed i in the pending Harris-O’Hara bill. 

Mr. Macponatp. What was included, would you enumerate for us, 
in the bill that you three segments of industry spokesmen came out 
with ¢ 

Mr. LeBorvr. I will be glad to do so. That is quite a long answer. 

Mr. Macponatp. I think it is an important thing, and if you would 
just supply it for the record—I do not want to keep you here unduly, 
but I think it is a very important thing. 

Mr. LeBorur. It was quite a different approach than either of the 
other two. 

Mr. Macponavp. Either of which other two? 

Mr. LeBorur. The one that I proposed to this committee 2 years 
ago, or the bill that Congressman Harris and Congressman O'Hara 
have introduced. 

Mr. Macponaxp. Did it have anything in it concerning the cost- 
rate basis? ' 

Mr. LeBogvr. It did. 

Mr. Macponatp. Did you recommend that it be enacted into law 
that the Federal Power Commission could not look at costs ? 

Mr. LeBorvur. That was the effect of it; yes. 

Mr. Macponatp. Well, what else ? 

Mr. LeBorur. I mean, let me put it this way: We worked out a 
series of regulatory items for the Federal Power Commission to con- 
sider, and cost was not one of them. 

Mr. Macponap. Did it 

Mr. LeBoevr. I can tell you very briefly ; I will try to do it briefly. 

Mr. Macponatp. Did you keep a record of this, sir? 

Mr. LeBorvr. Unfortunately, yes. 

Mr. Macponatp. Do you think you could supply that for the in- 
formation of the committee ? 

Mr. LeBorur. Yes. Maybe it will save time. 

After we had had several meetings 
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Mr. Macpona.p. I did not hear your answer. 
Mr. LeBorvur. Wait a minute 
Mr. Macponatp. You are going to supply it for us? 
Mr. LeBorvr. Yes. 

Mr. Macponatp. Thank you, sir. 

(The information referred to is as follows :) 





LAw OFrFrices oF LEBorur, LAMB & LELBY, 
New York, N. Y., May 28, 1957. 
Re H. R. 6790. 
Hon. OREN HArrIs, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, House Office Building, 
Washington, D.C. 


DEAR CHAIRMAN Harris: On pages 1603 through 1612 of the record of hearings 
on the above bill, I was asked questions by Congressman Macdonald with re- 
spect to the efforts of Mr. Searls, Mr. Tarver and myself, to formulate principles 
of a middle ground natural-gas bill at the request of Chairman Kuykendall of 
the Federal Power Commission. 

I was asked for the record to supply a statement of these principles as pre- 
sented by me and discussed by Mr. Searls at a meeting of the Practicing Law 
Institute in New York on April 10, 1956. Pursuant to the request, I enclose a 
copy of such statement. You will observe that it is divided into two parts, the 
first being the general discussion of the background situation and the second 
being a specific statement of certain principles which might be incorporated in 
legislation. It is the latter portion which complies with Congressman Mac- 
donald’s request. I have no request to make as to whether both or only the 
latter portion should be included in the record. I do point out, however, that 
the overall approach of the proposals differs in certain substantial respects from 
the pending Harris-O’Hara bill, on the middle ground proposal which I made 
to your committee in the 1955 hearings. 

In one respect my testimony in the above pages about the principles discussed 
at the Practicing Law Institute symposium should be corrected. I testified be- 
fore your committee that it was my recollection that the item of cost was not 
included in the elements proposed to be considered in fixing producers’ prices, 
and that the statement of principles was silent in that regard. I apologize to 
the committee for my faulty recollection. I find that in principle No. 11, sub- 
paragraph (5), there was an express prohibition against the inclusion of cost of 
production. I would like my testimony in that respect to be corrected. 

Respectfully yours, 
RANDALL J. LEBOEUF. 


PRACTICING LAW INSTITUTE DIscUSSION BY RANDALL J. LEBOEUF, JR. 
What legislation is needed now? Suggestions for a compromise solution 
INTRODUCTORY 


In having the temerity to propose a specific program for the legislative solution 
of the natural-gas controversy—particularly to this assemblage of the most 
distinguished experts in the field—I must assume sole personal responsibility. 

In the past I have advocated views of clients or of a group of distributing 
companies, but in this instance I wish it to be clearly understood that they are 
absolved of all responsibility. 

BACKGROUND 

Few domestic subjects have produced such widespread controversy as the 
Federal regulation of natural gas. 

Even on the issue of jurisdiction over the independent producers, the Com- 
mission split 3 to 2 against and the Supreme Court in Phillips reversed 5 to 4. 

Matters of interpretation likewise spark sharp division. Although there was 
unanimity among the Supreme Court Justices in Mobile and Sierra, I venture the 
belief that in this gathering of experts there are few who agree with the decisions 
and with the language of the opinions in every detail. 

“Chaos” was the descriptive word that appeared in almost every article, 
debate and discussion in recent months concerning Federal regulation of natural 
gas. 
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In a recent decision, the Commission itself referred to “the uncertain and 
nebulous state of the applicable law.” 

Mobile and Sierra have now obliterated some of the few guideposts of regula- 
tion which were regarded as definitely established. 

As to the much needed remedial legislation, it may be helpful to refer to the 
desires and views of the important segments of the natural-gas industry. 

Producers want legislative relief, either— 

(1) complete exemption from Federal regulation or 

(2) if they must have some regulation that it be suited to the nature of 
their business, not original cost-straight line depreciation pricing. 

Distributors, although not so publicized, also seek legislation. They desire— 

(1) relief from the runaway costs of purchased gas resulting from the 
bad escalation clauses in producer-pipe line contracts, which threaten to 
price gas out of the domestic market. 

(2) Control over abandonment of established services. 

(3) Relief from the prescent intolerable burden and uncertainties of 
present regulation, both substantively and procedurally. 

(4) Adequate compensation to the producers, which will encourage fur- 
ther exploration, but will be free of the erratic and unjustified increases 
resulting from escalation. 

Pipelines were not conspicuous during the congressional hearings. Presum- 
ably their sympathies were closer to the producers. Their self interest naturally 
was directed towards the preservation of their heretofore risk-free position and 
the compulsion inherent in the contracts voluntarily made with producers, con- 
taining the escalation clauses which have directly caused so much of the present 
chaos. 

It does not require a crystal ball to visualize the serious threat that the pipe- 
lines may be caught in the middle between powerful opposing economic and legal 
forces. The questions which rightfully may cause the pipelines grave concern 
include—— 

(1) Are their contracts containing the disputed escalation clauses 
illegal per se? Subject to outlawing by the Federal Power Commission for 
regulatory purposes? Improvident in nature? 

(2) If so, what are the legal consequences? Is the original contract 
destroyed because of the invalidity of a material provision? Are the pipe- 
lines obligated to perform the contracts as to the producer, but unable to 
pass on to distributors the escalation increases? 

(3) If the pipeline charges to distributors reach uneconomic heights, are 
the distributors excused from the performance of their purchase contracts, 
leaving the pipelines holding the bag? 

Federal Power Commission is presently faced with an impossible regulatory 
situation, which undoubtedly influenced its endorsement of the Harris bill as one 
possible solution. 

State regulatory agencies are disturbed to sit impotently and watch costs to 
distributors and the ultimate consumers spiral upward. 


AREA OF AGREEMENT 


Fairness requires the admission that there is merit in the complaints, desires, 
and concern of each of these segments of the natural-gas industry. 

Relief should be afforded to the producers and to the distributors. 

The pipelines should have their present unenviable position redefined and 
protected. 

Regulation should be restored to manageable proportions. 

Business stability, consistent with free enterprise, should be established, so 
that executives can plan and manage their companies in sound and orderly 
fashion, without artificial disruption. 

Pricing, which is the heart of the problem, should be established, consistent 
with conservation of this fuel for the primary public market, adequate to 
encourage exploration, and fair to ultimate consumers. 

Most responsible and informed persons in the industry accept these objectives. 

The question is— ' 

Are they reconcilable? 
Or are the desires of one branch of the industry in hopeless antagonism 
to the others? 

My belief is that it is possible to reconcile and compromise these desires and 

apparent conflicts in a workable middle-ground solution, ' 


oo 
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Anyone who has lived with the Natural Gas Act and its regulatory processes 
should admit that legislation is required—although regulation could eliminate 
much of the present chaos. 

The brutal fact is that the Natural Gas Act was not realistically drawn to fit 
the industry as it exists and functions, e. g., 

The rate fixing and changing sections, construed by the court in Mobile, are 
identical with the public-service law of New York passed in 1907, when the nor- 
mal regulatory parties were a local utility and its consumers. Act makes same 
assumption. 

The act in no provision takes account in word or substance of the peculiar role 
played by the long lines, which distinguishes the natural-gas industry from all 
others. 

The act fails to face the fact that the larger producers, who account for the 
bulk of the gas moving to interstate markets, are combination oil and gas com- 
panies, having nonutility business practices and whose oil prices affect the pricing 
and marketability of natural gas in the ultimate consumer market. 

The act has not prevented chaos and inflationary prices. 

The Harris bill was proposed by honorable and intelligent persons. Its basic 
fault was that it attempted to provide relief for only one segment of the industry, 
without reconciliation of the equally legitimate needs of the other branches. 

During the congressional hearings, on behalf on one company, but with the 
official endorsement of others, which in the aggregate were the suppliers of 
natural gas to 25 percent of the Nation’s consumers, we suggested one middle- 
ground approach. 

Not my plan to detail my objections to the Harris bill nor to justify the bill 
which I proposed. As to the latter, however, I do wish to say that its philosophy 
was that free competition in producer pricing, by elimination of bad escalation, 
could be a substantial substitute for Federal regulation. 

We believed that there are inherent practical difficulties in the Federal Power 
Commission fixing producers’ commodity prices, even though it has the legal 
power to do so. 

If any one of this expert assemblage had the power to promulgate a formula 
for pricing producers’ gas, which in his sole opinion would be fair to all interests, 
he would be faced with grave difficulties. Witness the congressional struggles 
with this topic. Witness the demise of the R-142 proceedings, where appar- 
ently none of the suggestions to the FPC were deemed helpful. 

Because of these difficulties we favored, and still favor, the substitution of 
truly free competition for regulation as to producers’ pricing. 

I will not repeat here the details of our proposal nor the reasons why we 
thought it justified. While freely admitting its many imperfections, we still 
believe that in the long run it would provide the most workable solution of the 
problems of the industry. 

Since our proposal did not find congressional acceptance and with the benefit 
of many criticisms which have been made of it, I venture to suggest a somewhat 
different approach. 

President Eisenhower in his veto message stated that new legislation “should 
include specific language protecting consumers in their right to fair prices.” 
This may be interpreted as favoring greater producer regulation than contained 
in the Harris bill. Therefore, the following suggestions tend toward greater 
regulatory controls than embodied in our congressional proposal. 

The following principles are proposed as a package. They should be con- 
sidered as a whole. Their aim is to reconcile the needs of the several elements 
of the natural-gas industry. 


1. Legal status of producers’? as “natural gas companies” under the act to be 
maintained 


A distinction is made between freeing the producers from the burdens of 
regulation, not suitable to their business or required by the public interest, and 
complete exemption from any regulatory status under the act. 

The amendments to the act would not apply any regulation to the producer’s 
oil, distillate, or gasoline business. 


2. Producers would be excused from performance of certain present requirements 
of the act deemed unnecessary in the public interest 


It is proposed to relieve all producers from certain burdens of the act and 


1The word “producers” as used herein, includes processors and gatherers. 


| 
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| 
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to modify other sections, as stated later, so as to be more appropriate to their 
business. 
Complete relief from the following sections would apply— 
(1) to any sale of natural gas by a producer, gatherer, or processor 
thereof in or within the vicinity of the field or fields where produced; or 
(2) to such transportation of such natural gas by the seller, in or within 
the vicinity of the field or fields where produced, as occurs prior to its 
delivery into the interstate transmission facilities of a natural-gas com- 
pany; or 
(3) to any person solely because of such person’s making such sale or 
engaging in such transportation. 
Section 4 (b) as to discriminatory rates by such producers in their pipe- 
line contracts and rate schedules. 
Section 5 (b) as to FPC investigation of producers’ costs. 
Section 6 as to the ascertainment and filing of original cost of producers. 
Section 7 (a) as to extension or improvement of services by producers. 
Section 7 (c), (d), (e), (f), (g), and (h) as to requiring certificates of 
convenience and necessity by producers. | 
Section 8 (a) as to producers keeping accounts as prescribed by the Com- : 
mission. 


Section 9 as to producers following depreciation methods as required by 
the Commission. 


3. The pipelines shall file with the FPC the initial contracts with producers or 
rate schedules, which have not heretofore been filed 


This would apply to the natural gas company first transporting the gas in 
interstate commerce, and would relate to all contracts or rate schedules not 
heretofore filed. 

Pipelines, but not always the producers, will know the destination of the gas, 
whether or not it involves an interstate sale and what companies may ulti- 
mately be affected by the contract. 


4. Adequate notice of filing of production contracts, of any change in rates there- 
under or of any proposed rate change must be given to persons affected 
thereby 

It is suggested that initial contracts be filed by the pipelines before the effec- 
tive date and the Commission publish notice in the Federal Register within 
10 days of filing, specifying the natural-gas companies or distributing companies 
who are purchasers or successive purchasers of such gas. 

The purpose is to give effective notice to parties affected by the new contract. 
It would not apply to contracts filed prior to amendment of act, but would to 
any subsequent modification or proposal to modify. 

It is also proposed that the pipelines give notice to all such subsequently 
affected parties of any rate change under producer contracts or proposed by 
producers at least 20 days prior to the effective date of such change. 


&. Certain types of escalation clauses would be declared by Congress to be con- 
trary to the public interest and of no effect for any purpose 


This would apply to price redetermination, renegotiation, adjustment or es- 
ecalation clauses of any kind in producer contracts, whether executed before or 
after the date of the amendatory act, except those specifically permitted by 
the act. It would cover all true escalation. 

Under this package approach, since the producers are given the right to 
propose increases in their contract prices at stated intervals, there seems to be 
no need for any true escalation clauses. 


6. Certain automatic price changes in producers’ contracts to be recognized 
Certain changes which would be allowed in conventional regulation—e. g., 

provision for recoupment of State tax increases—ought to be permitted to be- 

come effective and be passed on without formal Commission proceedings. 


7. Initial contract prices to be accepted, as negotiated, with right of price re- 
vision at 5 year intervals. At the end of any 5 years the Commission, on 
its own motion, or the producer, pipelines, or distributors, on petition or 
complaint, would have the right to propose price changes upon which the 
Commission would be obligated to pass for the purpose of determining 
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whether the producer is receiving less or more than the “fair commodity 
price” as hereinafter defined. 


The problem is to promote free competition and at the same time put the 
Federal Power Commission in a position to be the watchdog if pricing gets 
out of hand. 

With this thought in mind, the suggestion is made that producer contracts be 
subject to price revision at the end of each 5-year interval, and then only. The 
initial contract price would be accepted for the first 5 years if the product of 
arms-length bargaining. At the end of any 5 years the Commission, on its own 
motion, or the producer, pipelines, or distributors on petition or complaint, would 
have the right to propose price changes upon which the Commission would be 
obligated to pass for the purpose of determining whether the producer is receiv- 
ing less or more than the “fair commodity price” as hereinafter defined. 

The initial price would be subject to challenge only on the ground that it did 
not result from arms-length bargaining and only in that event could the Com- 
mission fix such initial price. 

This proposal would promote free negotiation of initial contract prices. The 
5-year interval should not entail great hardship to any affected interest. It 
would measurably reduce the volume of regulation. 

In view of the ban on all true escalation, in this approach, it is appropriate to 
give certain rights, at the time of the amendment of the act, to producers, pipe- 
lines, distributors, and consumer representatives under existing contracts if 
deliveries have been made for a period of 5 years under such contracts. 

This would include giving— 

(1) to affected parties the right to initiate a rate review of existing con- 
tract rates and 

(2) to producers, under existing contracts, to propose rate increases, 
provided, that if any change in rate resulted from such complaints or appli- 
eation, it would remain in effect for a period of 5 years thereafter. 


8. Abandonment of producer supplies 


Producers should not be permitted to abandon established service except 
on good cause shown and with the approval of the Federal Power Commission. 

Section 7 (b) should be clarified. 

A further exception might be made—to permit abandonment of service by a 
producer upon or after the expiration of his contract if he has rendered service 
to the same parties for 20 years or more, upon adequate notice to the parties 
affected. 


9. Pricing of gas produced by a pipeline or by its affiliate should not be on a 
comparable basis with that of independent producers 
In this instance, unlike the case of the independent producers, the Commission 
would have the right at any time to determine whether the charge made by an 
affiliate or pricing of the gas by the pipeline ocmpany is in line with the “fair 
commodity price” as hereinafter referred to. 


10. AU States, municipalities, State commissions, pipelines, and gas distributing 
companies affected by independent producer prices should have the right 
to initiate proceedings before the Commission under the conditions 

Under this proposal the right of complaint is extended to such parties. 

The Commission may initiate a proceeding on its own motion and must do so 
on complaint of such parties or on petition of a producer. 

It is to be expected that such proceedings with respect to prices of independent 
producers could oceur only at the 5-year revision periods. As to nonindependent 
producers the proceeding could take place at any time. 

11. A “fair commodity price” for producers 

The standards which the Federal Power Commission should consider, among 
such other matters as it finds to be relevant, in whole or in part, in determining a 
“fair commodity price” for producers would include— 

(1) all prices of gas being charged and collected by other producers selling 
gas in the field or producing area where produced, or where the field or 
particular producing area does not afford an adequate or proper basis for 
consideration of prices, the Commission should give consideration to the 
prices being charged and collected in other fields or areas in the same 
general geographical area. Such prices to be considered would include 
prices established by contracts outside Federal Power Commission juris- 
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diction. The Commission should not consider such prices as appear to it 
to have been arrived at by other than arms-length bargaining. 

(2) the relative bargaining position of the parties. 

(3) the effect of the price upon the continued development of new sources 
and supplies of gas. 

(4) the effect of the price upon the fairness of rates to the ultimate con- 
sumers, including the competitive effect of such rates compared with the 
cost of other fuels available to such ultimate consumers. 

(5) Neither the cost of production, nor investment in production facilities 
or producing lands or interests in lands nor rate of return on a rate base, 
shall be considered by the Commission in its determination of the ‘fair 
commodity price” of such gas. 

(6) If a natural gas company also produces oil or extracts from natural 
gas marketable constituents thereof, neither the revenues derived from such 
production or extraction, nor the value of such oil, or marketable con- 
stituents extracted from natural gas, nor the operating expenses or other 
costs related thereto, shall be considered by the Commission in determining 
the fair commodity price and the Commission shall have no jurisdiction 
directly or indirectly over such production or extraction. 

(7) the thermal and other physical characteristics of the gas. 

(8) the ultimate charge shall be a “fair commodity price” consistent 
with such standards and determined by the Commission to be a fair end 
result for consumers, distributors, pipelines and producers. 


Mr. LeBorvr. I would like to explain to you how and why, so that 
the record will be clear. | 

Mr. Macnonatp. Right, sir. 

Mr. LeBorvur. After we had had several meetings and had reached 
an agreement in general terms, by happenstance there was a public 
conclave of the Practicing Law Institute on natural gas. 

Mr. Heserron. Mr. LeBoeuf, I hate to interrupt you, but when 
you swing over I cannot hear you, and I would like to hear you. 

Mr. LeBorevr. There was a meeting of the Practicing Law Institute 
in New York, attended by people from all over the country, on the 
subject of natural gas, and I had been on the program long before 
Chairman Kuykendall had spoken to me, to discuss Federal legisla- : 
tion in this field on the middle-ground approach. 

So that, since we had been working on it, I went before that meet- 
ing and, you might say, put up a trial balloon by outlining these prin- 
ciples we had been discussing. And that, I can supply a copy of to 
you. : 

Mr. Macpona.p. You outlined, as I understand it, you outlined 
for the bar association people or group, a proposal or proposals that 
were included in this worked-out agreement between the three seg- 
ments of the industry ? 

Mr. LeBorvr. Yes. Not by segments of the industry, but between 
these three individuals. 

Mr. Macponatp. Well, I think you have just stated, have you not, 
sir, that you were called to represent the distributors’ point of view? 

Mr. LeBorvr. I was not—I want to be clear about this, Mr. Mac- i 
donald. Under my instructions, I was not allowed to consult with 
distributing companies in general, and it caused me, frankly, a great 
deal of embarrassment, because when I came out with something at 
this Practicing Law Institute which was entirely different than I 
had been discussing with these other companies, they had a perfectly 
logical feeling of resentment that I had not discussed it with them. — 

Mr. Macponap. Right, sir. 
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Did Mr. Kuykendall instruct you to keep these meetings a secret 
as well as being held secret ? 

Mr. LeBoevr. At that time, he said that he thought it was proper, 
since we were trying to work as three individuals, that it not be 
broadcast. 

Mr. Macponatp. Three individuals representing three segments of 
the industry. 

Mr. LeBorvr. Well, I think each one of us would answer that he 
was trying to conscientiously render a public service from the educa- 
tion and training which he had received formerly as a representative 
of a segment of the industry, but trying to w ork to a middle ground. 

Mr. Macponaup. And in whose employ he still was. In other 
words, you were still working for the distributing company. As I 
understand it, Mr. Searles still represents—— 

Mr. LeBorvr. I don’t know. Mr. Searles and I are in general 
practice. 

Mr. Macponatp. Anyhow, Mr. Kuykendall said he picked you 
three—you don’t have to be modest. 

Mr. LeBorvr. That is correct. 

Mr. M. - DONALD. He said he picked you 3 as representing the 3 seg- 
ments. I do not think there is any doubt in anybody’s mind, or in 
Mr. Kuykendall’s mind, after Mr. Kuykendall said so himself. But 
you may not have known it. 

What time of year was this, monthwise? Was it before the presi- 
dential and congressional elections, or after ? 

Mr. LeBorur. Chairman Kuykendall asked me, discussed this with 
me and asked me to undertake this task, on the 21st of March 1956. 
The Practicing Law Institute talk was on April 10 of that year. 

Mr. Macponatp. Did you meet with the other gentleman named 

Mr. LeBoevr. Yes. 

Mr. Macponarp. Often? 

Mr. LeBorur. No. We corresponded, we telephoned, and we, I 

can’t tell you how many times we met. Not often, because we were 
still working on principles. 

Mr. Macponatp. Did you come out with a bill that you showed to 
Mr. Kuykendall at any time? 

Mr. LeBorvr. We came out with principles that we showed to Mr. 
Kuykendall, not with a bill. 

Mr. Macponatp. Right. Were these principles enunciated to Mr. 
Kuykendall? 

Mr. LeBorvur. Yes; they were. 

Mr. Macponatp. What time of the year ? 

Mr. LeBorvr. Early April. 

Mr. Macponap. Early April of 1955? 

Mr. LeBorur. 1956. 

Mr. Macponap. 1956. 

Mr. Dineetz. Would the gentleman yield at this point? 

Mr. Macponap. Just a moment. 

The CHatrman (presiding). May the Chair inquire how much 
more time the gentleman will require ? 

Mr. Macponaip. The gentleman is incapable of giving an answer 
to you, Mr. Chairman, because I cannot tell how long the witness is 
going to take in answering my questions. 
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I can point out to the chairman, I have waited for quite some time, 
and I have consumed not more than anybody else who has questioned 
at any length at all, Mr. Chairman, but I will be happy to confine 
myself to as close a time as I can and still do what I think is an 
adequate job. 

The Cuarrman. The Chair is not critical of your asking questions. 
He just wants to remind you that there are several other members 
who are very desirous of asking questions. This witness has to leave 
tonight, he has to appear tomorrow in court, and those members are 
anxious, I suppose, for rather extensive questioning themselves. 

Mr. Macponaxp. I would like to point out, Mr. Chairman, in your 
absence everybody but myself and Mr. Dingell and maybe Mr. Av ery 
has either been called on and been heard from, or said they did not 
want to ask any questions. 

Mr. O’Hara. I wish the gentleman would include me. 

The Cuatrman. Mr. Heselton is waiting, Mr. Dingell is waiting, 
Mr. O'Hara is waiting, the chairman is waiting. 

Mr. Macponap. I withdraw that. 

In these principles which were enunciated, did you point out what 
the Commission should or should not consider in fixing the price of 
gas? 

Mr. LeBorvr. Well, as I say, cost was not included. 

Mr. Macpvonavp. But was it enunciated that cost should not be 
included ? 

Mr. LeBorvr. Yes. We were talking about general principles. 
Cost was not one of the items to be considered. 

Mr. Macponatp. Did you point out whether they should take into 
consideration whether the contract price was arrived at competitive- 
ly and at arm’s-length bargaining? 

Mr. LeBorur. If you wish to save time, I can, if you want to ask : 
questions, I can supply for the record an outline of the proposals that 
I made at the Practicing Law Institute. 

Mr. Macponavp. Yes, sir, I appreciate that, and I would like it, but 
I was not exclusively—I would actually like to see the principles, 
not that you outlined at any bar convention, but which you, in con- 
cert with the other 2 members of this 3-man gr oup, gave to Mr. Kuy- 
kendall. That is the thing I am really interested in. 

Mr. LeBorur. Well, it is the same thing. 

Mr. Macponatp. What you gave to the bar association group, you 
gave to Mr. Kuykendall? 

Mr. LeBoervr. That is right. 

Mr. Macponap. No more, no less ¢ 

Mr. LeBorvur. That is right. 

Mr. Macponaxp. It isall there / 

Mr. LeBorvr. That is right. And I might add that Mr. Kuyken- 
dall did not express any firm agrement or disagreement with our 
proposals. 

Mr. Macponap. This was back in April of 1956? 

Mr. LeBoeur. Probably April 9. 

Mr. Macpvonap. In getting together with you, did Mr. Kuykendall 
indicate that if you came up with a mutually satisfactory bill, that 
the administration would view with favor, shall we say, such a gas 


bill? 
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Mr. LeBorvur. No, he did not. 

Mr. Macponap. Did he ever indicate in any way that he was rep- 
resenting the administration ? 

Mr. LeBorvr. He stated, as he told you in his testimony here, that 
he had been asked by Mr.—they call him “Jerry” Morgan—I do not 
know him—to make this, prepare this bill, and he said to me, 
“T don’t know what will be cau with it or whether anything will be 
done with it.” 

Mr. Macponavp. Did you feel, as I would if I had been 1 of you 3, 
that he would not be after you for a bill which the administration was 
going to veto? 

Mr. LeBeour. I didn’t have that feeling at all. He was very 
clear 

Mr. Macponavp. On the contrary, did you 

Mr. LeBorvur. Wait a minute, let me finish on that, because I don’t 
want to put Chairman Kuykendall in a false light. 

Mr. Macponaxp. Go ahead. 

Mr. LeBorvur. He indicated he would take this, and it would be 
submitted to others, and he didn’t know what would be done with 
it. 

Mr. Macponaup. You knew, of course, that he had been appointed 
by the administration. 

Mr. LeBorvur. Oh, yes. 

Mr. Macponatp. Who was a Mr. H. C. Forbes of Consolidated 
Edison ¢ 

Mr. LeBorur. He isthe president. 

Mr. Macponaxp. So I am sure he speaks for the company with some 
authority. 

Mr. LeBorur. Yes, he does, the highest ranking officer is the chair- 
man of the board. Mr. Forbes has taken a particular interest in the 
gas problems, and has taken a personal interest in this problem. 

Mr. Macponaxp. After handing this statement of principles to Mr. 
Kuykendall, did you have any meetings with the industry to work 
out a gas bill ? 

Mr. LeBorur. My next connection wasa longtime after. Yes. 

Mr. Macponatp. How much longer ? 

Mr. LeBorvr. It was in October. 

Mr. Macponarp. October of 1956? 

Mr. LeBorur. Yes. 

Mr. Macponap. Will you tell us the occasion and the date ? 

Mr. LeBorvur. Well, I had made this proposal at the Practicing 
Law Institute, and I think I can say that it did not attract favorable 
attention from any quarter. 

I subsequently was released by Chairman Kuykendall of my com- 
mitment not to discuss it with others, and I called Mr. John Heyke— 

Mr. Macponavp. Heyke? 

Mr. LeBorvur (continuing). Who is president of the Brooklyn 
Union Gas Co., and was chairman of the Council of Local Gas Dis- 
tributing Companies which opposed the former Harris-Fulbright bill. 
That was in April, also, later in the month, in 1956. 

And I told him at that time what had been the background of my 
Practicing Law Institute speech, and then be told me that he was trying 
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to do similar work in finding a middle-ground solution that would 
protect the distributors. 

Mr. Macponaup. Yes, sir. 

Mr. LeBorvr. Along on October 31 of 1956, Mr. Harland C. Forbes, 
president of Consolidated Edison, called me up and said that those 
talks had gone along to a point where they wanted to appoint a 
lawyers’ drafting committee to work on what the executives had been 
discussing, and would I serve as a member of that committee. And I 
said “Yes,” but I felt in view of my prior obligation with Chairman 
Kuykendall, I should get clearance from hin. 

And I called him, and he said, “Why, certainly, you are a free 
agent.” 

In the meantime, I had not been active in this field. 

Mr. Macponacp. You did not attend meetings of that council which 
you spoke of, either on October 9 or October 18 : 

Mr. LeBorur. No. Youare talking about the Council of 

Mr. Macponap. Yes. 

Mr. LeBoeur (continuing). Of Local Gas Distributing Companies? 

Mr. Macponaxp. Right. 

Mr. LeBorur. I never attended any meetings of the council, as far 
as I can recall, except one in January or Febr uary of this year. 

Mr. Macvonatp. So, therefore, you would not know what transpired | 
at those meetings / 

Mr. LeBorvr. Not at the council. 

Mr. Macponap. I just have two concluding questions. : 

You interjected your opinion about my bill this morning, and I was 
wondering if you felt that under the proposed Harris and O’Hara 
bills, that escalator clauses, triggering of unfair escalating clauses, 
was sufficiently taken care of to protect the consumer / 

Mr. LeBorvr. It seems to me it is taken care of in a reasonable 
way in the light of the nature of the industry. 

Mr. Macponavp. Right, sir. 

Mr. LeBorur. The clauses, we have learned by 

Mr. Macponatp. The other members are in a hurry, so, while I 
do not mean to interrupt you, you have given me an answer. 

Mr. LeBorvr. All right. 

Mr. Macponat. You said, yes, you think so. 

So I will ask you this question: As I understood your objection to 
my bill, you said that that little small segment, productionwise, of 
roughly 10 percent—actually, if I w anted to be less conservative, I 
could raise it up to perhaps 98 percent and furnish figures to show 
they only do control about 2 percent of the gas, but leave it at, say, 
between 80 and 90 percent. You said that the reason you did not 
like my bill was that you were afraid, that this small segment could 
trigger off these escalator clauses. 

Mr. LeBorvr. That is right. 

Mr. Macponaxp. So I now ask you, would you be for my bill as an 
amendment to the Harris-O’ Hara bill ? 

Mr. LeBorur. No; I would not. 

Mr. Macponaxp. In other words, you feel that the escalator clauses 
protect the consumer in the Harris-O’Hara bill, but you would not 
want it restricted just to those people who produce less than 2 billion; 
is that right ? 
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Mr. LeBorur. Well, your bill, if it was merely an exemption clause 
in the Harris-O’Hara bill 
Mr. Macponaxp. Yes. 

Mr. LeBoevur (continuing). Would be much less objectionable. 

Mr. Macponatp. Well, all right. 

Mr. LeBorvur. Because my real objection to your bill, respectfully, 
is that it doesn’t solve our main pr ibe We have gone over that. 

Mr. Macponatp. But that is not what you said. You said in an 
answer that you volunteered, your objection to my bill is that it trig- 
gered these escalator clauses, you were afraid that it might. You did 
not say it would. 

Mr. LeBoervr. I did say that, but I made it very plain, my words 
were, my chief objection is that it does not solve the problem that 
the distributing companies are having under present regulation. 

Mr. Macponatp. But the only concrete reason you gave was this 
triggering. 

Mr. LeBorvr. Oh, no. 

Mr. Macponatp. That is the only one I heard, and when the Mac- 
donald bill was mentioned, I think I listened a little more carefully 
than most of the others here. 

Mr. LeBoervr. I have my notes before me. 

Mr. Macvonatp. What are the other objections that you might 
have? 

Mr. LeBorur. Well, my chief objection is the one that I have just 
stated. 

Mr. Macpvonap. That is a general statement that it does not solve 
your problem. 

Mr. LeBorvur. We want to get out—— 

Mr. Macponap. I am not trying to solve your problems exclusively. 
I am trying to help clear up a mess, and I think this bill does that, 
and I would just like to ask you what other things, instead of just 
answering me that it doesn’t solve your problems, what other objec- 
tion do you have to it ? 

Mr. LeBorvr. My objection is that we are now in a very unsatis- 
factory, unworkable system of regulation, and we want to try 

Mr. Macponaup. Under which the industry 

Mr. LeBorvr (continuing). We want to try something different 
and see if we cannot get less increases in the cost of gas, and more gas. 

Mr. Macvonatp. I repeat: In 1956, they hit more wells than ever 
before. The reserves are at an alltime high. Why are you worrying 
about getting more gas when you anes more than you ever had, and 
you never complained of reserves 2 years ago? Is that the only objec- 
tion, together with triggering the escalator clauses? 

Mr. LeBorur. No. “My real objection is the present state of the 
law is not working in the consumer’s interest, and we want something 
different. 

Mr. Macponarp. You say that the Phillips decision does not work 
in the consumer’s interest ? 

Mr. LeBorvr. That it is not working. 

Mr. Macponarp. Well, is that not working because the FPC has 
deliberately tried not to make it work ? 

Mr. LeBorvr. Oh, no, no. I certainly don’t have any such thought. 
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I think they are trying desperately hard, and they are able and they 
are conscientious men of integrity. 

Mr. Macponap. Yes, sir. 

Mr. LeBorur. But they are trying to fit a suit of clothes to a man 
who is built by the Lord entirely differently. 

Mr. Macponaxp. Do you not think it is a little peculiar, sir, to say 
that it is not working, when the very industry that it affects most 
directly, the only industry it affects, is prospering as it never has 
before in the history of our country ? 

Mr. LeBorvr. I hope it and other industries continue to prosper. 
We are not 

Mr. Macponaxp. I hope everybody makes millions of dollars. 

Mr. LeBorvur. We are not. Our rates are spiraling up. We can- 
not predict what they will go to under the existing system of regu- 
lation. 

Mr. Macponatp. You mean to say weakening the power of the 
Federal Power Commission is going to spiral your prices ? 

Mr. LeBoeur. I say they are spiraling under the existing utility 
type of regulation. We hope that with the incentives and the sup- 
eee, effect of competition permissible under the Harris-O’Hara 

ill, that we will have more adequate control in the consumer interest. 

Mr. Macponatp. Let me ask you this: Of course, everybody knows 
that every industry’s costs have spiraled up; there is no doubt about 
that. Do you say that the gas industry’s spiraling costs which are 
passed on to you, which you pass on to your consumers, are out of 
line, under the Phillips decision, are out of line with the general 
increase of costs in every business in the United States? 

Mr. LeBorvr. Well, I am not an economist qualified to speak of 
every business in the United States, but the cost of gas to our principal 
supplier, the rates that he is paying, is 100 percent more than the 
rates he was paying in 1950 or 1951. To me, that is out of line with 
industry generally. When the rates we are paying are 36 percent 
higher since 1951, I think that is out of line. 

Mr. Macponarp. Well, sir, I thank you very much for your answers. 

Mr. LeBorvur. Thank you very much. 

Mr. Macponatp. Thank you, Mr. Chairman, for your patience. I 
have some more questions. 

The CrarrMan. Mr. Heselton ? 

Mr. Heseiron. I want to say, Mr. LeBoeuf, I concur with the 
opinion of my colleagues who look with favor upon this bill and have 
looked with favor on one of the other bills, that you are one of the 
most competent witnesses in this matter who has ever appeared before 
this committee. 

Mr. LeBorur. That scares me when you start that way. 

Mr. Heseiton. Never mind that. 

I must say, however, that your position this year has puzzled me, 
and I have listened with a good deal of care. I want to add that 
you were one of the first witnesses to comply with the rules of filing 
a statement, which gave us an opportunity to read it with care, and 
I am sure everybody did. I hope that during the day I am going 
to find out what the reason is for your support of this particular 


bill. 
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I must confess that I have been left with more questions than I have 
been reassured. Maybe I cannot bring out the points of doubt in this 
time that we have now, so close to the end of the day. 

But before attempting to ask some of those questions, I was very 
much interested in the examination by Mr. Bennett, and the answers 
you gave to his questions; and in his usual industrious fashion, he has 
pointed out to me something he would like to call to your attention, 
so I would be glad to yield to my friend for that purpose. 

Mr. Bennetr. Mr. LeBoeuf, I have just been checking over some 
of the questions and answers that you gave during the hearings 2 
years ago, and on the question of the reasonable market price I asked 
you this question : 


Do you think the term “reasonable market price” is susceptible of a practical 
and workable interpretation by the Commission? 


Yousaid: 


No, sir, I do not. I do not know what it means, therefore I fear it. 

Mr. BENNETT. Would it be your opinion that it would mean or could mean 
about anything the Commission wanted it to mean? 

Mr. LEBoevr. It could, yes. There is no standard, no indication, no criteria 
to guide the Commission. 

Now, you changed your viewpoint on that ? 

Mr. LeBorur. No, sir. 

Mr. Bennetr. You have not ? 

Mr. LeBorvur. No, sir. 

Mr. Bennerr. Well, this bill had added criteria. 

Mr. LeBorur. That bill had those words, with no criteria added. 
This bill has got the criteria added, whether you think they are suffi- 
cient or not. But what I was concerned about there was the intro- 
duction of a new phrase other than the old one, “just and reasonable,” 
that we did not know about, without any guideposts to say what it 
means. 

Here we have got some guideposts. 

Mr. Bennerr. But you also said in your testimony, I think you will 
recall, that you favored the phrase “just and reasonable” rates with 
appropriate criteria as against the “reasonable market price.” 

Mr. LeBorur. I think that is probably true as a portion of, as an 
amendment to, the Harris bill, if we had to have it. That was a 
different thing. 

Mr. Bennett: Well, you favored it at that time as a more desirable 
way of fixing a reasonable price than the market criteria which is in 
the Harris bill, and still in it. 

Mr. LeBorvur. We were trying to deal with a choice between evils 
in our industry. 

Mr. Hesevron. A what? 

Mr. LeBorvur. A choice between evils. 

Mr. Bennerr. You said “just and reasonable rates.” I asked you 
this question : 

You do not approve market price. You approve of something between market 
price and cost and a fair return? Is that it? 

Mr. LEBoevur. Yes, sir. The things that we have considered we would con- 
sider it proper to take into account, the range of prices in the field in question, 


that has some evidentiary value. I do not know, but I fear that under Mr. 
Harris’ language, it would only be the top prices that would be considered. 
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Mr. LeBorur. Yes. 
Mr. Bennerr. And so you said that you favored “just and reason- 
able” rates forthisreason. Yousaid: c 


I put it in because that is the classic standard. Then to put in the criteria 
which would govern what was just and reasonable. I think the chief change 





that I made in the language that I read this morning was instead of saying c 
“reasonable market price” to say “the range of prices in the field where produced.” ' 
In other words, the term “just and reasonable rates,” that phrase is \ 
pretty susceptible of definition, is it not 
Mr. LeBorvr. It is whatever the courts—— I 
Mr. Bennerr. If you put in the criteria ( 
Mr. LeBorvr. It is whatever the courts and regulatory bodies of a t 
period hold it to mean. 
Mr. Bennetr. Well, that would not be necessarily the case if you 
put in the criteria to be considered, would it { 
Mr. LeBorur. If you put in the criteria, but you should remember ( 


in my statement before, I said categorically I was opposed to the use 
of costs as a rate-regulating method for thé producers. That is in my | 
statement of 2 years ago. 

Mr. Bennerr. Yes. You said—well, I will read what you said. | 

Mr. LeBorvr. I do not know what part it was in. It was in my 
formal statement. 

Mr. Bennett. It was also in the questioning. You said that you 
were opposed to cost as a controlling factor, but you were not opposed 
to the consideration of cost where appropriate. 

Mr. LeBoevr. I don’t recall. 

Mr. Bennetr. You do not recall that? 

Mr. LeBorvr. If you say that, I do not question it, if you say it is 
there. 

Mr. Bennett. I think that is the substance of it. 

Mr. LeBorur. I do not recall having said that. I though I said 
positively that I didn’t think costs were appropriate to the control of 
producers’ rates. 

Mr. Bennett. Well, do you think costs should be given some con- 
sideration, irrespective of what was said 2 years ago? 

Mr. LeBorur. We would rather have the bill as it stands. We 
think it is more protective to the consumer. We have had—there is no 
great change in our position, but we have had 2 years of experience 
of trying, at tremendous effort and cost, to live under this regulation 
and not being satisfied with the results, and so that, since that has 
been, at least since the City of Detroit case, an element that must 
be considered, we feel probably a little stronger today than we did 2 
years ago. Ido. 

Mr. Bennerr. Do you agree with me that these factors that the 
Commission must consider in reaching market price, that they may 
give as much or as little consideration to any particular one as they 
see fit ? 

Mr. LeBorvr. I hope that is true. 

Mr. Bennett. There is no requirement that the Commission hang its 
hat, so to speak, on any one of these factors in reaching a reasonable 
market price; is that true ? 

Mr. LeBorvr. I think that is correct. 
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Mr. Bennerr. They could consider and disregard any one of them, 
could they not ? 

Mr. LeBorvur. The ones that are named, yes. I think that is true. 

Mr. Bennerr. So that if you name costs as one, you would be 
giving the Commission a direction to consider it as a factor, but not 
requiring the Commission to base its decision upon the cost factor; 
would that not be true / 

Mr. LeBorur. The difficulty is, when you add costs as an ele- 
ment, ren permissive or mandatory, it is going to be used, in some 
or all cases. I do not know any test that the Commission could apply 
to say it will be used in the Phillips case but it won’t be used in 
Panhandle’s case; and secondly, when you get into it, it is the inter- 
minable time. In the Phillips case the staff took over 2 years to get 
their figures together, and they were 50 to 60 percent off from the 
company figures, and it is going to be months. 


That is an expensive, unsatisfactory type of regulation in this 
field. 


Mr. Bennett. Thank you. M 
tioning. 

Mr. Hxsevron. Before leaving that point which Mr. Bennett has 
raised, I realize it isan answer. Whether it is an adequate answer or 
not, of course, will be decided, I suppose, by those who have the respon- 
sibility of weighing the testimony. 

Mr. LeBorvur. Right. 

Mr. Heseiron. I was interested, when I first saw the article you 
contributed to the June 6 issue of the Georgetown Law Journal, in 
certain points which I had marked, and I come back again to this : 

You may make the same reply you made to Mr. Bennett, , but I would 
like to have your comment as a considered comment. You referred 
to the bill at that time as being adequate to protect the consumer and 
the public interest for a number of reasons. 

Mr. LeBorvr. That is right. 

Mr. Hesevron. Do you have a copy of that ? 

Mr. LeBorur. Yes. To what page are you referring / 

Mr. Hesetron. That is page 613. 

And the second of those you put in these words: 


(b) Such gentle, indirect control as was possibly 
“reasonable market price” 


r. Heselton wants to resume his ques- 


available was tied to a vague 
which, if interpreted as its proponents indicated, was 
illusory and flew in the face of all common-law and regulatory experience. 

I thought that was an excellent statement, and I cannot honestly 
reconcile the answer you gave to Mr. Bennett’s questions, with that sort 
of language. 

If you are just going to repeat yourself, I will not ask you to do so. 
If you have something | to add, I will be glad to hear it. 

Mr. LeBorvr. I will repeat myself, Mr. Heselton, and then add the 
other comments that I made in that article. 


Mr. Hesevron. That is, you feel that those words were only inci- 
dental to that full paragr aph? 

Mr. LeBorur. That is part of it, and you will notice that the open- 
ing statement in that article is a reference to the unsatisfactory condi- 
tion that exists, and that consructive legislation is the prime requisite. 

Mr. Hesevron. Yes, sir. And I also notice that the bill was sup- 
ported by honorable men and other Members of Congress. 
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Mr. LeBoevr. I agree. 

Mr. Heseuron. And opposed by other honorable men, including 
yourself. 

I started to ask you this morning about some of these 11 companies 
which you had listed as endorsing the principles of the basic position 
taken in your statement. Then I think I had called your attention 
to the fact that 9 companies which were listed in your statement 2 
years ago were not included in this statement. 

I realize that at least one of those companies is scheduled to testify 
here through its president in support of the bill. That may be true 
of some of the other companies. 

Mr. LeBoevr. It may be. 

Mr. Heseiron. But I was interested, and I would be interested, to 
have the record show just how you went about informing those com- 
panies that you have listed of the statement, when you informed them, 
and in what manner they replied. 

Mr. LeBorvr. Well, I can tell you this: that we made no effort what- 
soever to ask or persuade any company to join in our position. 

Actually, I think it was a Friday, and time was short because | 
was mindful of your rule about filing a statement in advance, Mr. 
Thomas, an officer of Consolidated Edison, sent out an earlier draft of 
my filed statement to the companies with which we had been informally 
cooperating to a degree in the past. 

Mr. Hesevron. When was that? 

Mr. LeBorvr. That must have been, probably, the Thursday or Fri- 
day before—about 10 days before these hearings opened. 

Mr. Hesevton. Ten days before the hearings opened ? 

Mr. LeBorvr. I would say so. 

Mr. Heserron. And the hearings opened on what day, the 6th? 

Mr. LeBorvr. The 6th. I would guess that that was mailed out on 
Friday or Saturday, the last Friday or Saturday in April. 

Mr. Heseiton. In April? 

Mr. LeBorur. Yes, sir. April 29. 

Mr. Hesevron. April 29. And the bill was filed on April 10. 

I guess there may be some confusion. I am reminded by my col- . 
league the statement, as I understood it, was sent out the 29th of | 





April ; 
Mr. LeBorvr. That is right. 
Mr. Heseiron (continuing). To this group of people. 


Mr. LeBorvr. That is right. 

Mr. Hese_ron. Were they sent to more than the 11 who are listed 
in accordance—— 

Mr. LeBorvr. I believe so. I believe it was sent to various com- 
panies that we had been formally and informally discussing this gas 
problem with. I sent it to 2 or 3 friends of mine that I never had 
any contact with their companies, but thought they might have some 
comments. 

Mr. Hesevttron. What I want to get at is the list of people—I assume 
the list of companies included the companies who had supported your 
1955 statement ? 

Mr. LeBoevr. I think that is absolutely right. 

Mr. Heseiron. And you received these replies by telephone or mail 
or in some fashion, saying they wished to endorse in principle? 
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Mr. LeBoevr. That is right. 

Mr. Heseiton. Some of them so reported to you, is that right? 

Mr. LeBorevr. None of them reported to me that they wished to be 
included. They reported to Mr. Thomas, and he wrote me a letter 
giving me their names. 

Mr. Hesetron. Who is Mr. Thomas, please ? 

Mr. LeBorur. Mr. Thomas is an officer of Consolidated Edison. 

Mr. Heserron. Located in New York? 

Mr. LeBorevur. In New York, yes. 

Mr. Hesetron. Do you know whether they reported by letter or 
telephone ¢ 

Mr. LeBorvur. I imagine by telephone. 

Mr. Heserron. Did Mr. Thomas tell you specifically about any 
response any single company made? 

[ am now confining myself to the group who endorsed in principle 
your statement. 

Mr. LeBorvr. Well, I don’t remember any at the time. I mean, he 
would say, “Well, some of them, such a one, does not wish to join.” 
He may have said that. 

I was more anxious, since time was short to get this filed in accord- 
ance with your rules, to get the names of those that wanted to join. 
That was my chief interest. It wasn’t any sales effort, I want to 
make plain. 

Mr. Heserron. Was any record kept of their responses / 

Mr. LeBorvur. I don’t believe so 

Mr. Hesston. Do you specifically remember what the response 
of the Connecticut Power Co. was? 

Mr. LeBorvr. No, sir, I haven’t the slightest idea. 

Mr. Heseitron. Do you have any idea what the response of the 
Connecticut Gas Co. was? 

Mr. LeBorur. I have no knowledge of any of them, except Mr. 
Thomas told me that a senior officer of each of those companies wished 
to have their names included as endorsing the bill. 

What the conversation was, I have no idea. 

Mr. Hesevron. I will ask you, just so the record may be clear for 
all of them, of only about two other specific companies. 

The New Bedford Gas & Edison Light Co., that is a new company, 
as I understand it, which was not on before. 

Mr. LeBorur. I do not know what was said. 

Mr. Hesevron. Finally, the Worcester Gas Co. 

Mr. LeBorevur. That is right; the same answer. 

Mr. Heseiron. With reference to these other companies except the 
Brooklyn Union Gas Co.—and you may not have this before you— 

can you state whether any of them declined specifically to join in this 
statement ? 

Mr. LeBorur. The only two that I had any direct conversation 
with were Brooklyn Union Gas 

Mr. Hesetron. They are in accord with you! 

Mr. LeBorvr. Yes, sir; that is right. They are putting in their 
own statement. 

Mr. Hesettron. Yes, I know. 

Mr. LeBorvur. And the only other one was with an officer of Nia- 
gara Mohawk Power Corp. 

Mr. Hesevron. With what? 
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Mr. LeBorvur. Niagara Mohawk Power Corp. 
Mr. Hesevron. What did they say? 
Mr. LeBorvur. What? 





re 
Mr. Hesevron. What did they say ? ct 
Mr. LeBoervr. I am sorry, but I am of counsel to that company, p 
and I think—they told me that they would not join, but that their rea- 
soning, I think, is—— t] 
Mr. Hesevron. Secon te 
Mr. LeBorvr. Privileged, : 
Mr. Heserton. Well, it may ry Mr. LeBoeuf, and I certainly will ” 
defer to your judgment in that, ‘because you certainly are an able, m 
conscientious lawyer. 
On the other hand, it seemed to me you have stated rather strenu- " 
ously in your oral summary—and I am saying this for the record, 
Mr. LeBoeuf, so there will not be any effort to mislead you—stated B 
in your oral summary, as I recall—_-or emphasized, let me put it that ) 
way—that your interest is a primary interest of Consolidated Edison, I 
and as you have presented to us it was in the consumer interest, and t 
was in their obtaining an adequate supply of gas at reasonable rates. t 
Mr. LeBorvr. Right. 
’ Mr. Hesetron. If the Niagara Mohawk Power Co. does not agree , 
with you on that phase of it 
Mr. LeBoevr. I didn’t say they did. ‘ 
Mr. Hesevron. I know you did not. | 
If the Niagara Power Co. declined to join with you in that state- 
ment, in the formal statement, on the ground they did not believe it | 
was in the best interests of the consuming public, either in terms of : 


providing adequate supplies or insuring reasonable prices, or any 
other public interest phase of it, I would ‘think that it was proper for 
this committee, or any other committee that has a responsibility of 
writing legislation in this field, to inquire as to that. 

It may be that you prefer to leave it as it is, and it may be that I 
shall request the chairman to request or summon the Niagara Mohawk 
Power Co. people in here. If you choose to do that, that is your 
privilege. 

Mr. LeBorvr. Well, I do not think that it is proper for me, as a 
lawyer, in discussing why a client did not join. 

Mr. Hesevroy. All right, sir. 

Mr. LeBorvr. To give the client’s reasons. They were perfectly 
good reasons. 

Mr. Heserron. All right, sir. 

I now request the Niagara Mohawk Power Co. officials be requested 
to come here and testify on this bill. 

Mr. O’Hara. What can we do about it? 

Mr. Hesevtron. We can put it to a vote. 

Niagara Mohawk—you are counsel for them. Where are they 
located ? 

Mr. LeBorur. Syracuse, N. Y. 

Mr. Fiynt (presiding). Mr. Heselton, in the temporary absence of 
the chairman of the committee, I am going to rule that this is a 
matter for executive session within the committee, under the theory 
that the committee, rather than the chairman alone, has authority 
to issue a subpena. 
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Mr. Hesevron. I did not ask for a subpena. I asked that they be 
requested, and I assume that the chairman or i acting chairman 
could request any official who had any interest whatsoever in any 
pending legislation to come and testify, if they wished. 

Mr. Frynt. I concur with that, and I also think my member of 
the committee could issue a request. I understood you awhile ago 
to use the word “summons” rather than potas” 

Mr. Hesetron. It is far more impressive from the chairman or act- 
ing chairman than would be a request from one of the individual 
members of the committee. 

However, I am not going to prolong it. I am going to renew it in 
executive session. 

In order to shorten this up, I am just going to run through these 
names, and I am going to ask one question with reference to them, if 
you know, and that will be whether or not these companies which I 
have tried to indicate were on your list in 1955 and not on your list 
this year, indicated they would not support this bill for any one of 
the reasons I suggested. 

Mr. LeBorvr. I had no conversations, with respect to supporting 
my statement, with any of the other companies. 

Mr. Heserton. No, but whether they in any form indicated to you, 
directly or indirectly, that they would not join in the statement be- 

‘ause they could not support the bill as a matter of public interest, 
as a matter of increasing the incentive to add supplies or conserve 
supplies, to produce reasonable costs, or for any other legitimate 
reason. 

Mr. LeBorur. Mr. Heselton, before you start, may I ask you this 
question ? 

Mr. Hesetron. Yes. 

Mr. LeBorvr. And the chairman, too: Do you consider it proper 
for me to speculate as to the reasons why other companies did or did 
not gointothis? They can come here and speak for themselves, and T 
hesitate—— 

Mr. Heserron. No, sir. I want to make it very clear 

Mr. LeBorur. You said “directly or indirectly.” 

Mr. Hesetron. Just a minute, Mr. LeBoeuf. 

We will have the reporter read the question back to you if you 
have any doubt about it. I am very certain that I did not ask you 
to speculate. I asked you whether you had received any informa- 
tion-—— 

Mr. LeBorvur. Directly or indirectly. 

Mr. Hesevron (continuing). Directly or indirectly—— 

Mr. LeBorvr. There has been 

Mr. Hesevron (continuing). Of these companies, or any one of 
them, that they had declined to be associated with you or to endorse 
in principle, as you have stated in your formal statement, the basic 
position taken in this statement. 

And I want to read to you the list of the companies which were 
included in your list of 1955 in opposition to the Harris-Fulbright 
bill, and who are not included in this statement you presented today. 

Is it clear I am not asking you to speculate? Tam asking for facts. 
Is that right? 
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Mr. LeBorur. I had no conversation with any of those other com- 
panies. 

Mr. Hesston. That is not responsive. 

Mr. LeBorur. And your question says “directly or indirectly,” and 
what troubles me is, surely, I have heard gossip and hearsay about 
the attitude of all kinds of companies. 

Mr. Hese.ton Al] right, let me separate it. 

Have any one of these companies directly informed you to that 
effect ? 

Is that a fair question ? 

Mr. LeBorur. That is a fair question. 

Mr. Heseiton. So you understand what I am talking about. 

Mr. LeBorur. The answer is that none of them, since my state- 
ment was prepared and sent around, have informed me of their 
position. 

Mr. Heseiton. None of these companies? 

Mr. LeBorur. None of these companies. 

Mr. Hesston. Did any of these companies decline to join with 
you in the statement ? 

Mr. LeBoevr. I assume they all did. 

Mr. Heseuron. You assume they all did? 

Mr. LeBogvur. Well, it was submitted to them, and they were given 
the opportunity of joining or not, if they wished to. And those that 
said they wished to join are listed. The others, I presume, declined. 

But the reasons for declining is something that I don’t think is 
good taste for me to speculate about. | 

Mr. Heseiton. Well, you and I may differ about this matter of 
good taste. | 

I think there is a good deal of public interest involved in this. 
I think you made that extremely clear in 1955. I think you have 
made it clear again now, although your position, in my judgment, 
has changed somewhat as to the merits of the proposal. 

Now, it rises far above the question of good taste or social cus- | 
toms, or what have you, of that nature, in my judgment. It is the 
determination of the strength of your statement and your assertion 
that you do represent so substantial a number of people as members ) 
of the consuming public. 

In 1955, you attached in the appendix to your statement a tabula- 
tion entitled “Pertinent statistics of companies generally supporting : 
position of Consolidated Edison Co.” 

I will not go over that. I am sure you are as fully familiar with 
it as Iam. 

One of them was “number of consumers or meters.” That was 
4,465,000. Another was “population served.” That was 18,199,000. 

The third column was “1953 annual sales (thousand cubic feet).” 
That was 211 million or trillion, I assume it would be, cubic feet. 

“Gas plant investment,” $918,834,000. 

As an extremely able lawyer, those tabulations were presented to 
both the House committee and the Senate committee, not as an idle 
gesture, but as a serious effort to prevail upon us to accept your ' 
assertion that you are presenting an objective statement to the best 
of your ability in the highest interests of the people whom you have 
said have very little to do with the question of—in the 1955 testi- 
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mony—with the question of how they would have to pay for a com- 
modity, or natural gas; someone objected to the word “commodity.” 

I think it rises above that, and I think you are under a certain obli- 
gation to state frankly to this committee if any one of these people 
who took the position with you which you emphasized to us in 1955, 
now differ with you, to your knowledge, in terms of their judgment 
of the merits of this particular proposal. 

Mr. LeBorur. My difficulty, Mr. Heselton, is that I talked with 
officers of only two companies that were in the prior list and are not 
in the present one, and I could only speculate as to the reasons why 
the others did not join. 

Now, I can state, maybe, this: The other companies, for reasons 
deemed adequate to themselves, did not afford themselves of the 
opportunity of joining in my statement. 

Some of them, one of them I happened to notice, Lynchburg Gas, I 
saw is listed as an opponent to the bill. Well, that speaks for 
itself. 

Mr. Heserron. It does. 

Mr. LeBorur. So that there you could have a fact that you can 
goon. 

But whether the reasons for the others—I would put it this way: 
that some of them probably did not like the bill. 

Mr. Heseiron. Now you are speculating. 

Mr. LeBorvr. That is right. 

Mr. Hesevron. And you insisted you did not want to do that. 

Mr. LeBorur. That is right. 

Mr. Heseiton. And I told you that I thought you were right. Let’s 
not speculate. All we want are facts. 

Mr. LeBorvur. I am trying to— 

Mr. Hesevron. I must add this, Mr. LeBeouf, that dealing with a 
company as responsible and as important in our economy as Consoli- 
dated Gas Co. is, it is pretty difficult for me to feel that these other 
companies, having joined with you in 1955 in a matter that was of 
such intense interest in the industry, among the producers, among the 
pipeline people, among the distributing companies, if they did not 
want to do it, would not have taken the trouble to indicate to an asso- 
ciate of yours, for transmittal to you, or to you directly, if they felt 
that they could not conscientiously go along with your prepared state- 
ment which you had the courtesy to circulate to them. 

If you have any further comment for the record, I would be more 
than glad to let you make it. 

Mr. LeBorur. I would rather not comment, sir, because I would 
be speculating. 

Mr. Hesettron. Now, in connection with your consideration of the 
development of these bills, did you have any occasion at all, your- 
self, to discuss them with any officer of the Transcontinental 

Mr. LeBorur. Now you are talking about the development of 
t he—— 

Mr. Hesevton. The bills you are testifying on now. 

Mr. LeBorvur. Yes. 

Mr. Hese_ton. And for the encouragement of which you registered. 

Mr. LeBorvr. A member of the lawyers’ drafting committee that 
worked on this subject, was the general counsel of ‘Transcontinental. 
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Mr. Heseitron. That is Mr. Dougherty ? 

Mr. LeBoevr. No, that is Mr. Jim Henderson. 

Mr. Hesetron. I see. 

Where is he located, do you know ? 

Mr. LeBorvr. Houston, Tex. 

Mr. Hesetton. I am going to ask you a preliminary question. 

Commonwealth Edison has contracts with Transe ‘ontinental, has it 
not——- 

Mr. LeBorvr. Commonwealth ? 

Mr. Heseitron. Consolidated, I am sorry. Consolidated Edison 
has existing contracts with Transcontinental to supply it, Consoli- 
dated Edison, with 143 million cubic feet of gas daily ? 

Mr. LeBorvr. I think that is correct. 

Mr. Hesetron. Will you state to us the circumstances of your con- 
versation or conversations, with Mr. James Henderson ? 

Mr. LeBorvr. Well, the circumstances are that the pipeline in- 
terests suggested and selected two individuals to represent their in- 
terests. I had no knowledge or part in it, and the committee was 
appointed initially of six lawyers as draftsmen. 

We were not negotiators. 

Mr. Heserton. When was that ? 

Mr. LeBorvr. The first I was asked to be a member was Octo- 
ber 31, 1956. 

Mr. Hesston. Did you keep minutes about that ? 

Mr. LeBorvr. I tried to, but they fell down in bulk. 

Mr. Heseiron. Well, you refreshed your recollection—— 

Mr. LeBoevur. I refreshed my recollection as to the date; yes, sir. 

But I mean, we got our drafts and changed this, and I tried at the 
start to keep a historical development. of who suggested what, and it 
got bogged down. 

Mr. Hesevtron. Perhaps we can develop it better if you state who 
the other five were and whom they represented. 

Mr. LeBorvr. The members of the drafting committee were Mr. 
Henderson, and Mr. Bolland—— 

Mr. Hesevron. Spell that, will you? 

Mr. LeBoevr. Pardon? 

Mr. Heseiton. Would you spell that? 

Mr. LeBorvr. B-o-l-l-a-n-d. Christopher, a lawyer in Washing- 
ton, who represents pipelines. 

Mr. Hesevron. What pipelines does he represent ? 

Mr. LeBorvr. Texas Gas Transmission. 

Mr. Hesetron. Is that in any way connected with Tennessee Gas? 

Mr. LeBorvr. I don’t know. 

Mr. Hesevron. Does he have any association whatsoever with Ten- 
nessee Gas ¢ 

Mr. LeBorvr. I don’t know. 

Mr. Hrserron. Does he have any association with Algonquin / 

Mr. LeBoevr. I don’t know. 

Mr .Hesevron. Now, will you go ahead with your list, please? 

Mr. LeBorvr. For the producers, Herman—— 

Mr. Heserron. Maybe I was mistaken. Did you say 5 or 6 people 
who represented pipelines ? 
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Mr. LeBorur. Oh, no. There were 6 initially, 2 from each seg- 
ment of the industry. 

Mr. Heseuron. I see. 

Then the 2—and I would like to confine ourselves at the moment 
to pipelines—were those 2 gentlemen ; is that correct? 

Mr. LeBorvr. That is correct. 

Mr. Dincett. What pipeline did this other gentleman represent ? 

Mr. LeBorur. Transcontinental. 

Mr. Dinceix. One represented Transcontinental, and who did the 
other represent ? 

Mr. LeBorvr. Texas Gas. 

Mr. Heseitron. Now, may I ask you this: Do you know, and per- 
haps—why doesn’t your assoicate sit up there alongside you, because 
these are matters of working knowledge 

Mr. LeBorur. I have great difficulty in keeping the pipelines 
straight. 

Mr. Hesevron. Let’s have his name for the record. 

Mr. LeBorur. Mr. Atherton Thomas. 

Mr. Hesevron. He is in your firm ? 

Mr. LeBorvur. No. He is an officer of Consolidated Edison. 

Mr. Heseiron. What is the office? 

Mr. LeBorvur. Assistant to the vice president. 

Mr. Heserron. All right. 

Now, did any of these two pipeline representativ es have any associ- 
ation whatever, so far as you and Mr. Thomas know, with the Tenne- 
see Gas Transmission Co., I think it is called ? 

Mr. LeBorvr. Not that I know. None that we know. 

Mr. Hesevron. The Tennessee Gas Transmission Co. is a supplier 
to Consolidated Edison, is it not ? 

Mr. LeBorur. Yes. We buy—— 

Mr. Hesevtron. That is in the amount of an existing contract for 
25 million cubic feet a day ? 

Mr. LeBoreur. Yes. It is small in comparison with Transconti- 
nental. 

Mr. Hesevron. Did either of these two gentlemen have any con- 
nection whatever with the Algonquin Co. ? 

Mr. LeBorur. Not that I know of. 

Mr. Heserron. The Algonquin Co. has a contract with Consoli- 
dated Edison to supply 10 million cubic feet a day; is that right? 

Mr. LeBoevr. That is right. That is, however, only an emergency 
connection. It is not a regular supply. 

Mr. Hesevron. Well now, you have familiarized yourself I am 
confident, with the list of witnesses here, have you not ? 

Mr. LeBoeur. Yes, sir. 

Mr. Heseiron. You have seen some of the statements? 

Mr. LeBoeur. I have seen those that 

Mr. Heseitron. That have been filed ¢ 

Mr. LeBorur. I have seen some. I was not able to get most of the 
first ones. 

Mr. Heseiron. You are familiar, in general, with the position of the 
distributing companies in the Greater New York area’ I am not 
confining myself to New York City. 
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Mr. LeBorvr. Well, I am familiar with the position of Brooklyn 
Union Gas Co. I have not had any direct recent talks with any of 
the other gas companies on this subject. 

Mr. Hesevron. Brooklyn Union Gas Co. was associated with you 
in the 1955 statement, was it not ? 

Mr. LeBorvr. That is right. 

Mr. Hesevton. Have you any knowledge whether Transcontinental 
provides Brooklyn Union Gas Co. any gas under contract ¢ 

Mr. LeBorur. Yes; it does. It takes it under the joint facilities 
agreement we have in New York. 

Mr. Heseiton. Do you know whether that would run in the neigh- 
borhood of 85.5 million cubic feet a day ? 

Mr. LeBorevr. I do not know. 

Mr. Hesevron. Do you have any knowledge of whether the Trans- 
continental supplies the Long Island Light # 

Mr. LeBorur. That is part of the joint facilities service; yes. 

Mr. Hesetron. Again joint service. 

Mr. LeBoevr. That is right. 

Mr. Hesexton. Do you know whether that runs in excess of 36 
million cubic feet a day ? 

Mr. LeBorvur. It would seem reasonable. 

Mr. Hesextton. Do you have any knowledge whether the Trans- 
continental provided the Public Service Electric & Gas under contract / 

Mr. LeBorvr. I do. 

Mr. Hesevron. Do you know whether that runs approximately 100 
million cubic feet a day / 

Mr. LeBorvr. I think that sounds reasonable. I do not know. 

Mr. Hesertron. You may not know this one. 

Mr. LeBorvr. I don’t carry these figures in my head. 

Mr. Hesexron. I realize that. 

South Jersey Gas, do you have any knowledge of either whether 
Transcontinental supplies them, or how much they supply them if 
they do? 

Mr. LeBorvr. Yes, it does supply them. 

Mr. Heseiron. Would something in excess of 30 million cubic feet 
a day be reasonable? 

Mr. LeBorvr. It sounds 
Mr. Hesexiron. All of those were on your statement with you in 
1955. 

Mr. LeBorvr. Yes. 

Mr. Hesevron. And all of those have taken the position you have 
taken now with reference to the pending bills; is that right? 

Mr. LeBorvur. Well, those companies—— : 

The Cuatrman. He developed that line this morning in his own 
statement, the companies he was speaking for today, in his state- 
ment. 

Mr. Hesexron. Unless the chairman rules me out of order—of 
course, I will be glad to accept his ruling—I would like to be able 
to conduct my examination in my own way. 

Mr. LeBorvur. I don’t quite understand your question. May I 
have it again? 

Mr. Heserron. All of those you said, I think, before I asked the 
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question that was pending, were associated with you in your state- 
ment in 1955. You said, I think, “yes.” 

Mr. LeBorvr. I think that is correct. 

Mr. Heseiron. Now, I asked you whether all of those, and I re- 
ferred to them—Brooklyn Union, Long Island Lighting, Public 
Service Electric & Gas, and South Jersey Gas or Southern Jersey 
(as—are associated with you in your present statement / 

Mr. LeBorur. They are not. 

Mr. Hesetton. Which one is not? 

Mr. LeBoevr. I think all that you have just read. 

Mr. Heserron. Are they opposed to this bill, to your knowledge? 

Mr. LeBorvr. I think so far as Brooklyn Union, I don’t hesitate to 
answer, because their president is here as a proponent of the bill. 

But so far as the others, I don’t feel that I should speculate on 
their position. 

Mr. Hesevtron. Well now, will you——- 

Mr. LeBorvr. Although, as far as Public Service of New Jersey, 
I do know that their president, Mr. Don Luce, has filed a statement 
in support of the bill. 

The others, I don’t know. 

Mr. Hesevron. You have the bill before you, have you not? 

Mr. LeBorvr. Yes, sir. 

Mr. Hesetron. A copy of one of the bills? 

Mr. LeBorvur. Yes, sir. 

Mr. Hesetron. Will you turn to section 5, beginning at page 19 
and continuing at page 20. 

Mr. Bennett has discussed this whole problem with you at some 
length, and I want to cut it right down to a few specific questions. 

As I understand it, there are three kinds of contract prices that 
are declared valid; am I right on that? 

Mr. LeBorvr. There are three contracts that are declared valid 
unless they fall within the exceptions of Nos. (1), (2), (3), and (4) 
following. 

Mr. Heserron. That was the second part of my question. 

Then there are four types which are excepted. 

Mr. LeBoevr. That is right. 

Mr. Hesetron. Now, of these four, in the first and second, the date 
June 7, 1954, which was the date of the Phillips decision of the Su- 
preme Court, as you know—I think that is a simple matter of fact. 

Mr. LeBoevr. That is right. 

Mr. Heseiton. But I would like you to answer here—and in No. 
(3), this date of May 22, 1953, was used, and that was the date of the 
circuit court decision; is that right? 

Mr. LeBoevr. That is right. 

Mr. Hesevton. Now, Transcontinental had a contract with Union 
Oil Co. for gas in Louisiana, or I should rephrase that. 

Did, to your knowledge, Transcontinental have a contract with 
Union Oil Co. for gas in Louisiana under which, — to the opera- 
tion of the favored-nation clause, the cost of gas on July 1, 1951, or 
from July 1, 1952, to November 1954, was scheduled to go up from 
814 cents to 9.8 cents? 

Mr. LeBorvr. I can’t answer that, It sounds right, but I can’t 
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answer as to the specific amount it was to go up. I thought it was 
more than that. But maybe it was a later escalation. 

Mr. Hesettron. Let’s assume it was from 8.5 to 9.8 cents, and that 
would be a fair assumption, in your recollection; am I right? 

Mr. LeBoevur. I thought it was more. We have been fighting 
Transcontinental with respect to that contract when it was rene- 
gotiated. 

That probably was an intermediate step. 

Mr. Heseuron. Now, and particularly with reference to the use of 
this date of May 22, 1953, in 1953, Transcontinental and Union signed 
a new contract; did they not? 

Mr. LeBorvur. What was the date? 

Mr. Heseuton. I said in the year 1953. 

Mr. LeBorvr. Yes. 

Mr. Hesston. Yes. 

Mr. LeBoevr. I believe they did. 

Mr. Hesetron. That contract covered the same field, did it not? 

Mr. LeBoevr. I think it added additional gas reserves. 

Mr. Hesevron. Well, If I can get the answer to my specific ques- 
tion, we will get along a lot faster. 

It covered the same field ; did it not? 

Mr. LeBoevr. I think so, but I couldn’t swear to it. 

Mr. Hesevton. Although 433,000 cubic feet of additional reserves 
were dedicated ; is that not true? 

Mr. LeBorur. That sounds right. 

Mr. Hesevton. Now, under that this favored-nation clause was cut 
out, and a fixed-escalation clause was inserted ; was it not ? 

Mr. LeBorvr. That is right. 

Mr. Heserton. That is, under the new contract. 

Mr. LeBoervr. Yes. 

Mr. Hesetron. And that provided that starting on November 1, 
1954, and effective February 1, 1955, the price would be 16 cents; is 
that not right? 

Mr. LeBoevr. [I still think it was a little higher than that. 

Mr. Hesetron. You think it was higher? 

Mr. LeBoevr. Yes. It is approximately right. 

Mr. Hese.ton. Approximately right. 

Does not that new contract provide that for each 5-year period 
subsequent to November 1, 1959, the price would go up by 1 cent for 
each of those 5-year periods until it reached a total of 19 cents? 

Mr. LeBorur. That I understand to be correct. 

Mr. Hesexron. Is or is not this particular contract the reason for 
subsection (3) ? 

Mr. LeBorvr. Well, I would say that this particular contract 
would fall into subsection (3). 

Mr. Hesevron. Well, was this subsection to meet that particular 
situation ? 

Mr. LeBorvur. Well, I can’t really say. 

Mr. Hesevton. Was it not discussed ? 

Mr. LeBoevr. I am sure it was. 

Mr. Hesetton. And was it not 


_Mr. LeBorur. I mean, our effort—what is difficult, I like to be pre- 
cise with you, sir. 
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Mr. Hesevron. Certainly. 

Mr. LeBorvur. What is difficult, as far as the discussions were con- 
cerned, we were trying to preserve for Commission decision the most 
important pending cases. 

Mr. Hesetron. And that was one of the most important pending 
cases; was it not? 

Mr. LeBorur. We thought so. We were fighting Transcontinen- 
tal on it. 

Mr. Heseiron. And, as a matter of fact, if this bill became law 
with that section in it, 1t would provide that the Federal Power Com- 
mission would go back to establish a reasonable market price for this 
gas, rather than validate the 9.8, if that is the correct figure, to 16 
cents; is that correct ? 

Mr. LeBorvur. I think that is right. 

Mr. Heseiron. Is anyone else affected by the use of the date May 
22, 1953, rather than June 7, 1954, as far as you know ? 

Mr. LeBorur. I imagine there are a good many that are affected. 

Mr. Hesevton. Were any other specific cases discussed ? 

Mr. LeBorvr. I can’t remember. 

There were specific cases discussed. We were draftsmen, and we 
were troubled by the legal question of a proper congressional classi- 
fication. 

And finally, the dates that were selected were selected from a rea- 
son of classific: ation, and some cases might fall within, and might 
fall without, that classification. 

Mr. Heserron. I interrupted you when you named two of the indi- 
viduals who took part as members of this, what I think you described 
as a committee 

Mr. LeBogeur. Drafting committee. 

Mr. Hesevron (continuing). Drafting committee. 

Mr. LeBoevur. As distinguished from negotiating. 

Mr. Heseiron. Who requested that that drafting committee be 
formed ? 

Mr. LeBoevr. I don’t know. 

I was asked by Mr. Harland Forbes, I understood at the request of 
Mr. John Heyke, to be a member of it. I had nothing 

Mr. Hesevron. Who is Harland Forbes?) Have you already iden- 
tified him for the record ¢ 

Mr. LeBorvur. He is president of Consolidated Edison. 

I had nothing to do with the selection, and I know nothing of who 
and why the particular individuals were selected. 

Mr. Hxsevton. Let me get this record straight. 

Who were the other four members, and whom did they represent ? 

Mr. LeBorur. From the producers, there was Herman Pressler and 
Wilbur Heard. 

Mr. Heseiton. Who did they represent ? 

Mr. LeBoervr. I think Mr. Pressler is connected in the legal end of 
Humble Oil. 

Mr. Hesevton. Humble Oil? 

Mr. LeBoervr. I think so. 

And I think Mr. Wilbur Heard is connected in the legal end of 
Stanolind. 
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Mr. Hesetton. Now, both of those are substantial gas producers; 
are they not? 

Mr. LeBorvr. I believe so. 

Mr. Hesevron. In fact, they are among the biggest in the country— 
in the world—are they not? 

Mr. LeBogvr. I would say they are large. I do not know whether 
they are—how they rate with Phillips. Phillips is large, too. 

Mr. Hesevron. You recall that in the record, anyway, I think you 
probably were not present, that in the 1955 hearings I asked Chair- 
man Kuykendall if he could furnish a tabulation showing the natural 
gas reserves of the large producers, and that a study was made of 
registration statements filed with the SEC, annual reports to stock- 
holders, Moody’s Manual, Standard & Poor’s, and so forth, and then 
a list of these companies holding natural gas reserves, in trillions of 
cubic feet, was furnished, and I placed it in the record. 

I think it was placed in the Senate record. 

Do you recall that ? 

Mr. LeBorvur. Yes, I recall it generally. 

I don’t know. I have seen those lists. 

Mr. Hesettron. Have you seen the new revised statement which the 
Federal Power Commission has supplied at my request ? 

Mr. LeBoevr. No, sir; I have not. 

Mr. Hesetton. The statement says, and this refers to 32 companies, 
these 32 companies contro] 122.5 trillion cubic feet of gas reserves as 
of recent date. 

This is 51.5 percent of the total estimated reserves of 237.7 trillion 
cubic feet in the United States at the end of 1956, as reported by the 
American Gas Association. 

Now, the Humble Oil & Refining Co. is listed as of December 31, 
1954—these were the last available dates they had—as holding 16 
trillion cubic feet of gas reserves. So that is a substantial amount. 

Mr. LeBorvur. No question. They are big companies; yes, sir. 

Mr. Hesetton. Stanolind Oil & Gas is included, as of December 31, 
1953, as holding 9.9 trillion cubic feet, and with a notation which 
reads: 


1. No data available subsequent to that recorded in 1955. 


So that is again among the top 6 or 7, in terms of the natural gas 
reserve holdings. Is that right? 

Mr. LeBorur. You have got the list. I do not carry them in my 
head. Whatever you say of the list, I agree with you. 

Mr. Hesrxiton. I am sure you agree I am reading what is here. 
1 did not oes ma the list. 

Mr. LeBorvr. And I have not seen it. They are big companies. 

Mr. Heseiron. You go ahead with the other two and say who they 
were, and whom they represented. 

Mr. LeBorvr. We have got four. For the consumer interests, Mr. 
William A. Dougherty and myself. 

Mr. Hesevron. Mr. William A. Dougherty is connected with the 
Interstate; is he not? 

Mr. LeBorvur. I think he is counsel. He is chairman of the board 
and general counsel of Consolidated Natural Gas, and he is also a 
practicing lawyer, a member of the firm of Dougherty & White. 
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Mr. Hesevron. As a matter of fact, he is connected with a great 
many of our oil companies; is he not? 

Mr. LeBorur. Well, they are fortunate, because he is a very able 
citizen. 

Mr. Hesevron. No doubt about that. 

Is he not connected with the Mississippi—what is it—Fuel & Gas 
Co. ? 

Mr. LeBorvr. I can’t tell you whether he has represented them 
or not. 

Mr. Hesevton. He is listed as a witness. We can take care of that. 

Now, in.-this committee’s discussion of the provisions of these bills— 
I say “these bills”; they are identical bills—will you indicate or will 
you state whether or not you think you have indicated what provi- 
sions protect the consumers ? 

Mr. LeBorur. I would be glad to do that. It will take some time. 

Mr. Hesgevron. Will you indicate what two provisions in this bill 
here, which were not in the bills of 1955, constitute a protection to the 
consumers ? 

Mr. LeBorvur. Yes, sir. That I can do more briefly. 

The new bill eliminates four of the most objectionable types of 
escalation clauses from new contracts (H. R. 6790: p. 5, line 20—p. 6, 
line 22; sec. 13A (a) (1)-—(4)) and places a ceiling over the operation 
of such clauses in existing contracts (H. R. 6790: p. 10, line 9—>p. 14, 
line 16; sec. 13B. 

The new bill also permits us, for the first time, to have a hearing 
before the Federal Power Commission when a new contract is made 
in which somebody has thought up a different type of indefinite pric- 
ing clause, where we have a right. to be heard and object—that is, if 
we think so—as being contrary to the public interest (H. R. 6790: p. 
7, line 19—>p. 9, line 17; sec. 183A (d)-—(f)). 

Mr. Drinceti. With the gentleman’s permission, may I ask one 
question here? 

Mr. Hesevron. Will you finish this list, and then I will yield. 

Mr. LeBorur. It is a long answer, and I am trying to condense it. 

Mr. Hesevron. I think it is important for the record. 

Mr. LeBorur. There is also, as I say, a ceiling on the operation of 
all indefinite pricing clauses. Perhaps my second point of comparison 
is a conclusion from the first, and that is that we hope it will work to 
provide a better competitive atmosphere to be a supplement to Federal 
regulation. 

The point that I discussed with Mr. Macdonald would be the next 
one. That is, that the pricing clause standards and guideposts are 
more specific than in the prior bill (compare H. R. 6790: p. 14, line 
19—p. 16, line 5; sec. 13C with H. R. 6645: p. 3, lines 8-14; sec. 2). 

A very important feature, as far as we are concerned on the con- 
suming end, is the regulatory procedure that is set up. 

We today, when we hear of something, we have to petition the 
Commission to intervene. 

Usually we are allowed to intervene when it is one of our suppliers. 
But sometimes we have petitioned, our companies have petitioned, to 
intervene where it is not one of our suppliers, but will trigger the 
prices of our suppliers. 
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This bill is infinitely superior in giving a notice procedure so we 
can be informed and have a right to be heard (H. R. 6790: p. 6, line 
23—p. 7, line 18; sec, 13A (b)-(c); and p. 11, line 5—p. 12, line 7; 
sec, 13B (c)). 

The bill, in our opinion, provides greater controls over possible 
abandonment of service for jurisdictional reasons than the prior bill 
(compare H. R. 6790: p. 16, lines 8-15; sec. 13D with H. R. 6645: p. 5, 
lines 13-18: sec. 2). 

Mr. Hesevton. I am referring to consumers alone on this. 

Mr. LeBorvr. That is what I am referring to. You are asking me 
what points I thought this bill had which were different and better 
than in the prior bill from the consumers’ standpoint. 

Mr. Hesevton. Right. 

Mr. LeBorur. The review of indefinite pricing clauses, when they 
occur, and the application of a uniform standard (H. R. 6790: p. 10, 
line 9—p. 14, line 16; sec. 13B; p. 14, line 19—p. 16, line 5; sec. 13C). 

As a lawyer, I think that this bill from a legal standpoint, is vastly 
superior. 

I had two concerns about the prior bill. I thought some of the 
provisions might be unconstitutional and if a court should so deter- 
mine, that then the producers would be scot free, because they had no 
status under the act. 

This bill retains the status under the act, and under the severability 
clauses if there should be some provision held unconstitutional, there 
is still a means of control (compare H. R. 6780 in its entirety with 
H. R. 6645 in light of sec. 23 of Natural Gas Act (15 U.S.C. § 717 w)). 

The other legal phase, under the prior bill, we were deeply con- 
cerned that it was possible for the producing States to pass minimum 
price bills which would raise the cost of gas and would have to be 
recognized under the limited Federal control that that bill provided 
(compare H. R. 6790: p. 2, lines 8-24; sec. 2 (b) ). 

Now, those are specific comparisons. 

I have said this morning that in addition to those, I would add two 
consumer advantages. One, I believe that it is very difficult to get any 
substantial increase in the prices under existing low-cost contracts, 
so that the consumer is protected in that regard. 

~The other is that we are eliminated from the certificate proceedings, 
the legal effect of which has never been settled by the courts, and we 
have been concerned about it. 

Those are the points, sir, that I think are the most significant in the 
comparison from the consumers’ standpoint. 

Mr. Heserton. Will you indicate the same things with reference 
to the provisions of this bill which were not in the 1955 bill which, 
in your opinion, constitute a protection to the distributor ? 

Mr. LeBorvr. Well, in this instance, as I have said several times, 
I do not draw any distinction between the distributor and the 
consumer. 

Mr. Heserron. That is, you associate the consumer and the dis- 
tributor as being identical ? 

Mr. LeBoevr. I do in this instance; not in all. 

Mr. Hesettron. But in spite of that you resist the two amendments 
suggested by the administration ? 

Mr. LeBorvr. For the reasons I have stated a couple of times. 
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Mr. Heseiron. Do you think they are adverse to the interests of 
the consumers ? 

Mr. LeBorur. Oh, yes; that is the only reason I would state them. 

Mr. Hese_ron. You do not mean to suggest they were offered as 
being adverse ? 

Mr. LeBorvr. No. 

Mr. Hesevron. You just think the effect would be adverse ? 

Mr. LeBorvr. I said as to the second one about the stepup, that I 
thought it was not thought through by the person who was responsible 
for it. 

Mr. Heserron. Were those amendments, or the subject matter of 
those amendments, discussed by this drafting committee, or whatever 
the committee was that you referred to? 

Mr. LeBorvur. I do not recall it, Mr. Heselton, that they were. 
But 

Mr. Hesevron. Was not cost raised in the committee in any way ? 

Mr. LeBoervr. I do not know as it was raised in the drafting com- 
mittee. I am certain it was discussed. I think in our sweating 

Mr. Hesevron. I call your attention to the very unusual language 
in the bill itself and I am reading line 23, page 14, section 13-C: 


The Commission—— 


Mr. LeBorvr. What page is that ? 
Mr. Heserton. Page 14. 








The Commission shall recognize the fact that natural gas is a commodity and 
shall not consider costs or use the public utility rate base cost-of-service concept 
or formula. 

Does that refresh your recollection as to whether or not considera- 
tion of costs by the Federal Power Commission in fixing a reasonable 
market value were discussed in any way, shape, form or manner, dur- 
ing the sessions ? 

Mr. LeBorur. I am sur eit was discussed. We, as draftsmen, re- 
ceived our instructions from our principals, and we tried to carry out 
these instructions as draftsmen. 

Mr. Hesetron. Did your principals tell you to exclude costs from 
consideration ¢ 

Mr. LeBoeur. Yes, sir. 

Mr. Hesevron. Which principals? 

Mr. LeBorvr. I cannot recall. There were discussions. I did 
not attend any of the negotiating group meetings in the early days, 
and what actually happened was that a group of the distr ibuting com- 
panies that were involved, their officers, would get together and dis- 
cuss it and give us instructions, and we would try to draft something, 
and they would criticize it. 

Mr. Heseitron. Am I correct in understanding that these principals 
of these six gentlemen who are named, told the committee what they 
wanted accomplished, and that their task was to draft language to 
accomplish those objectives ? 

Mr. LeBorvr. That is correct; that the executive negotiating group 
worked on the substance and the principles, and we were merely the 
draftsmen. 

Mr. Hesetron. Are these two bills the result of drafts outlined by 
those principals substantially as suggested by them? I do not say 
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exactly. Are they what you referred back to your principals as 
satisfactory langua 


Mr. LeBoevr. With two significant differences. 


n 
Mr. Hesetton. What are they ? 
Mr. LeBorvr. One, the entire structure of the bills before the com- t 

mittee is very different from the drafting committee bills we had 

worked on. I think it is an improvement, too. 
The other is a preemption, what I call a preemption, of the Federal] \ 
jurisdiction clause which is, I think, a substantial improvement. | 
I refer to the bottom of page 2 or the whole of that (b) clause, but I 


particularly those last words. 

Mr. Hesevron. “And no State or local authority,” and so forth ? 

Mr. LeBorvr. That is right. 

Mr. Hesevron. I want to come to that in a moment. 

Mr. LeBoevr. That is a crucial thing to the consumer. 

Mr. Hesevton. I would like very much to address my thoughts—— 

Mr. LeBorvur. Then there were other changes. Those were the 
major changes of substance. 

The Cuatrman. I am obliged to advise the gentleman he has con- 
sumed 52 minutes. 

Mr. Hesetron. I have not the slightest doubt that I have. I do 
not think the 52 minutes have been consumed by my questions, but 
I think this is one of the most important witnesses we can have here. 
He obviously has had a great deal to do with the formulation of a pol- 
icy—I will not say “policy,” because I think that was formed by some- 
body else, but the development of language that we are asked to pass 
upon, and I think he should be permitted to give us the benefit of as 
full an explanation as we can get. 

Mr. Chairman, I am perfectly willing to spend from now until 
whatever time Mr. LeBoeuf can come back to go into that. I appre- 
ciate that he has a legal engagement. 

The Cuamman. Well, under the rules of the House, any member 
of a committee is recognized for 1 hour. After 1 hour, of course, it 
has got to be by unanimous consent. 

Mr. Heserron. All right. If anybody wants to cut me off that 
is his privilege. 

I am going to ask you two questions in view of the fact that I have 
been warned that 52 minutes have elapsed. 

One is, what is section 13 F put in the bill for if it is not to pro- 
tect the natural gas lines? 

Mr. LeBorvr. 13 F? 

Mr. Heseiron. On page 17. 

Mr. LeBorvur. That is the same philosophy as we suggested 2 years 
ago, I believe. 

Mr. Hesetron. Was it at the instruction of the natural gas com- 
panies that that section was put in in this bill? 

Mr. LeBorvr. Actually I do not recall any discussion of that par- 
ticular section. 

I had thought until these hearings started that there was general 
agreement in the industry that treating the pipeline that had gas 
reserves in the same manner as the independent was the fair and 
proper thing to do. I do not recall any discussion of it. 
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Mr. Hesetron. Even though it would es I will 
not take time to repeat what Mr. Bennett read to you about the astro- 
nomical increase of the value of the natural gas company owned 
reserves to a point where, in your own language, it reached almost 
the figures of the national debt; that is put in this bill for our con- 
sideration. 

Mr. LeBorvr. I do not believe that would have that effect at all. 
We hope that the philosophy behind that is the same as the philoso- 
phy behind the treatment of independent producers, that they will 
get fair rates, and we will get gas. 

Mr. Heserron. Well, you used those words Mr. Bennett quoted. He 
quoted them accurately / 

Mr. LeBorur. That is right. I used them in connection with the 
kind of escalation which is now banned by this bill. 

Mr. Heseiron. I am going to call your attention to some other 
words you used, ace ording to this tabulation to which you referred. 

This control by 19 oil companies effectively refutes the contention which 


has been advanced by some that they are seeking primarily to protect the vast 
number of small producers. Be that as it may, if the value of their 91”— 


it is more than that now— 
Mr. LeBorvr. Yes. 
Mr. Hesevron (continuing )— 


trillion cubic feet is increased merely 1 cent, that would represent an in- 
crease of $910 million in the value of their gas reserves, plus an unknown in- 
crement of the reserves known to exist, but not yet made. These are the real 
figures which dominate the oil companies’ presentation, both here— 

and you are referring to the committee, because you testified after 
they did— 

and in their propaganda across the country. 

With eyes on such high stakes, it seems singularly inappropriate and unfair 
for them to say that the division of such large sums of money among many 
little consumers is a trifling matter. 

I aoa you hit the nail right on the head. 


Mr. LeBorvr. That was in answer to the attack that the produc- 
ers were making in the papers on the spread between the cost of our 
gas, as purchased, and what we charged our consumers, and the 
suggestion that there was something improper about it, and we did 
not like it. 

Mr. Hesevron. I have been present. when questions of that kind 
have been asked of the previous witnesses. 
too, have you not? 

Mr. LeBorur. That is right. 

Mr. Hesetton. All right. That is all. 
cliscuss this with you. 

Mr. LeBorvr. I would be glad to do so. 

Mr. Hesevtron. I want to compliment you. I think you are one 
of the ablest witnesses who has appeared before this committee. 1] 
only wish you were on our side this time. 

Mr. LeBorvur. I am on the same side I was before. 

The CHarrman. Mr. Flynt? 

Mr. Fiynr. Mr. LeBoeuf, I want to congratulate you on this state- 
ment this morning, which I have read carefully. 


You have been present, 


I wish I had more time to 





EE ES 





824 NATURAL GAS ACT 
t 
Mr. LeBorvur. Thank you, sir. t 
Mr. Fiynr. And upon comparison with your statement of 2 years 
ago, I want to state for the record that I find no inconsistencies in ( 
the position you took then and in the position which you take today. ( 


Mr. LeBorvur. Thank you, sir. 

Mr. Fiynr. Because you were then referring to one bill; you are 
this time referring to another. 

I had planned not to ask any questions. I will try not to ask many. 

The last question by my colleague who preceded me prompts me 
to ask this question. 

With regard to the reportedly very high rates charged to consumers 
in metropolitan aréas like greater New York, Boston, Cambridge, 
Providence, R. I.; New Haven, Conn., and others which are referred 
to in figures, graphs, and charts included in part IT of the 1955 hear- 
ings, beginning on page 1283 and continuing through page 1379, is 
it or is it not true that some of the cost chargeable ‘to consumers in 
those cities which I just listed are due to the fact that there are inade- 
quate supplies of natural gas, and that it is still necessary to mix nat- 
ural gas with manufactured gas in order to approximate the demands 
upon the distributing systems which supply those areas ? 

Mr. LeBorvr. Your question, Mr. Flynt, covers quite a lot of ter- 
ritory. 

I think the answer is that it is certainly true in part. 

Mr. Fiynv. I will ask it this way: Is it true that certain of those 
cities still use mixed gas? 

Mr. LeBorvur. At the time of those figures New York City did, and 
some still do. 

Mr. Frynr. Is it your opinion that adequate supplies of natural 
gas to each of those areas might reduce the cost to the consumers in 
the respective areas ? 

Mr. LeBorvr. Yes, I think that is true. 

I answered, in response to some question this morning, that as far 
as Consolidated Edison, the company itself is concerned, it had re- 
ceived the amount of gas it was currently asking for, and it was con- 
cerned for the future. 

I do know in the proceeding on the figures, if you want them, they 

ean be developed by Mr. Heyke, that Brooklyn Union Gas Co., also in in 
New York, a very large company, asked for more gas than it 
allotted. 

Mr. Fiynv. I refer to two examples given in the pages to which I 
referred a few minutes ago. 

On page 1283, I refer to the city of Akron, Ohio, where the cost of 

gas paid in the fields, at the wells, is 11.4 cents. 

Referring now to Providence, R. I., which is listed on page 1357, 
the cost paid to the producers in the field at the wells i is 10.1 cents per 
thousand cubic feet. Yet the cost to the consumer in Akron, as of 
these figures which were the latest available at that time, and which 


I have already requested be brought up to date, the cost to the con- 
sumer in Akron was 59.6 cents per thousand cubic feet, whereas the ) 
cost to the consumer in Providence was $3.64 per thousand cubic feet, 
notwithstanding the fact that the cost paid to the producers in the field 
for the gas that went to the consumer in Providence was 1.3 cents per 
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thousand cubic feet less than the cost of the gas in the field paid for 
the gas which went to the producers in Akron, Ohio. 

Using that statement as a premise, is it your opinion that the cost 
of the gas in the field can be described as a direct factor in the overall 
cost to the consumer ¢ 

Mr. LeBorvr. Well, Mr. Flynt, I think it is a direct factor, certainly 
in the sense that anything that increases it will increase the cost to 
the consumer. 

When you speak of it proportionately, as your figures have just indi- 
cated, it will vary widely. 

In other words, I do not know the reason for this, I am sure there 
is a good ‘reason; the cost of distribution in Providence may be much 
higher, but it is still a factor. 

Percentagewise, in certain instances, it is less important than in 
others. But anything that increases it is troublesome because the 
rates, generally speaking, to the consumers are high. We would like 
to have them lower. 

Mr. Fiynr. Referring now for a final question with reference to 
Consolidated Edison for whom you primarily appear here today, are 
you prepared from information previously furnished to you to state 
Shelbae Consolidated Edison is better now in being able to supply 
the demands than Consolidated Edison was in 1954? 

Mr. LeBorur. We were able to supply the demands in both years. 

Mr. Fiynr. In both of those years? 

Mr. LeBorur. Yes, sir. 

Mr. Friynt. No further questions. 

The Cuarrman. Off the record. 

(Discussion off the record.) 

The Cuatrman. Mr. O’Hara? 

Mr. O’Hara. Mr. LeBoeuf, I do want to say to you that your testi- 
mony has made a profound impression upon me, and I do appreciate 
the fact that you are probably one of the most experienced indi- 
viduals in the utilities field to appear before us. 

I say that without seeking any special favor from you. 

But I have long had the same fundamental thought in my mind on 
this gas question that you have expressed so well, namely, one, that 
from the consuming viewpoint you are concerned about supply. 

Mr. LeBogur. That is right. 

Mr. O’Hara. That there are conditions and elements in existence 
today which are affecting that supply as to the future that you feel 
should be corrected; and it is corrected in this bill, so far as it is hu- 
manly possible to do? 

Mr. Pe UF. That is correct, sir. 

Mr. O’Hara. The other one is that there should be a continuing 
protection in the Federal Power Commission over gas that is being 
sold to the general public, and you feel that this bill adequately does 
that job? 

Mr. LeBoevr. I think it is the best middle-ground approach that I 
have seen or heard discussed to try to reconcile in a workable fashion 
the legitimate interests and desires and aspirations of the people in the 
different elements of the industry. 

Mr. O’Hara. Each in conflict with each other? 
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Mr. LeBorvr. That is right. | 
Mr, O’Hara. I do not know whether you have placed the hands of ( 
the doubting Thomases on their wounds to a sufficient degree that they sid 
will go along with you, but I wish they would. lay 
Thank you. ai 


Mr. LeBorur. Thank you, sir. 
The Cuatrman. Mr. Dingell? 
Mr. DrNcetu. I will yield at this time to Mr. Jarman. 


The Cuatrman. Mr. Jarman, you go ahead. “ 
Mr. Jarman. I do not think this will take very long. 
Mr. LeBoeuf, the particular part of the bill I wanted to ask you | 
about is one to which you have referred several times, and that is at at 
the bottom of page 2, the last four sentences which provide: co 
And no State or local authority shall regulate the sale price of natural gas 3 


either at or before the commencement of the transportation of such natural gas 
in interstate commerce. 


th 

You yourself have emphasized several times that this provision is fr 
one of the big differences in the present bill and the one before the I 
Congress previously. 

Mr. TaRoeve. That is right, sir. th 

Mr. Jarman. I wondered, first, were you active yourself in the draft- ce 
ing of this part of this bill? | 

Mr. LeBorevr. That particular problem—we dealt with that prob- W 
lem in the drafting committee but, as I said to Mr. Heselton, that one 
of the very substantial differences between our earlier draft and this ¢ 
is the improvement in the type of the language in that regard. e 

Mr. Jarman. Very briefly, let me ask you this: What exactly does a 
that cover ? \ 

Mr. LeBoevr. In my opinion, what it covers is that, as you know, b 
this is a field which could be regulated either by the State or by the v 
Nation, and when you pass a bill, a Federal bill, which is uncertain 
in its regulation, that is the scope of it, there is always the possibility h 
that the State can step in. t 

From the consumers’ standpoint, we were concerned that unless | 
language of this character were employed, State minimum pricing | 
bills could be passed, which would so affect the price that it would be | t 
controlling on the Federal Power Commission, and then we were out | 4 
of gas. That is the purpose of it, and the only purpose of it. | 

To use legal language, to use the language of a lawyer, it isaclear | t 
indication by Congress that the Federal Government has preempted 
the field. ? 

Mr. Jarman. Let me quote from a statement that was submitted ’ 
to the committee by one of the ablest oil and gas men in my State of 
Oklahoma, a man who is and has been for many years an outstanding | 


lawyer. I would like to get your comment. 
This is from Mr. W. A. Delaney, Jr., of Ada, Okla., who said, and 


I will quote only three paragraphs from the general context of his 
statement. 


The inevitable conclusion would be reached by any judge that Congress, 
having denied the right of the State or local authority to fix the price of 
natural gas, either before or at the time it enters interstate commerce, such 
a tax would constitute a species of price-fixing by the State in a field where 
it was forbidden to act by the superior authority of the Congress. 
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The second paragraph I would like to quote: 


Once the inhibitions of the Harris bill are enacted into law, it is my con- 
sidered opinion that only the Congress of the United States would have the 
lawful authority to levy a valid tax upon those engaged in the business of 
producing natural gas from its habitat in a state of nature. 


Finally : 


Once this discretion is removed by congressional enactment, 


he was referring to an intervening paragraph, but I will quote only 
this: 

Once this discretion is removed by congressional enactment, then all acts 
pertaining to the legitimate conservation of natural gas or taxation by the 
States which have the effect of increasing the price of gas moving in interstate 
commerce would become, within the law, unreasonable burdens on interstate 
commerce, in violation of the commerce clause of the Federal Constitution. 

Many of us who are considering the bill before the committee at 
this time, are very much concerned about a statement of this sort 
from Mr. Delaney. Said statement deals with States’ rights, and 
I would be very much interested in your comment. 

Mr. LeBorur. Well, I will have to comment without the research 
that should go into an answer of that importance, and particularly 
coming from a man of his eminence. 

But it seems to me there is nothing in this provision as to regulation 
which would prevent the State from taxing. 

I am trying to think of a case—and I remember the name but I 
cannot tell whether it supports the principle—but I do know in the 
electric field that licensees of the Federal Power Commission, which 
are regulated far more strictly than this bill calls for, such as Niagara 
Mohawk Power Corp. and others, still are taxed, and it has not ever 
been deemed that the regulation by the Federal Power Commission 
was a preventive to State taxation. 

In fact, since the Schoelkopf plant fell into the Niagara River, there 
has been concern, because the company paid nearly a quarter of the 
taxes in that city, and there is no question about that from our ex- 
perience. 

Mr. Jarman. One final question: Would you have any objection to 
this language being added to the bill, following that particular part 
at page 2 that we are considering: 

But the taxing power of any State or local authority shall not be impaired by 
this act. 

Mr. LeBorur. Personally, I would not, sir. 

I would like to have a chance to study it and to consider it and, if I 
might, through the chairman, communicate with the committee; but 
it would seem to me, just offhand, that that is what is intended, and 
there is no harm in saying it. 

Mr. Jarman. In that communication to the committee, I think, in 
fairness to you, with the questions that I have asked, I would like to 
furnish you with Mr. Delaney’s statement. 

Mr. LeBorvur. That would be very helpful. 

Mr. Jarman. And ask for your considered comments on it because 
7 . a matter that has troubled some of us on this committee a great 
deal. 
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Mr. LeBorvr. Certainly there is no intent that I know of to inter- 
fere with the State taxing power by the regulatory power. 
: Mr. Jarman. Thank you very much. 
! The Cuarrman. Would the gentleman permit just one or two ques- 
tions right there on that very same thing? 
Mr. Dineetzt. Yes. I have yielded the floor, Mr. Chairman, with 
expectations later on of receiving it back. 
The Cuatrman. I want to get back to you right away, but on this 
) matter that is rather important, I would like to ask several questions. 
As a matter of fact, is not the prevailing thinking in the legal pro- 
: fession, in view of recent Supreme Court decisions, that the authority 
of the States to fix minimum prices now has been prohibited ? 

Mr. LeBorur. That is my understanding. 

The Cuarrman. Are you familiar with the Panoma case? 

Mr. LeBoervr. I read the per curiam, which is only a few lines long, 
and wished it had said more. 

The Carman. I will ask you, and you can give an offhand opin- 
ion, if you like, and then supplement it with any further statement 
you care to make when you submit the statement referred to by Mr. 
Jarman just now: It is my understanding, and I wanted to ask you 
for yourself, in the Panoma Gas case and in the Natural Pipeline cases, 
and the Eastern Panhandle case, decided in 1955, they did not hold | 
that the State minimum prices applied at a point of production and 
gathering, and it had been concluded that they must yield to the price- 
fixing authority of the Federal Power Commission under the Natural 
Gas Act? 

Mr. LeBorvr. That is right. But the problem that we had in con- 
sidering your bill, Mr. Harris, is whether the change in the other pro- 
visions of the law could permit the Court to find differently, and that 
is why I heartily endorse whoever put this language in as desirable 
from a consumer’s standpoint. 

The Cuarrman. I think, as a matter of fact, it would be correct to 
say, however, that even following that, the answer of the Supreme 
Court came along, and then in another case, the Cities Service v. The 
State Corporation Commission, it held, as I understand it, that the 
State minimum price law, controlling prices at the wellhead, was valid, 
even as against the FPC jurisdiction. 

Well, that is as far as that went. 

Mr. LeBour. We would like Congress to talk about it. 

The Cuatrman. According to the Supreme Court decision, it seems 
to me it is pretty well established that the States cannot, under the 

resent law, provide for minimum-price laws. But, of course, the 
Rese Supreme Court says they are valid, so nobody questioned it, 
and I guess in that particular case, that is the way it turned out 
anyway. 

But I agree that under present law the States are prohibited 
by Supreme Court decisions, and all this does is just confirm, in my 
opinion it makes it very definite and clear. 

Mr. LeBoeur. That is right. 

(Mr. LeBoeuf later submitted additional information which ap- 
pears on p. 1738, pt. 2.) 

The Cuarrman. I am sorry to have taken this time. 

Mr. Dingell? 
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Mr. Dineei. Mr. LeBoeuf, I deliberately withheld questioning you 
all day because, I must confess, I find myself a little bit irritated to 
find one who has all his life represented the utilities presume to speak 
on behalf of the consumer. Particularly in view of what has taken 
place here, in view of your own testimony and in view of the testi- 
— of Mr. Kuykendall, I think you presume when you say that you 
acted on behalf of the consumer. 

I think that it would be fairer to say that you might, perhaps, have 
thought that you acted in the best interests of the consumer. But I 
think it would be fair, and I think that you would admit with me it 
would not be fair, to go any further, without presuming; am I cor- 
rect, sir? 

Mr. LeBorur. No; I do not think you are, Mr. Dingell. In this 
instance, the selfish interests, if you want to call them that, of the 
distributing company and the consumer are identical. 

Mr. Dincett. Well, I think—let me go into this a little further. 

Last year I read your testimony very carefully. Last year you 
complained principally about one thing. That one thing about which 
you complained was the indefinite pricing clauses. 

Mr. LeBorur. That is right. 

Mr. Dineexy. Those indefinite pricing clauses have been removed 
from the present bill, so you find the present bill entirely acceptable; 
is that correct ? 

Mr. LeBorvr. That is correct, on a package basis. 

Mr. Dineeix. It would be fair—that is precisely the point I make— 
on a package basis. In other words, what has happened here is this: 
A large number of representatives of utilities, of pipeline companies, 
and of producers, have gotten together and they have presented a 
package that they say is the best thing, and that because this is the 
best thing, this is in the best interests of the consumer; am I correct? 

Mr. LeBorur. Your wording makes me shy off. 

Yes, it is correct, that representatives of people who are experienced 
in the field have tried to work out, we have been working in many 
different ways, different times, a middle ground approach, because 
those of us who made the effort thought it was in the public interest, 
and those of us who represent consumer interests thought it was in 
the consumer’s interest. 

Mr. Drneewu. I can see that you, perhaps, were perfectly fair in 
your own view, and I want to have you understand that I do not 
criticize you in the fact that you aaa the assumption. I criticize 
the validity of the assumption which you made. 

Will you tell me, if you will, since you are one of the draftsmen of 
this bill, what would be—— 

Mr. LeBorur. Of the predecessor bill, which I have explained. 

Mr. Drineeiu. Well, the predecessor bill included the language 
“reasonable market price” of gas, did it not? 

Mr. LeBorur. Yes, sir, it did. 

Mr. Dincexi. Will you tell me what would be the reasonable market 
price of a thousand cubic feet of gas at the present time? 

Mr. LeBorvur. You mean you want me to predict what the Federal 
Power Commission 

Mr. Drnceww. I want you to tell me what it is right now in dollars 
and cents. 

Mr. LeBorvur. Well, you would have to make the studies and con- 
sider the factors that are specified in section 13C. 
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Mr. Dincetx, Well, you presume to set up the yardstick. Certainly 
you must have known what the yardstick would measure. 

_ Mr. LeBorur. Yes. You can hand me a yardstick and I know what 
it does. But you ask me to measure the Washington Monument, and 

I have got to go over there and do it. 

: Mr. Drneewx. I am asking you to tell me what a reasonable price 

: for a thousand cubic feet of gas would be. 

Mr. LeBorvr. I have no idea until I know the facts of that thou- 
sand cubic feet of gas, where it was produced, how it was produced, 

| and all the other factors that are involved. 

. Mr. Drixceii. Well, tell me this: Reasonable market price of gas 

! produced in Texas is going to be the same as reasonable market price 
of gas produced in Oklahoma; is it not? 

Mr. LeBorvr. No. 

Mr. Drncetx. It is going to be reasonable market price ? 

Mr, LeBoevr. No. 

Mr. Drneetx. Then what you seek to do is not to set aside the 
business of having a different cost for different gas produced in a 
different area; am I correct? 

Mr. LeBogvr. I think that the Commission, in considering the 
standards set forth in section 13C, might well, and probably will, 
come out with different reasonable market prices for gas where the 
facts differ in different areas. 

Mr. Drncexx. I want you to go over with me, if you will, these 
various contracts, just briefly, of the various gas companies which 
appeared in the hearings here, and producer contracts which netted 
somewhere between about 8 cents and 22 cents of gas. 

Mr. LeBorur. To whom? Where? 

Mr. Dince.t. According to the tables that appear. 

Mr. LeBorur. Where? 

Mr. Drncetu. According to the tables that appear in the hearings 
here, and I do not happen to have the hearings open to the proper 
page. But there is a whole big series of them here. In one case it 
runs about 914 cents. ‘This is at the wellhead, for sales to consumers of 
Grand Rapids, and this was in last year’s hearings. 

In another case it was 8.6 cents in Gary; Gadsden, Ala., it is 8.1; 
Erie, it is 11; Elizabeth—it does not say Elizabeth what, but in any 
event the rate at Elizabeth for gas at the wellhead was 7.6; in another 
case, 8.9 cents; Cleveland, 11.4, but recent contracts have been sold 
for somewhere around 22 cents a thousand cubic feet. 

Which of those, or where in that general spread, would it be fair 
to infer would be this reasonable market price ? 

Mr. LeBorvr. I do not know. I do not know of any contracts at 
22 cents, but there undoubtedly are. 

Mr. Drnceti. We had testimony to the effect there had been some 
sales at that figure. 

Mr. LeBorevr. Well, all right. I accept your word. 

Mr. Drncett. What would be a reasonable 

Mr. LeBover. What would be a reasonable market price would be 
a judgment based on the consideration of the factors specified in the 
bill by five competent men, aided by a very complete staff. 

Mr. Drncetu. And not considering cost. 
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Mr. LeBorvur. You are asking me to answer, and it is just like say- 
ing, “There is a piece of property out here that is privately owned. 
The Government is going to condemn it. How much is the Govern- 
ment going to pay ?” 

Mr. Dincetx. I want you to remember, Mr. LeBoeuf, this is your 
yardstick ; this is not my yardstick. I do not like it a bit. 

Mr. LeBorvur. Well, a yardstick, as I have said before, is a meas- 
uring device which has to be applied to certain facts. 

Mr. Dincetu. Would it not be fair to say, Mr. LeBoeuf, that what 
took place at these meetings was that a group of representatives of 
the industry got together and they gave and took those things which 
they liked and did not like, and the result was a bill which was 
brought out and which we are now told is in the consumer’s interest ; 
is that not it? 

Mr. LeBoevr. I do not think that is accurate; an accurate descrip- 
tion. 

I think this bill, as I have said before, is a vast improvement on 
the one that I proposed by myself, without any consultation 2 years 
ago, with any representative of any pipeline or any producer. I 
think it is better for the consumers than the one I proposed. 

Mr. Drincetu. Tell me this, sir: Did you have a representative of 
any State regulatory agency in this discussion ¢ 

Mr. LeBorvr. No. 

Mr. Dincett. No? 

Mr. LeBorvr. No. 

Mr. Dinceitu. Don’t you think they have an interest in the con- 
sumers ? 

Mr. LeBorvr. I certainly do. 

Mr. Dince.tu. Would it not be fair to say they might have even a 
little better interest in the consumer than would a representative of 
the Consolidated Edison in New York? 

Mr. LeBorur. Well, I do not want to make comparisons. I think 
they unquestionably—if you are talking about the New York Public 
Service Commission, it is a very able, competent group of people, 
and they are regulating very strictly. 

But I want to say that, under the law, the distributing company is 
charged with the duty to serve and to provide the service. 

Mr. Drncetu. And to return a fair return to its stockholders? 

Mr. LeBorvr. Unfortunately, that is a goal which, in our instance, 
is not achieved. 

Mr. Drncetx. Let us go a step further here. 

Did you have the mayor of any large city present? 

Mr. LeBorvr. No. 

Mr. Dincetu. Don’t you think they have an interest in looking after 
the consumer ? 

Mr. LeBorvur. Well, I am the mayor of a small village, and I never 
felt that wisdom descended on me with the election. 

Mr. Drncetx. No; but a certain public interest descended upon you 
with the election ; did it not? 

Mr. LeBorvr. Yes. 

Mr. DrinceEtx. Let us go a step further here. 

You did not have the governor of any State when you discussed 
this? 
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Mr. LeBoervr. No, sir. These were technical people, experienced 
in the field, trying to work out a middle-ground solution of a very 
difficult problem. 

Mr. Dincetz. Of those things which they found most objectionable 
to themselves ? 

Mr. LeBogvur. Well, one undoubtedly was trying to work—we cer- 
tainly, on the consumer end, were trying to work for the best arrange- 
ment we could work out. 

Mr. Drycett. I want you to know that I resent your continuous 
referral to the fact that you are the only one who represents the 
consumer. 

Mr. LxeBorur. I did not say we were the only one, but I say that 
we do represent the consumer, and that in this instance our interest 
is the same. If we could get a lot of gas cheaper, we would be better 
off, and the consumer would be better off. When I say “we,” I mean : 
the investor and the consumer. 

Mr. Dineeti. Let me rephrase this. I happen to dislike your 
arrogation of the consumer interests to yourself. 

Mr. LeBorur. That is your privilege, sir. 

Mr. Drycewu. Let me go over this with you a little bit. I am re- 
ferring to the St. Louis Post-Dispatch of February 11, 1957. That 
is about contemporaneous with some of the deliberations which took 

lace ? 

Mr. LeBoevr. I read the reprint of it in the Congressional Record. 

Mr. Drneext. All right. 

Mr. LxeBoervr. It is garbled. 

Mr. Drinceti. Here is what representatives of some of the local 
companies told the Post-Dispatch. They said: 

“Producers were in the driver’s seat” in drafting the exemption bill and 
that they would wait until the legislation is introduced and the subject of 
congressional committee hearings before opening a major attack on it. 

Does that sound like maybe all of the distributors are in favor of 
this piece of legislation ? 

Mr. LeBoeur. I did not say they were. 

Actually that article is a mixture without regard to time, and it 
is referring to an earlier draft of our efforts when the picture was 
entirely different than the later draft. 

Mr. Dryceti. May I then read to you some more language? This 
. the response of Harry Wrench, president of the Minneapolis Gas 

0. 

Mr. LeBoevr. Yes, sir; I know him. 

Mr. Dingell, (reading) : 

He told the Post-Dispatch that he attended the December 13 meeting. 

“Those of us who were not in agreement with the proposals were told there 
was no need for us to stay,” Wrench related. “Dougherty read the proposals 
paragraph by paragraph and when anyone objected he was told, ‘If you don’t 
agree you don’t belong here.’ ” 

Does that sound like a democratic meeting ? 

Mr. LxeBorvr. I was not present at that meeting, and the draft 
that was referred to was the earlier draft, which is vastly different 
from the later one. 

Mr. Drncet1i. Would you say there was any real effort—— 
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Mr. LzBorvr. I do not know whether that is true; I was not 
there. 

Mr. Dincetu. Well, assuming that this is true. 

Mr. LeBorur. I know Mr. W rench, and I like him very much. 

Mr. Dincetx. Would you say there was any real attempt to reach 
the consumer’s interest in a proceeding of that sort ¢ 

Mr. LeBorvur. There certainly was. 

Mr. Dincetu. Then Mr. Wrench goes on to say: 

I was against any change in the act. What they are proposing takes away 
every control over the price of gas at the field and without that you have no 
control atall. It’s worse than the Harris-Fulbright bill. 

Now here is another local gas company representative who attended 


the meeting, but he asked his identity be withheld, and he said as 
follows: 


It is a shame to say that you have regulation when you can only use a cal- 
culator to find out what a reasonable market price is. 


This is a better bill than the Harris-Fulbright bill only in length and legal 
draftsmanship— 


This source said: 


It clearly exempts producers, which is an odd form of regulation. It will hurt 
the consumer by prohibiting the FPC from considering the producers’ costs. If 
you can’t consider the producers’ economic needs, you don’t have regulation. 

How does that sound? That is another distributor. 

Mr. LeBorvur. He was talking about a different draft. 

Mr. Dincety. Well, is not what he says true about this bill here? 

Mr. LeBoretr. No, sir; it is not. 

Mr. Dincetx. Tell me, can you consider costs in this draft ? 

Mr. LeBorvr. You cannot. 

Mr. Dince.u. So this comes pretty close to that mark, does it not ? 

Mr. LeBorvur. Also what you read was that the producer was ex- 
empted by the bill. The producer is not exempted by this bill. 

Mr. Dixceti. Now wait a minute, the only regulation in this bill 
that affects the producer is with respect to the producer contracts; 
am I correct ? 

Mr. LeBorur. If vou are interested in the consumer’s interests, the 
thing about this bill is that it maintains a status over the producer 
which can be enforced. 

Mr. Dincetit. Now just a minute. Is it not a fact that the pro- 
ducer is exempted and that the producer’s contracts are regulated ? 

Mr. LeBorvr. He is exempted from many of the burdens of regu- 
lation, which is absolutely proper because a great many of them are 
inappropr iate to his business and do the consumer no good by having 
them enforced. 

Mr. Dincexti. That was not the question I asked you at all. But 
the producer is exempted from control, and the producer contracts are 
under regulation; isn’t that the fact? Isn’t that what the effect of 
this bill is? 

Mr. LeBorvr. If the producers’ contracts are under regulation, in 
my opinion, the producer has a legal status. He is not defined as a 
natural-gas company as he is today, but he has—— 

Mr. Dinceti. What I want is a fair answer. 

Mr. LeBorvr. Let me finish. But he has a legal status so that the 
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powers of the Federal Government can operate to carry out the 
ill against his wishes to the extent the bill provides. 
Mr. Dincext. That is right. But not by direct action by him, but 
only on thecontract. That isa fact,isitnot? Just yes orno 
Mr. LeBoeur. I think it is direct action against him. If you take 
| his money away that is direct action against him. 
| Mr. Diner. All right. 
Let us read some more here on this. Here is who was at this meet- 
ing, according to what we get. 
Mr. LeBorvr. I cannot tell you, I was not there. 
| Mr. Drnecety (reading) : 
: 
: 


The Post-Dispatch learned that among those attending the January 29-Feb- 
ruary 1 meeting in New York where the final touches were put to the industry 
legislation were Frank Prior, president of the Standard Oil Company of Indiana ; 
executives of the Stanolind Oil & Gas Co., a Standard of Indiana subsidiary ; 
Herman Pressler, assistant chief counsel of the Humble Oil Co., a subsidiary 
of Standard Oil of New Jersey; a representative of the Ohio Oil Co.; Charles 
Murphy, of the Murphy Oil Co.; and Charlton Lyon, described as an independent 
producer. 


Now here are some other people: 


Pipelines representatives. 

Pipelines were represented at the session by Joseph Hedrick of the Natural 
Gas Pipeline Company of America, a subsidiary of the Peoples Gas, Light & 
Coke Company of Chicago; Leslie Fournier, vice president of the Panhandle 
Hastern Pipeline Co.; James Henderson, general counsel of the Transcontinental 
' Pipeline Corp.; W. EB. Stevenson, president of the Texas Gas Transmission Co., 

and the company’s counsel, Christopher Boland; George Maff, director of the 
Texas Eastern Transmission Co.; and Jack Head, chief of the company’s legal 
department. 
Distributors’ representatives included William A. Dougherty, chairman of the 
board of Consolidated Natural Gas Co., which operates in Ohio and in New York 
State; C. W. Cooper, general counsel for Dougherty’s company; John Heyke, 
: president of the Brooklyn Union Gas Co.; Rob Quimby of Brooklyn Union's rate 
: department, and Edward Russell, the firm’s chief counsel; Donald Luce of the 
: Public Service Electric & Gas Company of New Jersey; Randall LeBoeuf— 


I presume that is yourself? 
Mr. LxBorur. Of the January 29-February 1 meetings, I was pres- 


ent only at the meeting of January 31, 1957. 

Mr. Drncett (reading) : 

Atherton Thomas and James O’Malley, of the Consolidated Edison Company 
of New York and representatives of the United Gas Improvement Company of 
Philadelphia. 

Mr. LeBoeur. If it is the meeting, as I say, when I read that article 
in the Congressional Record, it is garbled, because it talks about two 
different things without regard to time, and the meeting that Mr. 
Harry Wrench referred to, if that is the same meeting, and the in- 
ference is that it is, and it may not be, I was not present. 

Mr. Drnceti. But we keep coming back to this one thing: A group 
of representatives of the tiduetiry got together and decided what was 
going to be good for the consumer, and I do not think there was a 
mother’s son of them present who was a consumer. 

Mr. LeBorvr. I do not see, with all due respect, Mr. Dingell, that 
there is anything wrong in representatives of an industry where there 
has been a very great problem for many years trying to suggest a 
solution to it. 

Mr. Dinceru. All right. 
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Mr. LeBorur. I think, as a matter of fact, it is your duty to try to 
do it if you believe, as we do, that the present situation is bad. 

Mr. Dineetx. Let me then carry you to another effect of this bill. 
I am quoting from the Oil and Gas Journal, dated May 6, 1957. It 
just cites as benefits to the various producers, and it says as follows, 
referring to the benefits they are going to get, and I quote: 


Dismissal of most cases pending before the Federal Power Commission. 


Mr. LeBorur. Well, I would not say that was accurate. It may be 
true in a percentage basis, if you include these certificate cases. And 
that, as I say, is desirable from our standpoint. 

Mr. Drneetn. It would appear though that a reliable journal of the 
oil and gas industry wookd know what it was talking about when it 
stated the benefits to the industry ? 

Mr. LeBorvr. Yes, but you cannot tell whether they are talkin 
about rate cases, or producers’ cases, or both, from what you wid 
about it. 

Mr. Dincett. Let me ask you this question. Under the various 
yardsticks which are set forth in section 13C, you are unable to fix a 
definite rate or definite price of what would constitute a reasonable 
market price. 

Would it not be a fairer thing to say that the Commission can only 
determine what is not a reasonable market price by referring to this? 

Mr. LeBorur. No; I think they can fix a reasonable market price 
when they have the complete facts een to them. 

Mr. Dincetn. You want to say they can pick one price and say that 
8 cents is a reasonable market price, and not 9, or 7 cents? 

Mr. LeBorur. Well, as the Supreme Court has often pointed out 
under utility-type regulation, there is a zone of reasonableness. 

When it goes above that zone, it is taking the consumer’s property. 
When it goes below that zone, it is taking the company’s property ; 
and I do not think that under any system of ratemaking, that you 
can determine, down to a mill, what is right, and that a mill difference 
is wrong. 

Mr. Drncetu. I said a cent difference of a thousand cubic feet. 

Mr. LeBoevr. I think the Commission under this standard, just 
as under today, has got to get within that zone of reasonableness. 

Mr. Drnoetxt. This reasonable market price will tend to reach 
toward the fair field price; won’t it? 

Mr. LeBorvur. It may for a time. This is speculation because, as 
I say, your questions are related to the judgment of others, using 
this yardstick on facts that I do not know. But I have a feeling 
that it may tend to bring uniformity in an area for a while. And 
I hope and believe that it will tend to make it very difficult to break 
through that price in an area without a drastic change in economic 
conditions. 

Mr. Drncett. Wouldn’t you 

Mr. LeBoerur. I am particularly hopeful that will be true—if I 
may finish—if we can get rid of these escalation clauses that keep 
stirring the problem up all over again. 

Mr. Dincett. And you did quite a bit of giving in this drafting 
session, and these other sessions, to get away from the escalation 
clauses? 
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Mr. LeBorur. You can see I did not. If you will compare the 
bill I submitted to this committee 2 years ago, you will see, I think | : 
you would find, comparing the two bills, that this bill is better from 
the consumer’s standpoint than the one that I proposed, so that I 
cannot say that personally I did any giving. 

Mr. Drvncetx. But, let us just put it this way: You did not like 
the last bill? , 

Mr. LeBorur. No, sir; for the.reasons I stated. | 

Mr. Drneeit. And you were willing to make some concessions in | 
order to get what is in this bill; am I correct in my understanding ? 

Mr. LeBorur. Yes; you could say that was a philosophy. 

This thing, as I said this morning, when you are trying to keep 
rates down and still afford an incentive to the producer so that you 
get more gas, and many people do not realize the importance of that 
phase of it, it is, of necessity, something of a compromise. 

But, as far as I personally am concerned, I think this bill is better 
than what I was solely responsible for producing before without any 
consultation with any producer or slaslbea. 

Mr. Drncett. This fair field price ultimately will come to be what 
the traffic will bear in the general area; is that not correct? 

Mr. LeBoevr. I do not believe that 

Mr. Dincext. You do not think so? 

Mr. LeBoeur. I do not believe that. 

Mr. Drncett. What point will it reach? 

Mr. LeBogrur. I think it will tend to stabilize ,and I think that 
major swings in the price will be related to major swings in economic 
conditions; and that it will be gradual since, as I pointed out to one 
gentleman this morning, there are thousands and thousands of con- 
tracts with different dates, and change will come slowly. 

Mr. Drnceit. But, as you have said, the industry is strongly monop- 
olistic, and I do not want to hold you 

Mr. LeBorvur. Thank you. 

Mr. Dinceti. And, of course, these people who hold the big hold- 
ings are going to wield the heavy oar in fixing the price. 

Mr. LeBorur. I never said the industry was monopolistic. I said 
2 years ago that the present competition was absent when you had 
these escalator clauses. 

Mr. Drncetx. Do you think free competition is present today, in 
view of what you said at page 679 of last year’s hearings? 

Mr. LeBorur. We have the escalator clauses today, but 

Mr. Dincetx. We are talking about free competition, not escala- 
tion. Free competition is something which has vanished, according 
to what you said last year. 

Mr. LeBorur. What I said 2 years ago was that if you had free 
competition, the escalator clauses destroyed free competition, and that 
is why we have been so insistent in trying to get rid of those clauses. 

Mr. Drncext. Is it the escalator clauses that destroyed the com- 
petition or is it not the size of the giants of the industry ? 

Mr. LeBorvur. Mr. Dingell, there are two world powers in the world 
today, but there is plenty of competition between them. 

Mr. Dinceti. Between them? 

Mr. LeBorvur. That is right. 
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Mr. Dineeii. You are talking about oil companies and not about 
the world situation. 


Mr. LeBorvr. All right. 

It has been said oonateantly there are so few in number. I think there 
is competition. Let me put it in the negative, from the consumer end 
of the line, if I may use that phrase. I have no evidence of monopo- 
listic practices in the producing end of the business. 

Mr. Diner. Well, Mr. LeBoeuf, I wish I had more time to pursue 
this questioning. I have, perhaps, been less than gentle with you. 
I hope you will accept a very sincere apology, because I have great 
respect for your ability and integrity. 

Mr. LeBoxur. Sir, you and I are t ing to work for the same end, 


and here is a field where people equally sincere may have a different 
road that they think is right. 


Mr. Dincetit. Thank you, sir. 

Thank you, Mr. Chairman. 

The Cuatrman. Mr. Avery, do you have any further questions? 

Mr. Avery. All I want to say, Mr. Chairman, is that my experience 
has been, on this committee, if you just wait long enough and listen 
attentively enough all the questions will be asked through the course 
of a day. 

Mr. LeBorur. They certainly will. 

Mr. Avery. Let me congratulate you, Mr. LeBoeuf, on your testi- 
mony that you have given today. You have been a most competent 
witness, 

Mr. LeBorvr. Thank you. 

Mr. Macponaup. Mr. Chairman, may I ask 2 questions which will 


not exceed 4 words in length? I would just like to get something 
cleared up in my own mind. 


The Cuarrman. All right. 
Mr. Macponaxp. I previously asked you how the group felt about 
the Eisenhower amendments, and you said you had not had a chance, 


because it is not a matter you could talk on the telephone to them 
about. 


Mr. LeBoeur. No. 


Mr. Macponatp. I was wondering what is Consolidated Edison’s 
position about the Eisenhower, so-called Eisenhower amendment 
which relates to costs? 

Mr. LeBorur. I reviewed those two points with Mr. Harland 
Forbes, the president of the company, on Friday afternoon, and out- 
lined what I proposed to say, and he told me to strengthen it. 

Mr. Macponatp. For the first time I do not understand you today. 
That isa record. You have been a patient witness. 

Mr. LeBorvr. I am sorry. 

Mr. Macponap. I do not understand you. 

Mr. LeBorur. The position of Consolidated Edison is that it does 
not see that the two amendments are helpful to the consumer’s 
interest. 

Mr. Macponatp. Or to Consolidated Edison, whose primary duty 
and interest you represent ? 

Mr. LeBorvr. That is right. 

Mr. Macponarp. Right, sir. 
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The second and last question, how many distributing companies are a 
there in the United States? Are there about 400? a 

Mr. LeBogvr. I guess more than that. 

Mr. Macponaxp. Five hundred? a 

Mr. LeBorur. I guess more than that, but I do not know. 

I know one man who organized a chain of something like 20 of d 
them that were tiny, little companies. You see, that is changing ( 
largely the result of natural gas. It used to be that you would have a 
small manufacturing plant or you would have a butane tank plant, t 
and now you are getting more distribution. 

There are areas in the South that are using gas today, and have ¢ 


organized either municipalities or local companies that were not in 
existence 10 years ago. 


Mr. Macponaxp. Right, sir. | t 
But if there are 400, 500, 600, you are representing here today actu- 
ally one distributing company with, perhaps, 11 others, that say in : 


aoe 


this sort of language, “Well, they are with you in basic principle?” 

Mr. LeBoevr. That is right. 

Mr. Macponatp. So you have not by inference even 

Mr. LeBorvur. No; | have not. 

Mr. Macponatp (continuing). By no innuendo are you saying that 
you represent more than one very large distributing company 

Mr. LeBorur. I represent Consolidated Edison officially, and 11 
other companies endorse in principle its position. Together the 2 
serve nearly 2 million consumers, and that is all. I do not make any 
other claims. 

Mr. Macponatp. All right, sir. 

As yeu were peprenapting the distributors at these meetings, you 
were not necessarily reflecting the feeling of the distributing segment 
of the industry in your testimony here? 

Mr. LxBorur. I am only speaking for the people I announced. 

Mr. Macponatp. Thank you very much. 

I would just like to echo Mr. Heselton’s statement when he said— 
I know it is gilding the lily to tell you that you have gone a great job. 
I am just echoing him when I say that I wish you were on our side. 

Mr. LeBorur. May I say that I would be very happy if any of the 
information I have given the committee is helpful to them in their 
deliberation on a very difficult subject. 

Mr. Macponap. Thank you, sir. 

The Cuarrman. Mr. LeBoeuf, when you said 2 million consumers, 
you mean by that 2-million family meters ? 

Mr. LeBoerur. Yes, sir. We count them actually by meters. 

For example, if there is a chainstore with a dozen stores in the city, 
then they have a dozen meters, so that you have some discrepancy 
between consumers and meters. But the difference when you get to 
that, I think it is 1,936,000, it would not be very great. 

The Cuarrman. And the population is how much, then? 

Mr. LeBorur. Seven and a half million is the population in the area 
served by those 12 companies. 

The Cuatrman. Now, as to the question Mr. Jarman asked you, 
under the present law, if I understand it, the States under the terms 
of the exemption of production and gathering from the act, have 
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authority over the physical properties and the conservation practices, 
and so forth. Is that your understanding ? 

Mr. LeBoeur. I think that is. I would rather not be flatfooted 
about that, Mr. Chairman. I have not studied that phase of it. 

The CHarrmMan. Can you see anything under the provision Mr. 
Jarman read to you that would extend the authority of the Federal 
Government on conservation practices by the States? 

Mr. LeBorur. I would think not, because I would think on that 
there would have to be something specific in the bill for the Federal 


Government to occupy that field, and there is, as you know, nothing 
of that character. 


The CHAmman, Yes. 

Well that is the way I had thought or so intended in the formula- 
tion of this legislation. 

Mr. LeBoeuf, I want to say at the outset that I am very glad to have 
you on my side at this time. I know what influence and effect you had 
2 years ago, as we considered this matter at that time. 

Let me also say, I am sorry Mr. Heselton is not here, that the refer- 
ence or the questions of Mr. Heselton to you about registering, I want 
it clearly understood by you and everyone else that a person does not 
necessarily have to register under the Lobbying Act to testify before 
this committee. 

It has always been the privilege, under the Constitution, for a citi- 
zen to have the right to petition the Congress, and is is through their 
presentation of their views to the congressional committees where that 
petition is made, and I want you to understand that the reference 
that was made by the questions had nothing to do with respect to your 
right of appearance before this committee on this or any other subject 
that we may have, and the same thing will apply to anyone else. 

Mr. LeBorvr. I understand that, Mr. Chairman. 

The Cuarrman. Let me, on behalf of the committee, thank you for 
a splendid statement which you have made here today, representing 
your company, Consolidated Edison, and the other 11 distributing 
companies, and also for the responses which you have given to the 
many questions that were asked of you by members of the committee. 

You have, in my opinion, performed a magnificent service today 
to the entire industry and to the consumers of America. I want to 
thank you for your presentation and for your fine statement. I want 
to say that I consider you as one of the most able individuals, not 
only on this subject but other subjects, too. We are very glad to have 
had the privilege of having a distinguished person such as yourself, 
to come before this committee with your statement. 

Mr. LeBorur. Thank you very much, Mr. Chairman. 

The CnatrmMan. I apologize for keeping you here so long. 

Mr. LeBorvr. That is all right. 

The Cuarrman. There is a lot of, interest among the members of 
the committee, as you can see. 

Mr. LeBorur. Thank you very much. 

The Cuarrman. The committee will adjourn until 10 o’clock in the 
morning. 

(Whereupon, at 7:25 p. m. the committee recessed, to reconvene at 
10 a.m., Tuesday, May 21, 1957.) 
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